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I. MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Message from the Chairman

As Chairman of the Federal Communications
Commission (FCC or Commission), I am pleased to
present the FCC’s fiscal year (FY) 2019 Agency
Financial Report. This report provides useful financial
and performance information about the FCC’s activities
over the course of FY 2019.

Under my leadership, the Commission has acted to link
the FCC’s mission to its strategic goals, which include
closing the digital divide, promoting innovation,
protecting consumers and public safety, and reforming
[N - the FCC’s processes. Below are examples of the
Commission’s substantial efforts to carry out its mission during the past fiscal year.

To accelerate the deployment of 5G, the next generation of wireless broadband connectivity, the FCC
has developed and is executing a comprehensive strategy that will Facilitate America’s Superiority in
5G Technology (the 5G FAST Plan). The Plan has three key components: (1) pushing more spectrum
into the marketplace; (2) promoting the deployment of wireless infrastructure; and (3) modernizing
outdated regulations. Regarding spectrum, in January, the Commission finished an auction of
spectrum in the 28 GHz band and in May concluded an auction of spectrum in the 24 GHz band. And
on December 10, the Commission will start an auction of the upper 37 GHz, 39 GHz, and 47 GHz
bands. This auction will be the largest in American history, releasing 3,400 megahertz of spectrum
into the commercial marketplace. To better protect consumers from robocalls, the Commission
adopted a Declaratory Ruling to make clear that voice service providers may, as the default, block
unwanted calls based on reasonable call analytics, as long as their customers are informed and have
the opportunity to opt out of the blocking. This action empowers providers to protect their customers
from unwanted robocalls before those calls even reach the customers’ phones. To assist our efforts to
close the digital divide, the Commission, in August 2019, adopted the Digital Opportunity Data
Collection, an entirely new broadband mapping initiative that will provide the Commission with
granular, precise broadband deployment maps depicting exactly where broadband networks are
deployed. As part of this mapping program, the Commission will for the first time incorporate public
feedback—or “crowdsourcing”—from members of the public along with state, local, and Tribal
governments into broadband maps. Furthermore, the Commission adopted an order in December 2018
that provided high-cost universal service support to small, rural carriers in return for a commitment to
provide 25/3 Mbps service to more than 466,000 rural homes and businesses. And in September 2019,
the Commission approved nearly $1 billion to expand, improve, and storm harden broadband networks
in Puerto Rico and the U.S. Virgin Islands to ensure that Americans living there will have access to
fast, resilient, and reliable broadband services.

In addition, I am pleased to report that for the fourteenth straight year the FCC has received an
“unmodified” opinion on its financial statements from the FCC’s Office of Inspector General’s
independent auditors. Maintaining proper stewardship over the Commission’s resources is a team
effort, and I am grateful to the FCC’s staff for ensuring the FCC’s continued financial management
success this year. As noted by the auditors, the FCC still can make improvements, and I welcome the
findings from the independent auditors’ report as well as the management challenges from the Office
of Inspector General. The Commission will work to address these findings and concerns. Moving
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forward, I remain focused on promoting the public interest by taking actions that result in more
innovation, more investment, better products and services, lower prices, more job creation, and faster
economic growth.

14 P 6L'-
Ajy Pai
Chagirman
vember 19, 2019



Overview of the Federal Communications Commission

Introduction

Office of Management and Budget (OMB) Circular No. A-136, released on June 28, 2019, states that
agencies may choose to produce either a consolidated Performance and Accountability Report (PAR) or a
separate Agency Financial Report (AFR) with an Annual Performance Report (APR). The Federal
Communications Commission (FCC, Agency, or Commission) has chosen to produce the AFR. The FCC
will include its Fiscal Year (FY) 2019 APR with its Congressional Budget Justification and will post it on
the Commission’s website at https://www.fcc.gov/about/strategic-plans-budget.

The Commission’s AFR includes three sections:

Section 1 consists of Management’s Discussion and Analysis (MD&A) that presents a message from the
Chairman, an overview of the FCC, including the senior leadership, Agency’s mission and vision
statements, organizational structure, organizational chart, map of field offices, strategic goals and
objectives, strategies and resources to achieve goals, entity components for financial statement purposes,
eliminating and recovering improper payments, performance highlights, overall status of audit
recommendations, management assurances, financial management systems strategy, financial discussion
and analysis, and other key financial statement analysis.

Section 2 contains the Commission’s financial information. This section contains the independent auditor’s
reports, Commission’s response to the independent auditor’s reports, consolidated financial statements,
notes to the financial statements, and required supplementary information.

Section 3 presents other information such as a summary of financial statement audit results, a summary of
management assurances, details on reporting improper payments pursuant to the Improper Payments
Information Act (IPIA) of 2002, as amended by the Improper Payments Elimination and Recovery Act
(IPERA) of 2010, and the Improper Payments Elimination and Recovery Improvement Act (IPERIA) of
2012, management and performance challenges from the Office of Inspector General, management’s
response to such challenges, fraud reduction report, and a schedule of civil monetary penalties.

About the Federal Communications Commission

The FCC is an independent regulatory agency of the United States (U.S.) Government. The FCC is charged
with regulating interstate and international communications by radio, television, wire, satellite, and cable.
The Commission also regulates telecommunications, advanced communication services, and video
programming for people with disabilities, as set forth in various sections of the Communications Act.

The Commission’s headquarters is located in Washington, D.C. It has 13 field offices throughout the
nation, including three regional offices located in Atlanta, GA, Columbia, MD, and Los Angeles, CA.

Senior Leadership

The FCC is directed by five Commissioners who are appointed by the President and confirmed by the
Senate for five-year terms, except when filling the unexpired term of a previous Commissioner. Only three
Commissioners can be of the same political party at any given time and none can have a financial interest
in any company or entity that has a significant interest in activities regulated by the Commission. The
President designates one of the Commissioners to serve as Chairman.
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The Chairman serves as the Chief Executive Officer of the Commission, supervising all FCC activities,
delegating responsibilities to Offices and Bureaus, and formally representing the Commission before the
Congress and the Administration.

The current Chairman and the Commissioners are:

Chairman Ajit Pai

Commissioner Michael O’Rielly
Commissioner Brendan Carr
Commissioner Jessica Rosenworcel
Commissioner Geoffrey Starks

Pictured from left to right are Commissioner Jessica Rosenworcel, Commissioner Michael O’Rielly,
Chairman Ajit Pai, Commissioner Brendan Carr, and Commissioner Geoffrey Starks.



Mission

As specified in section one of the Communications Act of 1934, as amended, the Commission’s mission is
to “make available, so far as possible, to all the people of the United States, without discrimination on the
basis of race, color, religion, national origin, or sex, rapid, efficient, Nation-wide, and world-wide wire and
radio communication service with adequate facilities at reasonable charges.” ! In addition, section one
provides that the Commission was created “for the purpose of the national defense” and “for the purpose
of promoting safety of life and property through the use of wire and radio communications.”

Vision Statement

The FCC’s vision is to develop a regulatory environment to encourage the private sector to build, maintain,
and upgrade next-generation networks so that the benefits of advanced communications services are
available to all Americans. The FCC will work to foster a competitive, dynamic and innovative market for
communications services through policies that promote the introduction of new technologies and services
and ensure that Commission actions promote entrepreneurship and remove barriers to entry and investment.
The Commission will also strive to develop policies that promote the public interest, improve the quality
of communications services available to those with disabilities, and protect public safety.

Organizational Structure

In order to accomplish its strategic plan, the FCC is organized by function. There are seven Bureaus and
ten Offices. The Bureaus and the Office of Engineering and Technology process applications for licenses
to operate facilities and provide communication services, analyze complaints from consumers and other
licensees, conduct investigations, develop and implement regulatory programs, and participate in hearings
and workshops. Generally, the Offices provide specialized support services, and in addition, the Office of
Economics and Analytics manages the auctions program. The Bureaus and Offices regularly join forces
and share expertise in addressing FCC-related issues.

The Bureaus

e The Consumer and Governmental Affairs Bureau develops and implements consumer policies,
including disability access and policies affecting Tribal nations. The Bureau serves as the public face
of the Commission through outreach and education, as well as responding to consumer inquiries and
informal complaints. The Bureau also maintains collaborative partnerships with state, local, and Tribal
governments in such critical areas as emergency preparedness and implementation of new technologies.
In addition, the Bureau’s Disability Rights Office provides expert policy and compliance advice on
accessibility with respect to various forms of communications for persons with disabilities.

e The Enforcement Bureau enforces the Communications Act and the FCC’s rules. It protects
consumers, ensures efficient use of spectrum, furthers public safety, promotes competition, resolves
intercarrier disputes, and protects the integrity of FCC programs and activities from fraud, waste, and
abuse.

e The International Bureau administers the FCC’s international telecommunications and satellite
programs and policies, including licensing and regulatory functions. The Bureau promotes pro-
competitive policies abroad, coordinating the FCC’s global spectrum activities and advocating U.S.
interests in international communications and competition. The Bureau works to promote a high-
quality, reliable, interconnected, and interoperable communications infrastructure on a global scale.

147 US.C. § 151.
21d.



e The Media Bureau recommends, develops, and administers the policy and licensing programs relating
to electronic media, including broadcast, cable, and satellite television in the United States and its
territories.

e The Public Safety and Homeland Security Bureau develops and implements policies and programs
to strengthen public safety communications, homeland security, national security, emergency
management and preparedness, disaster management, and network reliability. These efforts include
rulemaking proceedings that promote more efficient use of public safety spectrum, improve public
alerting mechanisms, enhance the nation’s 911 emergency calling system, and establish frameworks
for communications prioritization during crisis. The Bureau also maintains 24/7 operations capability
and promotes Commission preparedness to assist the public, first responders, the communications
industry, and all levels of government in responding to emergencies and major disasters where reliable
public safety communications are essential.

o The Wireless Telecommunications Bureau is responsible for wireless telecommunications programs
and policies in the United States and its territories, including licensing and regulatory functions.
Wireless communications services include cellular, paging, personal communications, mobile
broadband, and other radio services used by businesses and private citizens.

o The Wireline Competition Bureau develops, recommends, and implements policies and programs for
wireline telecommunications, including fixed (as opposed to mobile) broadband and telephone
landlines, striving to promote the widespread development and availability of these services. The
Bureau has primary responsibility for the Universal Service Fund which helps connect all Americans
to communications networks.

The Offices

e The Office of Administrative Law Judges is composed of one judge (and associated staff) who
presides over hearings and issues decisions on matters referred by the FCC.

o The Office of Communications Business Opportunities promotes competition and innovation in the
provision and ownership of telecommunications services by supporting opportunities for small
businesses as well as women and minority-owned communications businesses.

o The Office of Economics and Analytics is responsible for expanding and deepening the use of
economic analysis into Commission policy making, for enhancing the development and use of auctions,
and for implementing consistent and effective agency-wide data practices and policies. The Office also
manages the FCC’s auctions in support of and in coordination with the FCC’s Bureaus and Offices.

o The Office of Engineering and Technology advises the FCC on technical and engineering matters.
This Office develops and administers FCC decisions regarding spectrum allocations and grants
equipment authorizations and experimental licenses.

o The Office of General Counsel serves as the FCC’s chief legal advisor.

o The Office of Inspector General conducts and supervises audits and investigations relating to FCC
programs and operations.

o The Office of Legislative Affairs serves as the liaison between the FCC and Congress, as well as other
Federal agencies.



e The Office of Managing Director administers and manages the FCC.

e The Office of Media Relations informs the media of FCC decisions and serves as the FCC’s main
point of contact with the media.

o The Office of Workplace Diversity ensures that the FCC provides employment opportunities for all
persons regardless of race, color, sex, national origin, religion, age, disability, or sexual orientation.

Additional information on specific Bureau and Office responsibilities can be found in Title 47 of the Code
of Federal Regulations and on the Commission’s web site at: http://www.fcc.gov.
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Strategic Goals and Objectives

The FCC is responsible to Congress and the American people for ensuring a vibrant competitive
marketplace driven by principles and policies that create an environment for innovation and investment,
better products and services for consumers, lower prices, more job creation, and faster economic growth.
The FCC must also provide leadership to ensure that the communications needs of public safety officials
are met; promote the universal availability and deployment of broadband and telecommunications services;
make communications services accessible to all people; and protect and empower consumers in the
communications marketplace. The FCC, in accordance with its statutory authority and in support of its
mission, has established four strategic goals. They are:

Strategic Goal 1: Closing the Digital Divide

Develop a regulatory environment to encourage the private sector to build, maintain, and upgrade next-
generation networks so that the benefits of advanced communications services are available to all
Americans. Where the business case for infrastructure investment doesn’t exist, employ effective and
efficient means to facilitate deployment and access to affordable broadband in all areas of the country.



Strategic Goal 2: Promoting Innovation

Foster a competitive, dynamic, and innovative market for communications services through policies that
promote the introduction of new technologies and services. Ensure that the FCC'’s actions and regulations
reflect the realities of the current marketplace, promote entrepreneurship, expand economic opportunity,
and remove barriers to entry and investment.

Strategic Goal 3: Protecting Consumers and Public Safety

Develop policies that promote the public interest by providing consumers with freedom from unwanted and
intrusive communications, improving the quality of communications services available to those with
disabilities, and protecting public safety.

Strategic Goal 4: Reforming the FCC’s Processes

Modernize and streamline the FCC'’s operations and programs to increase transparency, improve decision-
making, build consensus, reduce regulatory burdens, and simplify the public’s interactions with the agency.

Strategies & Resources to Achieve Goals
The Commission has identified strategies and resources to achieve its performance goals for each strategic

goal. Details on the Commission’s strategies and resources for achieving its strategic goals are included in
the Commission’s strategic plan at: https://www.fcc.gov/about/strategic-plans-budget.

Components of the FCC for Financial Statements Purposes

In addition to the activities directly undertaken by the above bureaus and offices, the Commission’s
components for financial statement purposes include:

Universal Service Fund (USF) - The Telecommunications Act of 1996 further amended the
Communications Act of 1934 to codify and modify the Commission’s longstanding policy of promoting
universal telecommunications service throughout the nation. Pursuant to section 254, the Commission
established rules and regulations governing how certain telecommunications service providers contribute
to the USF and how those monies are disbursed.’

For budgetary purposes, the USF comprises five elements that consist of four universal service programs
and the Telecommunications Relay Service (TRS) Fund. The TRS Fund represents a program established
under section 225 of the Act. This statute provides for a mechanism to support relay services necessary for
telecommunications access by speech or hearing-impaired populations.*

The Universal Service Administrative Company (USAC) administers the four USF programs under the
Commission’s direction. These four programs are funded through mandatory contributions from U.S.
telecommunications service providers, including local and long-distance phone companies, wireless and
paging companies, payphone providers, and providers of interconnected Voice over Internet Protocol
(VoIP) services. The four universal service programs are: High Cost, Lifeline, Rural Health Care, and
Schools and Libraries. These programs provide money directly to service providers to defray the cost of
serving customers in high cost and rural areas, and to defray the costs of serving low income consumers as
well. In addition, these programs provide support for discounts to schools and libraries and rural health
care providers. In FY 2019, the USF accounted for approximately $8,252 million in new available funds

3 47U.S.C. § 254.
4 47U.S.C. § 225.
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on the Commission's Combined Statement of Budgetary Resources. Additional information on USAC and
the USF, respectively, can be found at http://www.usac.org and_https://www.fcc.gov/general/universal-
service.

Rolka Loube, LLC (RL) is the administrator for the TRS Fund. The TRS Fund compensates TRS providers
for the reasonable costs of providing interstate telephone transmission services that enable a person with a
hearing or speech disability to communicate with a person without hearing or speech disabilities. The costs
of providing interstate TRS are recovered from subscribers of interstate telecommunications services. In
FY 2019, TRS Fund accounted for approximately $1,505 million in new available funds on the
Commission's Combined Statement of Budgetary Resources. Additional information on RL and TRS Fund
can be found at http://www.rolkaloube.com/ and https://www.fcc.gov/general/telecommunications-relay-
services-trs.

For further clarification on the financial relationships between the Commission and these components, see
Note 1 of the financial statements in Section 2. Also, see the chart below which shows the relative size of
the component funds in comparison to the major sources of funds for the Commission.

Universal

Service Fund

$8,252
78%

Telecommunications
Relay Service Fund
$1,505
14%

FCC - Auctions
$130

The FCC’s Appropriations figure of $339 million in the chart above reflects the authority for the
Commission to collect regulatory fees. The TV Broadcaster Relocation Fund was appropriated $400
million in FY 2019 by Section 511 of Title V of Division E of the Consolidated Appropriations Act, 2018,
P.L. 115-141, also known as the Reimbursement Expansion Act (REA). The $130 million for the FCC’s
Auctions program in the chart above is collections from auctions used to offset the cost of performing
auctions-related activities.
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Eliminating and Recovering Improper Payments

In accordance with the Improper Payments Information Act (IPIA) of 2002, as amended by the Improper
Payments Elimination and Recovery Act (IPERA) of 2010, and the Improper Payments Elimination and
Recovery Improvement Act (IPERIA) of 2012, the Commission has made significant efforts to implement
policies and procedures to strengthen internal controls that prevent improper payments. In addition, the
Commission oversees a payment recapture program that includes both audits and transaction testing to
search for and recapture overpayments. Section 3 of the AFR provides further details on these efforts

Performance Highlights
CLOSING THE DIGITAL DIVIDE

Develop a regulatory environment to encourage the private sector to build, maintain, and upgrade next-
generation networks so that the benefits of advanced communications services are available to all
Americans. Where the business case for infrastructure investment doesn’t exist, employ effective and
efficient means to facilitate deployment and access to affordable broadband in all areas of the country.

A key priority for the FCC is to close the digital divide in rural America. The FCC continued to use auction
mechanisms as well as other funding models to increase broadband service in rural areas.

e The FCC conducted the Connect American Phase (CAF) II reverse auction which allocated $1.49
billion in support to be distributed over the next 10 years to expand broadband service in unserved
areas in 45 states. Over 700,000 rural homes and small businesses will gain access to high-speed
Internet service for the first time as a result. As of the end of FY 2019, the FCC has authorized
five waves of funding, bringing total authorized funding for the auction to over $1 billion, and
expanding connectivity to nearly 388,000 homes and businesses nationwide. This includes funding
waves of $112.2 million to expand broadband to nearly 48,000 unserved rural homes and
businesses in five states; $121 million, expanding connectivity to 36,579 unserved rural homes and
businesses in 16 states; $524 million to 205,520 unserved rural homes and businesses in 23
states; $166.8 million to 60,850 unserved rural homes and businesses in 22 states; and $111.6
million to expand broadband to 37,148 unserved rural homes and businesses in 12 states.

o The FCC authorized two waves of funding over the next decade through the Connect America Fund
to expand broadband in in upstate New York through matching funds provided in a partnership
with the state’s New NY Broadband Program. In the first wave, the FCC authorized over $39.2
million in federal funding over the next decade to expand broadband to 15,442 unserved rural New
York homes and businesses. In the second wave, the FCC authorized nearly $16.2 million to
expand broadband to 8,088 unserved rural New York homes and businesses.

e The FCC authorized over $4.9 billion in support over the next decade for maintaining, improving,
and expanding affordable rural broadband for 455,334 homes and businesses served by 171 carriers
in 39 states and American Samoa, including 44,243 locations on Tribal lands. The homes and
businesses are located in sparsely populated rural areas where the per-location price of deployment
and ongoing costs of providing broadband service are high, requiring support from the FCC’s
Universal Service Fund to facilitate network improvements and keep rates reasonably comparable
to those in urban areas. The support is targeted to smaller rural carriers, traditionally known as
“rate-of-return” carriers. These carriers agreed this year to accept subsidies based on the FCC’s
Alternative Connect America Cost Model (A-CAM) II. The FCC also authorized and directed
USAC to obligate and disburse the appropriate transition payments to 35 carriers for whom the A-
CAM II support amount is less than legacy support received in 2018. The transition payments total
$109.6 million over the term of support.
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e The FCC approved allocations of $950 million in funding to improve, expand, and harden
communications networks in Puerto Rico and the U.S. Virgin Islands. After communications
infrastructure on the islands was devastated by Hurricanes Irma and Maria two years ago, the FCC
created the Uniendo a Puerto Rico Fund and the Connect USVI Fund. To date, the FCC has
provided about $130 million in additional, one-time Universal Service Fund support to assist with
network restoration. With restoration work substantially complete, the FCC approved the next
stage of funding to provide mid-term and long-term support to deploy fast, resilient, and reliable
networks. In Puerto Rico, the FCC will allocate more than $500 million over ten years in fixed
broadband support and more than $250 million over three years in mobile broadband support. In
the U.S. Virgin Islands, the FCC allocated more than $180 million over ten years in support for
fixed networks, and $4 million over three years for mobile networks. Fixed broadband support will
be awarded through a competitive process, and support for mobile services will be awarded to
providers that were offering mobile services in the Territories prior to the hurricanes.

e The FCC proposed the Rural Digital Opportunity Fund, which would direct up to $20.4 billion to
expand broadband in unserved rural areas. The proposal would make more areas eligible for
support and require faster service than last year’s CAF Phase II reverse auction. In a Notice of
Proposed Rulemaking, the FCC sought comment on continuing the expansion of broadband by
using a reverse auction that builds on the success of last year’s CAF Phase II auction. The Rural
Digital Opportunity Fund would focus on areas currently served by “price cap” carriers, along with
areas that were not won in the CAF Phase II auction and other areas that do not currently receive
any high-cost universal service support.

® The Commission adopted rules of the road for the upcoming transition between legacy CAF support
in certain price cap areas, and new, auction-based support for voice and broadband. The funds are
targeted to areas where the incumbent provider-large carriers known as price cap carriers-declined
a 2015 offer of CAF Phase II mode-based support. The Order provided clarity and certainty to
providers during this transition, while ensuring that existing voice service is maintained throughout
the process for customers.

The FCC established Digital Opportunity Data Collection, a new process for collecting fixed broadband
data to better pinpoint where broadband service is lacking. The new data collection will collect geospatial
broadband coverage maps from fixed broadband Internet service providers, will facilitate the development
of high-quality fixed broadband deployment maps, and improve the FCC’s ability to target support for
broadband expansion through the agency’s Universal Service Fund programs. The FCC’s Report and Order
adopted a process to collect public input on the accuracy of service providers’ broadband maps and made
targeted changes to the existing Form 477 data collection to reduce reporting burdens for all filers and
incorporate new technologies.

The FCC’s 2019 Broadband Deployment Report showed that the number of Americans lacking access to a
terrestrial fixed broadband connection meeting the FCC’s benchmark of at least 25/3 Mbps has dropped
from 26.1 million Americans at the end of 2016 to 21.3 million Americans at the end of 2017, a decrease
of more than 18%. The majority of those gaining access to such connections, approximately 4.3 million,
are in rural America. The Report also showed that higher-speed services are being deployed at a rapid rate
as well. The number of Americans across the United States with access to at least 250/25 Mbps broadband
grew in 2017 by more than 36%, to 191.5 million, and the number of Americans in rural areas with access
to such broadband increased by 85.1% in 2017.

The FCC adopted new rules to promote broadband investment and deployment by prohibiting excessive
franchise fees and explaining that local governments may not regulate most non-cable services, including
broadband Internet access service, offered over a cable system. These rules respond to a remand by the
U.S. Court of Appeals for the Sixth Circuit.
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The FCC promoted telehealth in rural America through reforms to the Rural Health Care Program that
ensure program funds are disbursed efficiently and equitably, promote transparency and predictability in
the program’s administration, and strengthen safeguards against waste, fraud, and abuse. The FCC’s Report
and Order also outlined program reforms to target funding to rural areas in the most need of health care
services.

The FCC liberalized the rules for the 2.5 GHz band, allowing more entities to access the spectrum and
eliminating unnecessary restrictions. With almost 200 megahertz, this is the largest contiguous band of
terrestrial, flexible use spectrum below 3 GHz in the United States and is well-suited to providing service
in rural areas. To bridge the digital divide, the FCC is giving Tribes first access to this greenfield spectrum
to bring broadband to rural Tribal lands. The Commission will then make the remaining unassigned 2.5
GHz spectrum available for commercial use through an auction.

PROMOTING INNOVATION

Foster a competitive, dynamic, and innovate market for communications services through policies that
promote the introduction of new technologies and services. Ensure that the FCC’s actions and
regulations reflect the realities of the current marketplace, promote entrepreneurship, expand economic
opportunity, and remove barriers to entry and investment.

The FCC took action to encourage innovation of new technologies and services in unlicensed spectrum:

e The FCC adopted an Order creating a new category of experimental licenses for frequencies
between 95 GHz and 3 THz to encourage the development of new communications technologies
and expedite the deployment of new services. The item also made 21.2 gigahertz of spectrum
available for use by unlicensed devices, while limiting the potential for interference to existing
governmental and scientific operations in the above-95 GHz bands.

e The FCC proposed making up to 1,200 megahertz of spectrum available for use by unlicensed
devices in the 6 GHz band (5.925-7.125 GHz). The proposed rules are designed to allow unlicensed
devices to operate in the 6 GHz band without interfering with the operation of the licensed services
using this spectrum.

The FCC took several actions to increase spectrum flexibility for use in 5G deployment as part of its
comprehensive strategy to Facilitate America’s Superiority in 5G Technology (the 5G FAST Plan):

e The FCC announced the successful conclusion of bidding for the Spectrum Frontiers auctions of
Upper Microwave Flexible Use Service licenses in the 28 GHz and 24 GHz bands to speed the
deployment of 5G services. With the completion of Auctions 101 and 102, the FCC completed its
first set of high-band airwaves auctions to make spectrum available for 5G wireless, the Internet of
Things, and other advanced spectrum-based services.

e The FCC adopted new rules to promote the availability of high-band millimeter wave spectrum for
next-generation wireless connectivity. The Order harmonized the band plans for the Upper 37 GHz,
39 GHz, and 47 GHz bands to include 100 megahertz blocks to facilitate the simultaneous auction
of licenses in the three bands. The FCC’s Order also adopted an incentive auction mechanism that
will offer contiguous blocks of spectrum throughout the Upper 37 GHz, 39 GHz, and 47 GHz
bands, while preserving spectrum usage rights for existing licensees. In furtherance of this effort,
the FCC established procedures for the third auction of high-band, flexible-use licenses suitable for
5G. This auction of airwaves in the Upper 37 GHz, 39 GHz, and 47 GHz spectrum bands,
scheduled to commence on December 10, 2019, will be the largest spectrum auction in history,
offering licenses covering up to 3,400 megahertz. These bands of spectrum are suited for the
development of 5G, the Internet of Things, and other advanced spectrum-based services.
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The FCC established key dates, deadlines, and procedures for an experimental auction of certain sought-
after toll-free numbers in the 833 code. The auction will be the first time that the FCC will use an auction
mechanism to assign toll free numbers and will include approximately 17,000 numbers in the 833 toll-free
code for which there have been multiple, competing requests. The FCC will study the results of the auction
to assess how best to distribute future toll-free numbers equitably and efficiently.

In 2015, the Commission established rules to facilitate shared access between federal and non-federal use
of the 3.5 GHz band, creating a three-tiered framework of users consisting of Incumbents, Priority Access
Licenses, and General Authorized Access users. In 2018, the FCC adopted a Report and Order modifying
the rules governing the Citizens Broadband Radio Service in the 3.5 GHz band to promote investment and
encourage broader deployment. In September 2019, the FCC authorized five Spectrum Access System
administrators to begin initial commercial deployments. And the Commission established procedures for
an auction of 70 MHz of Priority Access Licenses in the 3.5 GHz band, with that auction scheduled to begin
on June 25, 2020.

The Commission began accepting and granting applications to let television broadcasters use the Next
Generation broadcast television transmission standard, also called ATSC 3.0. The Next Generation TV
standard lets broadcasters provide consumers with more vivid pictures and sound, including Ultra High
Definition television and superior reception, mobile viewing capabilities, advanced emergency alerts, better
accessibility features, localized content, and interactive educational children’s content.

PROTECTING CONSUMERS AND PUBLIC SAFETY

Develop policies that promote the public interest by providing consumers with freedom from unwanted
and intrusive communications, improving the quality of communications services available to those with
disabilities, and protecting public safety.

The FCC has acted aggressively to target and eliminate unlawful robocalls, which are the number one
consumer complaint to the FCC from the public. The FCC released its first-ever Robocall Report, a
comprehensive report which discusses widespread implementation by providers of the proactive blocking
of invalid, unallocated and unused numbers, agency development of the reassigned number database,
aggressive Commission enforcement against illegal robocallers, and critical consumer education work done
by both the FCC and the Federal Trade Commission.

e The FCC approved a Declaratory Ruling to make clear that voice service providers may, as the
default, block unwanted calls based on reasonable call analytics, as long as their customers are
informed and have the opportunity to opt out of the blocking. This action empowers providers to
protect their customers from unwanted robocalls before those calls even reach the customers’
phones. While many phone companies offered their customers call blocking tools on an opt-in
basis, the Declaratory Ruling clarifies that they can provide them as the default. The ruling also
clarifies that providers may offer their customers the choice to opt-in to tools that block calls from
any number that does not appear on a customer’s contact list or other “white lists.” This option
would allow consumers to decide directly whose calls they are willing to receive. The Commission
also adopted a Notice of Proposed Rulemaking that proposes requiring voice service providers to
implement the SHAKEN/STIR caller ID authentication framework, if major voice service
providers fail to do so by the end of this year. The FCC's Notice of Proposed Rulemaking also
seeks comment on whether the Commission should create a safe harbor for providers that block
calls that are maliciously spoofed so that caller ID cannot be authenticated and that block calls that
are “unsigned.”

e The FCC adopted new rules banning illegal spoofed text messages and international calls to address
consumer concerns about unwanted text messages and scam calls from overseas. The Truth in
Caller ID Act of 2009 prohibits anyone from transmitting misleading or inaccurate caller ID
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information (“spoofing”) with the intent to defraud, cause harm, or wrongly obtain anything of
value. Until the passage of the RAY BAUM’S Act of 2018, these consumer protections did not
extend to text messages or international calls. The new rules closed a loophole that prevented the
agency from pursuing scammers sending spoofed text messages and allowed the FCC to bring
enforcement actions against bad actors from overseas. The new rules extended these prohibitions
to text messages, calls originating from outside the United States to recipients within the United
States, and additional types of voice calls, such as one-way Voice over Internet Protocol (VoIP)
calls.

The FCC made clear that wireless providers are authorized to continue efforts to stop unwanted
text messaging through robotext-blocking, anti-spoofing measures, and other anti-spam
features. The FCC denied requests from mass-texting companies to classify text messaging
services as “telecommunications services” subject to common carrier regulation under the
Communications Act — a classification that would have impeded wireless providers’ efforts to
effectively combat spam and scam robotexts. Instead, the FCC found that two forms of wireless
messaging services, Short Message Service (SMS) and Multimedia Messaging Service (MMS), are
“information services” under the Communications Act, thus allowing wireless providers to
continue taking action to protect American consumers from unwanted text messages.

The FCC adopted rules to establish a reassigned numbers database to reduce the number of
unwanted phone calls Americans receive. The new rules establish a single, comprehensive
database with information provided by phone companies that callers will be able to use to avoid
calling reassigned numbers. Callers using the database will be able to find out if telephone numbers
have been disconnected and made eligible for reassignment. Any such numbers can then be purged
from their call lists, thereby decreasing the number of unwanted calls to consumers.

The FCC’s Enforcement Bureau undertook a number of actions and investigations in fulfilling its mission
to enforce the Commission’s rules and protect consumers from illegal or unfair practices. Results of those
actions and investigations included:

A proposed $63.47 million fine against a wireless reseller for apparent violations of FCC rules
governing the Lifeline program, which helps make communications services more affordable for
low-income Americans. The FCC found that the reseller, through its sales agents, apparently
improperly sought and received Lifeline funding by creating numerous ineligible Lifeline
subscriber accounts. In addition, the company apparently filed inaccurate forms with the Lifeline
program administrator and apparently failed to de-enroll subscribers it knew or should have known
were ineligible to receive Lifeline support.

A $2.32 million fine against a phone company for deceptive marketing practices, slamming and
cramming. The FCC’s investigation found that the company misrepresented its identity to
consumers in order to deceive them.

A proposed $233,000 fine against four subsidiaries for apparent violations of the FCC’s
sponsorship identification rules, and for apparently failing to promptly self-report some of these
violations to the FCC despite its agreement to do so under a prior Consent Decree.

A proposed forfeiture of $100,000 against a company for apparently repeatedly engaging in
prohibited communications of its bidding and bidding strategies during the Commission’s CAF
Phase II auction (Auction 903), and its failure to timely report such prohibited communications.
A proposed forfeiture of $75,000 against a telecommunications company for apparently engaging
in prohibited communications during the Commission’s CAF Phase II auction (Auction 903) and
failing to timely report such prohibited communications.

Several actions against companies for operating devices that caused interference to the terminal
doppler weather radar station operated by the Federal Aviation Administration in San Juan, Puerto
Rico; collectively proposing almost $100,000 in fines.

Settlement of an investigation into a company’s unauthorized launch and operation of small
satellites. The company agreed to a settlement which included a $900,000 penalty, an extended
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period of FCC oversight, and a requirement of pre-launch notices to the Commission, among other
stipulations.

e Settlements reached with a TV broadcaster, cable TV networks, and a radio broadcaster for
misusing Emergency Alert System (EAS) or Wireless Emergency Alert (WEA) tones. Each
company aired actual or simulated alert tones in violation of the Commission’s rules. The
companies agreed to pay over $600,000 in combined civil penalties, and each company committed
to a strict compliance plan to ensure such actions do not reoccur. Also, proposed a $272,000 fine
against a broadcaster for allegedly broadcasting a simulated EAS tone during a nationally televised
episode. The FCC’s rules prohibit the broadcasting of EAS tones — including simulations of them
— aside from actual emergencies or authorized tests or public service announcements.

e Twenty-one settlement agreements with companies that marketed non-compliant light-emitting
diode (LED) signs in violation of the Communications Act and FCC rules. The settlements yielded
approximately $850,000 in penalties paid to the U.S. Treasury and commitments to ensure
compliance with the law going forward.

e A settlement to resolve an investigation into a company’s placement of unauthorized third-party
charges and fees onto consumers’ bills, known as cramming. As part of the settlement, the
company agreed to pay $550,000 to the U.S. Treasury and committed to a compliance plan.

e A settlement agreement with a telecommunications company for $5.25 million for two nationwide
voice over LTE 911 outages that collectively knocked out 911 service to millions of wireless
customers for over six hours and resulted in emergency call centers not receiving complete and
timely notifications of the outages. The company agreed to provide the FCC with a roadmap of the
actions it would take to ensure that similar 911 outages are prevented in the future.

The FCC released a final report on the nationwide EAS and WEA tests. The report concluded that EAS
and WEA are effective alerting tools and included recommendations for next steps, as well as identifying
issues regarding accessibility and recommended actions to help resolve those issues.

The FCC issued its first-ever report on 911 reliability certifications submitted to the Commission. The
report analyzed filings by 188 covered 911 service providers and highlighted measures that the industry has
taken to ensure reasonable circuit diversity, central office backup power, and diverse network monitoring.

The FCC adopted rules to help ensure that people who call 911 from multi-line telephone systems — which
serve hotels, office buildings, and campuses — can reach 911 and be quickly located by first responders. The
action implemented Kari’s Law, which requires multi-line telephone systems to enable users to dial 911
directly, without having to dial a prefix (such as a “9”) to reach an outside line. The new rules also apply
dispatchable location requirements to multi-line telephone systems, fixed telephone service, interconnected
VolIP services, TRS, and mobile texting services.

The FCC updated its children’s television programming rules, providing broadcasters greater scheduling
flexibility, enabling them to offer more diverse and innovative educational programming, and relieving
unnecessary burdens while ensuring that educational programming remains available to all children. The
Report and Order expanded the 7:00 a.m. to 10:00 p.m. timeframe to allow broadcasters to begin airing
children’s programming one hour earlier, at 6:00 a.m., modified the safe harbor processing guidelines,
allowed up to 52 hours a year of children’s programming to consist of educational specials and/or short-
form programming, and streamlined the children’s programming reporting requirements.

The FCC proposed rules to help first responders more accurately locate people who make wireless 911 calls
from multi-story buildings. The rules would require wireless providers to meet an increasingly stringent
series of location accuracy benchmarks in accordance with a timetable, including provision of the caller’s
“dispatchable location” (such as the street address and apartment number) or vertical location on a phased-
in basis beginning in April 2021. The Commission proposed a vertical (or “z-axis”) location accuracy
metric of plus or minus three meters relative to the handset for 80 percent of indoor wireless 911 calls.
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The FCC adopted a Report and Order to combat issues with rural call completion and set enforceable service
quality standards for intermediate providers to help ensure that calls are completed. The Improving Call
Quality and Reliability Act of 2017 (RCC Act) gave the FCC new authority over providers, called
“intermediate providers,” that are central to call completion. Under the RCC Act and rules set by the FCC,
providers must register with the FCC, and certain carriers that originate long-distance calls, called “covered
providers,” may not hand off calls to an unregistered intermediate provider.

The FCC adopted a Report and Order giving consumers and the Commission better access to information
about the availability of hearing aid-compatible wireless handsets. The Report and Order required service
providers to post on their web sites more up-to-date and accessible information about hearing aid-
compatible wireless handsets and required all service providers to certify annually whether they are in
compliance with FCC hearing aid-compatibility rules.

The FCC adopted new rules to improve Video Relay Service (VRS), which enables people with hearing
and speech disabilities who use sign language to make telephone calls over broadband with a
videophone. The new rules expand VRS users’ access to direct video communications with people who
know sign language by enabling direct video calling between VRS users and customer support call centers,
without the need for an interpreter, and at no cost to the program. To protect against waste, fraud, and
abuse in the TRS Fund, a fund that supports numerous relay services using contributions collected from
telecom carriers and VolIP service providers, the Commission also required validation of each caller’s
registration via the TRS Numbering Directory querying system.

The FCC took steps to improve Internet-based relay services for people who are deaf or hard of hearing
and communicate by speaking. The FCC approved new rules and proposed further regulations to enhance
program management, prevent waste, fraud, and abuse, and improve emergency call handling in its Internet
Protocol Captioned Telephone Service (IP CTS) program. IP CTS is a form of TRS that allows people with
hearing loss to speak to friends, family members, or business associates by simultaneously reading captions
and using their residual hearing to understand a telephone conversation. Support for this service is provided
by the FCC through the TRS Fund.

REFORMING THE FCC’S PROCESSES

Modernize and streamline the FCC’s operations and programs to increase transparency, improve
decision-making, build consensus, reduce regulatory burdens, and simplify the public’s interactions with
the agency.

The FCC’s new Office of Economics and Analytics (OEA) officially opened. The OEA will help ensure
that economic analysis is consistently incorporated as part of the agency’s regular operations. The OEA
brings into one office FCC economists, attorneys, and data professionals who work on economic analysis,
data policy and management, and research. The OEA will provide economic analysis for rulemakings,
transactions, adjudications, and other Commission actions and will manage the FCC’s auctions program
and significant FCC data collections.

The FCC took actions to modernize and streamline the FCC’s operations and programs to increase
transparency, improve decision-making, build consensus, modernize or eliminate outdated rules, reduce
regulatory burdens, and simplify the public’s interactions with the agency.

The FCC continued its Modernization of Media Regulation Initiative, to reduce unnecessary regulation in

the media marketplace by identifying rules that are outdated, unnecessary, or unduly burdensome. This
effort included the following proceedings by the FCC:
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Adopted rules allowing cable operators to deliver general subscriber notices to their customers via
email, reducing costs and paper waste for both cable operators and consumers. The Order also
allows cable operators to respond to certain consumer requests and billing dispute complaints by
email if the consumer used email to file the complaint or asked for a response via email. The Order
ensured that electronic messages are sent only to verified email addresses and that subscribers can
still opt for paper delivery at any time.

Sought comment on whether the Commission should eliminate all existing rate regulation forms
and create a simplified structure for ensuring reasonable basic service rates in the few localities that
remain rate regulated. Alternatively, it sought comment on updating existing cable rate regulation
rules. The FCC also adopted rules eliminating or revising rules that: have become obsolete due to
the sunset of rate regulation for cable programming service tiers, are unnecessary given changes in
industry practices, or have become obsolete.

Proposed streamlining procedures for processing and licensing competing applications for new
noncommercial educational (NCE) broadcast and low power FM (LPFM) stations. Mutually
exclusive (MX) applications for new NCE and LPFM stations are currently resolved by applying
comparative procedures that include a point system for selecting among MX applications.
Commenced the 2018 Quadrennial Review of the Commission’s media ownership rules, seeking
comment on whether the Local Radio Ownership Rule, the Local Television Ownership Rule, and
the Dual Network Rule continue to serve the public interest or whether they should be modified or
eliminated in light of changes to the media marketplace. The Notice also sought comment on three
proposals relevant to promoting diversity in the broadcast industry.

Updated its carriage election notice rules. Under the new rules, broadcasters need only send
carriage election notices to MVPDs when first electing carriage or changing their carriage election
status from must carry to retransmission consent or vice versa. These notices will be sent by email
and will be posted in a broadcaster’s online public inspection file (OPIF). In the past, a broadcast
station typically sent a paper notice via certified mail to MVPDs, including each individual cable
system, every three years, regardless of whether its carriage election changed.

Sought comment on whether satellite TV providers should be required to use email to deliver
notices to broadcast TV stations. In addition, the FCC sought comment on whether and how the
proposal to require electronic delivery of notices can be applied to certain low power TV and
noncommercial translator stations that are not required to maintain an OPIF.

Eliminated the Broadcast Mid-Term Report (Form 397) filing requirement, which the Commission
used in its mid-term reviews of broadcasters’ equal employment opportunity practices because the
information collected is now available in broadcasters’ online public inspection files.

Eliminated two unnecessary rules pertaining to cable operators’ channel lineups. First, the FCC
eliminated a rule which required cable operators to maintain at their local office a current listing of
the cable television channels that each cable system delivers to its subscribers. Second, the FCC
eliminated the requirement that certain cable operators make their channel lineup available through
their Commission-hosted OPIF. The Commission concluded that these requirements are
unnecessary as channel lineups are readily available to consumers today through a variety of other
means, including the websites of individual cable operators, third-party websites, on-screen
electronic program guides, and paper guides.

Eliminated the paper filing requirement for broadcast station contracts and certain other documents
with the Commission. Broadcasters have the option of uploading these documents to their OPIF
or maintaining these documents in their OPIF and providing copies to requesting parties within
seven days.

The FCC adopted rules streamlining the process for reauthorizing television satellite stations when
they are assigned or transferred, if there has been no material change in the underlying
circumstances supporting the satellite station’s existing authorization. This process previously
required the same evidentiary showing necessary for an initial authorization.
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The FCC adopted its first Communications Marketplace Report, which provided a comprehensive
evaluation of the state of the communications marketplace. As required by Title IV of RAY BAUM’S Act
of 2018, the report consolidated or eliminated ten separate regularly recurring Commission reports and
relevant data has now been consolidated into a single, comprehensive report which will be issued every two
years.

The FCC adopted a Report and Order modernizing the procedures and rules governing direct broadcast
satellite (DBS) service. These actions align DBS processing procedures with recently streamlined
processing procedures for GSO fixed-satellite service (FSS) satellites and reflect changes in the regulation
and provision of satellite communications services since the Commission last examined the licensing
provisions for DBS over a decade ago.

The FCC proposed making all filings to the Universal Licensing System (ULS) completely electronic;
expanding electronic filing and correspondence elements for related systems; and requiring applicants to
provide an e-mail address on the FCC Forms related to these systems. The FCC also sought comment on
additional rule changes to further expand the use of electronic filing and electronic service. Together, these
proposals will facilitate the remaining steps to transition these systems from paper to electronic, reducing
regulatory burdens and environmental waste, and making interaction with these systems more accessible
and efficient for those who rely on them.

The FCC officially moved its Equal Employment Opportunity (EEO) team from the Media Bureau to the
Enforcement Bureau. The EEO team’s work is primarily focused on periodic random audits of broadcast
licensee and MVPD EEO programs, along with any necessary enforcement action arising from those audits.
The team also investigates complaints and takes enforcement action based on those investigations when
necessary. Transferring enforcement of these rules to the Enforcement Bureau will better ensure that the
communications companies subject to these rules give all qualified individuals an opportunity to apply and
be considered as job candidates.

The FCC established a Fraud Division within its Enforcement Bureau. The Fraud Division is dedicated to
investigating and prosecuting fraud in the Universal Service Fund and works closely with the FCC’s Office
of Inspector General, the U.S. Department of Justice, and other law enforcement agencies to prosecute
unlawful conduct.
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Overall Status of Audit Recommendations

The chart below shows the number of audit recommendations outstanding from various audits conducted
by FCC’s Office of Inspector General (OIG) and the Government Accountability Office (GAO) as of
September 30, 2019. The numbers shown below exclude those recommendations for which the
Commission has already submitted information to GAO and OIG requesting closure of the
recommendation. The count also excludes those recommendations that the Commission has determined to
be closed as not implemented. In FY 2019, the Commission closed 72 outstanding recommendations,
received 180 new recommendations, and finished the fiscal year with a total of 189 open recommendations.
The majority of the 180 new recommendations were received just before the end of FY 2019, and since that
time, the FCC has been actively working to close these recommendations as quickly as possible.

Outstanding Audit Findings
300
255
250
200 189
150
100 i 81
50 i E
: L« |
FY 2015 FY 2016 FY 2017 FY2018 FY 2019
mOIG mGAO

21



Management Assurances

MANAGEMENT ASSURANCES PURSUANT TO THE FEDERAL MANAGERS’
FINANCIAL INTEGRITY ACT OF 1982 (FMFIA)

The Federal Managers’ Financial Integrity Act of 1982 (FMFIA) establishes overall requirements with
regard to internal control. FMFIA requires agencies to establish controls that reasonably ensure that: (i)
obligations and costs are in compliance with applicable laws; (ii) funds, property, and other assets are
safeguarded against waste, loss, unauthorized use, or misappropriation; and (iii) revenues and expenditures
applicable to agency operations are properly recorded and accounted for to permit the preparation of
accounts and reliable financial and statistical reports, and to maintain accountability over assets. Pursuant
to FMFIA’s requirements, agencies must annually evaluate their system of internal controls and report on
the results of those evaluations through management assurance statements.

In accordance with Office of Management and Budget (OMB) guidance related to FMFIA, OMB Circular
A-123, Management’s Responsibility for Enterprise Risk Management and Internal Control, the
Commission maintains internal controls for financial and management reporting that provide reasonable
assurance that the consolidated financial statements fairly present information related to assets, liabilities,
and net position and do not contain material misstatements. Transactions are executed in accordance with
budgetary and financial laws, consistent with the Commission’s statutory requirements, and are recorded
in accordance with Federal accounting standards. Additionally, assets are properly acquired, used, and
safeguarded to deter theft, accidental loss or unauthorized disposition, and fraud. Furthermore, the
Commission’s internal controls provide for the reliability and completeness of its financial and performance
data.

The FY 2018 auditors’ report identified a material weakness in Universal Service Fund Budgetary
Accounting, and a significant deficiency in Information Technology controls at both the FCC and USAC.
During FY 2019, the FCC worked to develop corrective action plans to remediate the recommendations
associated with these findings. First, with regard to addressing the material weakness for Universal Service
Fund Budgetary Accounting, the Commission made progress, but more work remains to correct this issue.
Second, with respect to the significant deficiency related to Information Technology, the Commission has
worked diligently in FY 2019 to develop corrective action plans to fully address the auditors’
recommendations and remediate this finding. The Commission will make every effort in FY 2020 to
implement corrective action plans for each of the recommendations associated with these findings to avoid
any repeat findings in these areas.

Status of Internal Controls — Section 2 of FMFIA

During FY 2019, the Commission continued its efforts to improve and strengthen its internal controls over
operations and financial reporting by building upon continuing improvements to its risk assessment
processes. Beginning in FY 2015, the Commission implemented risk assessment tools to update its pre-
existing processes for internal control evaluation. The FCC made this improvement both at the FCC and at
its reporting components, including USF and TRS. The FCC’s updated risk assessment process integrates
the latest versions of the Government Accountability Office’s (GAO), Standards for Internal Control in
the Federal Government (Green Book), as well as OMB’s Circular A-123, Management's Responsibility
for Enterprise Risk Management and Internal Control. Utilizing GAO’s Green Book as a blueprint, the
FCC implemented an entity level risk assessment tool that is completed each fiscal year by its largest
Bureaus and Offices as well as its reporting components. Furthermore, the Commission uses an additional
program risk assessment tool for higher risk areas, such as the USF programs and TRS, as well as functions
related to auctions, contracts, financial operations, administrative operations, records management, human
resources, and information technology. In FY 2019, the Senior Management Council (SMC) continued its
oversight of the agency’s entity and program level risk assessment through the Enterprise Risk Management
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(ERM) process pursuant to OMB Circular A-123. The SMC includes representatives from across the FCC’s
Bureaus and Offices to more fully integrate the FCC’s internal control assessment processes into the
operations of the FCC’s Bureaus and Offices while also identifying, monitoring, and mitigating risks
throughout the year. While the Commission has received unmodified opinions over its consolidated
financial statements for fourteen consecutive years, the Commission understands that maintaining proper
internal controls requires continuous review of its internal controls and implementing improvements to
them on an ongoing basis.

Financial Management Systems — Section 4 of FMFIA

Section 4 of FMFIA requires agencies to evaluate annually whether the agency’s financial management
systems conform to government-wide requirements. In FY 2019, the Commission’s financial management
systems were in compliance with government-wide requirements. The Commission continues to work with

its reporting components on their financial systems.

Statement of Assurance

FCC management is responsible for managing risks and maintaining effective internal controls to meet the
objectives of Sections 2 and 4 of FMFIA. The FCC conducted its assessment of risk and internal control
in accordance with OMB Circular A-123, Management’s Responsibility for Enterprise Risk Management
and Internal Control. Based on the results of the assessment, the FCC can provide reasonable assurance
that internal controls over operations, reporting, and compliance were operating effectively as of September
30, 2019.

November 19, 2019
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Financial Management Systems Strategy

The Commission’s financial management system, Genesis, is a Momentum based product that serves as the
financial accounting system of record and provides for the core accounting services to the Commission.
These services include: funds control, budget execution, general ledger, accounts payable, accounts
receivable, financial reports, and access controls. Genesis facilitates compliance with the Federal Managers’
Financial Integrity Act (FMFIA), and the maintenance of an unmodified financial audit opinion. The
Commission continues to optimize financial management system controls through ongoing continuous
monitoring reviews, business process engineering initiatives and implementation of best practices,
including the migration of the Genesis system to the Cloud environment in FY 2019.

The financial management system continues to support the accounting for the auctions program at the FCC,
including the activities under the Spectrum Act, which provides for the reimbursement of relocation
expenses for eligible entities. In support of those reimbursements, the financial operations team, in FY
2019, improved its payment support processes to be more efficient and to eliminate paper-based storage.
The Commission Registration System (CORES) system allows reimbursement eligible entities to enter their
payment banking information into CORES online and to view the entity’s available balance for
reimbursement along with the history of payments made to the entity.

The Genesis financial management system supports efficiency initiatives, including the newly implemented
Invoice Processing Platform (IPP), which reduces the paper chain associated with the document review
process and reduces, and/or eliminates, instances of duplicate data entry. Genesis also provides a web
enabled self-service capability for the Bureaus and Offices to execute accounting functions, including
business analytics for decision making. In addition, several financial legacy systems were decommissioned
in FY 2019, decreasing operations and maintenance support costs. The results of these continued
modernization initiatives have facilitated a continued reduction in contract support.

The FCC upgraded Genesis in FY 2019, continuing to maintain a steady state and to optimize Genesis
system’s features and functions, aligning financial system activities with the Commission’s business
management goals.

The Commission’s financial management system strategy continues to build on processes that: improve

internal controls; increase integration; implement tools that enhance budget formulation and performance;
and improve financial coordination with our reporting components.
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Financial Discussion and Analysis
UNDERSTANDING THE FINANCIAL STATEMENTS

The Commission is committed to excellence and accuracy in financial reporting, transparency, and financial
management. Preparing the Commission’s financial statements is part of the goal to improve financial
management and provide accurate and reliable financial information that is useful for assessing
performance and allocating resources. The Commission’s management is responsible for the integrity and
objectivity of the information presented in the financial statements. For fourteen consecutive years, the
financial statements have received an unmodified or clean audit opinion from the independent external
auditors.

The principal financial statements have been prepared to report the financial position and results of
operations of the Commission. The statements have been prepared from the books and records of the
Commission, in accordance with U.S. generally accepted accounting principles (GAAP) for Federal
entities. The financial statements and notes are presented in accordance with Office of Management and
Budget (OMB) Circular No. A-136, Financial Reporting Requirements, dated June 28, 2019.

This section presents a summary analysis of key financial statement core business activities. The principal
financial statements include the Consolidated Balance Sheet, Consolidated Statement of Net Cost,
Consolidated Statement of Changes in Net Position, Combined Statement of Budgetary Resources and
Consolidated Statement of Custodial Activity. This section also summarizes the financial activity and net
position of the Commission. The complete set of principal financial statements is included in section 2 of
this report.

A summary of the Commission’s major financial activities in FY 2019 and FY 2018 is presented in the
table on the next page. This table represents the resources available for use (assets) against the amount
owed (liabilities) and the amount that comprises the difference (net position). The net cost represents the
gross cost of operating the Commission’s lines of business less earned revenue. Budgetary resources
represent funds made available to the Commission.
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CHANGES IN FINANCIAL POSITION IN FY 2019

Consolidated
{Dollars in Thousands)
Percentage
Change in
Increase Financial
Net Financial Condition FY 2019 FY 2018 {(Decrease) Position
Intragovernm ental
Fund Balance with Treasury S 14,516,697 § 11,097,827 § 3418870 31%
Investments 307,899 2,886,961 (2.579.062) -89%
Accounts Receivable 449 429 20 3%
Other 1.241 1.866 (625) -33%
Total Intragovernmental S 14826286 S 13987083 5 839,203 6%
Cash and Other Monetary Assets S 5437 § 1,698 S 3.739 220%
Accounts Receivable, net 893,321 783,380 109,941 14%
General Property & Equipment, net 72,138 78,013 (5.875) -8%
Other 13,024 18,024 (5.000) -28%
Total Assets s 15,810,206 S 14,868,198 § 942,008 6%
Intragovernm ental
Accounts Pay able S 813 § 3,186 § (2.373) -74%
Liability to the General Fund 3,381,997 3.511.422 (129.425) -4%
Other 3,214 2,620 594 23%
Total Intragovernmental S 3,386,024 S 3.517.228 5§ (131,204 -4%
Accounts Pay able S 697,338 § 551,499 § 145,839 26%
Federal Employee and Veteran Benefits 3,118 2,984 134 4%
Deferred Revenue 2.767.977 1,205,713 1.562.264 130%
Prepaid Contributions 57.155 36,252 20,903 58%
Accrued Liabilities for Universal Service 489926 524,358 (34.432) -T%
Other 41,389 38,971 2418 6%
Total Liabilities s 7.442.927 § 5,877,005 S 1,565,922 27%
Unexpended Appropriations - Funds from Dedicated Collections 5 982952 § 600,000 35 382952 64%
Unexpended Appropriations - All Other Funds 2816 2816 - -
Cumulative Results of Operations - Funds from Dedicated Collection 7.158.613 8.077.259 (918.646) -11%
Cumulative Results of Operations - All Other Funds 222,898 311,118 (88,2200 -28%
Total Net Position - Funds from Dedicated Collections 8.141.565 8.677.259 (535,694 -6%
Total Net Position - All Other Funds 225714 313,934 (88.220) -28%
Total Net Position s 8,367,279 S 8,991,193 § (623.914) -7%
Total Liabilities and Net Position s 15,810,206 S 14,868,198 § 942.008 6%
Net Cost of Operations s 10,708,932 § 10,326,473 § 382.459 4%
Total Budgetary Resources s 6,159,574 S 5,741,165 S 418.409 7%
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The following is a brief description of the nature of each required financial statement and its relevance,
including a description of certain significant balances on Commission operations.

Consolidated Balance Sheet: The Consolidated Balance Sheet presents the total amounts available for
use by the Commission (total assets) and the amounts owed by the Commission (total liabilities). Fund
Balance with Treasury represents 92 percent of total assets as of September 30, 2019.

The pie chart below presents the total assets of the Commission as of September 30, 2019. The large Fund
Balance with Treasury balance of $14,517 million is mainly due to results from the spectrum auctions and
USF activities.

In FY 2019, USAC completed the transfer of USF funds held by a private banking institution to an account
within Treasury.

The large Intragovernmental Investment balance of $308 million mainly results from funds for TRS
support.

The Accounts Receivable balance of $893 million is primarily composed of USF receivables totaling $795
million.

Cash and Other
Monetary Assets
$5,437

V)
Intragovernmental <1%

Investments

27



The pie chart below presents the total liabilities of the Commission as of September 30, 2019. The
Commission’s most significant liabilities are Total Intragovernmental of $3,386 million, and Deferred
Revenue of $2,768 million which alone accounted for 83 percent of total liabilities as of September 30,
2019.

The large Total Intragovernmental is primarily composed of custodial collections earned on spectrum
auctions and miscellaneous receipts.

The large Deferred Revenue balance is mainly due to spectrum auction winning bids of licenses that have
not been granted as of September 30, 2019.

The Accounts Payable balance is primarily due to an increase in the expense accrual for the TV Broadcaster
Relocation Fund and Connect America Fund (CAF) Alternative Cost Model (A-CAM) support.

The Accrued Liabilities for Universal Service represent the expected October (FY 2020) payments for the
TRS and the USF’s High Cost Legacy Support and Lifeline Programs.

Intragovernmental
$3,386,024
45%

P

Other Liabilities
$41,389
1%

Accrued

Liabilities for
Usnelzveil;s: ! Accounts
Payable
$4§%/’926 $697,338
° 9%
Prepaid
Contributions
$57,155 Federal Employee
1% & Veteran
Benefits
$3,118

<1%
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Consolidated Statement of Net Cost: This statement presents the annual cost of operating the
Commission’s programs. The Consolidated Statement of Net Cost is aligned with the four strategic goals
of the Commission: Closing the Digital Divide; Promoting Innovation; Protecting Consumers and Public
Safety; and Reforming the FCC’s Processes. Gross costs for each goal are presented individually while
revenue is presented in total rather than by goal. The program costs for the USF are allocated to strategic
goals Closing the Digital Divide and Promoting Innovation, and the program costs for the TRS are allocated
to the strategic goal Closing the Digital Divide. Due to the accounting for these activities, the cost for some
goals may be significantly higher than the cost of other goals. Contributions received for the USF and TRS
programs are shown on the Statement of Changes in Net Position and do not directly offset the costs of
these programs on the Statement of Net Cost.

The pie chart below presents the total gross costs of each strategic goal.

Digital Divide

$9,328,12
83%

Promoting

Innovation

$1,713,767

Protecting Consumers  15%
and Public Safety

$70,911
1%

29



Consolidated Statement of Changes in Net Position: This statement presents the cumulative net results
of operations and total unexpended appropriations in order to understand the nature of changes to the net
position as a whole. In FY 2019, the Commission’s Net Position decreased $624 million or 7 percent to
$8,367 million compared to the net position of $8,991 million for FY 2018.

Combined Statement of Budgetary Resources: This statement provides information on how budgetary
resources were made available to the Commission for the year and the status of those budgetary resources
at the end of the year. The Commission receives most of its budgetary authority from appropriations.
Budgetary resources consist of the resources available to the Commission at the beginning of the year, plus
appropriations, spending authority from offsetting collections, and other budgetary resources received
during the year. The Commission had $16,200 million in new obligations and upward adjustments, a
$(10,040) million unobligated balance and $6,160 million in total budgetary resources. The abnormal
balances in FY 2019 and FY 2018 are related to CAF Phase 11 Auction and A-CAM 1I obligations. These
support mechanisms are part of the High Cost program under the USF, which are exempt from the
Antideficiency Act through December 31, 2019.

The chart below presents the status of budgetary resources comparatively between FY 2019 and FY 2018.

$20,000,000
$16,199,733
m2019
$15,000,000
$11,059,379 m2018
$10,000,000
$5,000,000
Total
$- Budgetary
Resources
$(5,000,000
( ) $(5,318,214) 2L
=5 $6,159,574
$(10,000,000)
$(10,040,159)
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Consolidated Statement of Custodial Activity: The Commission recognized $1,186 million of custodial
revenue during FY 2019 and $1,594 million during FY 2018. In FY 2019, the Commission transferred
earned revenues of $1,155 million from the Broadcast Incentive Auction (BIA) to the Public Safety Trust
Fund managed by the National Telecommunication and Information Administration (NTIA), and $1 million
from other spectrum auctions to the Treasury General Fund. In FY 2018, the Commission transferred FY
2017 and FY 2018 earned revenues of $5,895 million from the BIA to the Public Safety Trust Fund
managed by the NTIA, and $1 million from other spectrum auctions to the Treasury General Fund.

The chart below compares the total amount of custodial revenue and amounts transferred to others between
FY 2019 and FY 2018.

$6,608,683

$7,000,000

$6,000,000 -

m2019

$5,000,000 - m2018

$4,000,000 -

$3,000,000 -

$1,594,053

KN\ Nl

$1,186,471

$2,000,000 $1,164,291

$1,000,000
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Other Key Financial Statement Highlights

Regulatory Fee Collections

Pursuant to 47 U.S.C. § 159, the Commission annually collects regulatory fees and retains them to offset
certain costs incurred by the Commission. The amount the Commission is required to recover is included
in the Commission’s appropriations.

Regulatory fees are collected and warranted back to the Treasury to offset the Commission’s appropriations
for the current fiscal year. In FY 2019, the Commission was required to collect $339 million in regulatory
fees. Actual collections were $13.7 million above the required regulatory fee level. The RAY BAUM’S
Act requires the Commission to transfer all excess regulatory fee collections to the General Fund of the
Treasury for the sole purpose of deficit reduction.

Limitations on the Financial Statements

The principal financial statements have been prepared to report the financial position and results of
operations of the Federal Communications Commission, pursuant to the requirements of 31 U.S.C. §
3515(b). While the principal financial statements have been prepared from the books and records of the
Commission in accordance with GAAP for Federal entities and the formats prescribed by OMB, the
statements are in addition to the financial reports used to monitor and control budgetary resources which
are prepared from the same books and records.

The statements should be read with the realization that they are for a component of the United States
Government, a sovereign entity.
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II. FINANCIAL STATEMENTS AND AUDITOR’S REPORT

Transmittal from Office of Inspector General
OFFICE OF INSPECTOR GENERAL

MEMORANDUM

DATE: November 19, 2019

TO: Chairman f A
fo® KA

FROM: Inspector General

SUBJECT: Audit of the Federal Communications Commission’s Financial Statements for
Fiscal Year 2019

As required by the Accountability of Tax Dollars Act of 2002 (Pub. L. 107-289), the Office of
Inspector General (OIG) contracted with the independent certified public accounting firm of
Kearney & Company, P.C. (Kearney) to audit, in accordance with generally accepted
government auditing standards, the Federal Communications Commission’s (FCC) fiscal year
(FY) 2019 financial statements.

Kearney’s reports include an opinion on FCC’s financial statements, a report on internal control
over financial reporting, and a report on compliance and other matters. In summary, Kearney
found:

e The financial statements were fairly presented in all material respects, in conformity with
U.S. generally accepted accounting principles.

e There were two repeat internal control significant deficiencies. A Universal Service
Fund (USF) budgetary accounting finding that was reported as a material weakness in FY
2018 was downgraded to a significant deficiency. Also, a significant deficiency was
reported for FCC and USF information technology (IT) controls.

e There were no reportable instances of noncompliance.

Kearney made three recommendations to strengthen processes and internal controls related to
USF budgetary accounting. Additionally, Kearney reported that 21 recommendations included
in the Federal Information Security Management Act (FISMA) report are intended to improve
the effectiveness of IT controls that impact FCC and USAC systems. The details of all IT
findings and recommendations are included in the separate FISMA evaluation report.
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In connection with the contract, we reviewed Kearney’s reports and related documentation and
inquired of its representatives. Our review, as differentiated from an audit of the financial
statements in accordance with U.S. generally accepted government auditing standards, was not
intended to enable us to, and we do not express, opinions on the FCC’s financial statements or
internal control over financial reporting, or on compliance with laws and other matters. Kearney
is wholly responsible for the attached auditor’s report dated, November 19, 2019, and the
conclusions expressed therein. However, our review disclosed no instances where Kearney did
not comply, in all material respects, with government auditing standards.

The Office of Inspector General appreciates the cooperation and courtesies you extended to our
staff and the staff of Kearney & Company, P.C. during the audit.

cc: Managing Director
Chief of Staff
Chief Financial Officer
Chief Information Officer
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Independent Auditor’s Report

KEARNEY&(
COMPANY

1701 Duke Street, Suite 500, Alexandria, VA 22314
PH: 703.931.5600, FX: 703.931.3655, www.kearneyco.com

INDEPENDENT AUDITOR’S REPORT

To the Chairman, Managing Director, and the Inspector General of the Federal Communications
Commission

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of the Federal
Communications Commission (FCC), which comprise the consolidated balance sheet as of
September 30, 2019 and 2018, the related consolidated statements of net cost, changes in net
position, and custodial activity, and the combined statement of budgetary resources (hereinafter
referred to as the “financial statements”) for the years then ended, as well as the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due
to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and Office of Management and
Budget (OMB) Bulletin No. 19-03, Audit Requirements for Federal Financial Statements. Those
standards and OMB Bulletin No. 19-03 require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
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and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of FCC as of September 30, 2019 and 2018, and its net cost of operations,
changes in net position, custodial activities, and budgetary resources for the years then ended, in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis and Schedule of Budgetary Resources by Major Account
(hereinafter referred to as the “required supplementary information”) sections be presented to
supplement the financial statements. Such information, although not a part of the financial
statements, is required by OMB and the Federal Accounting Standards Advisory Board (FASAB),
who consider it to be an essential part of financial reporting for placing the financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
regarding the methods of preparing the information and comparing it for consistency with
management’s responses to our inquiries, the financial statements, and other knowledge we
obtained during our audits of the financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

Our audits were conducted for the purpose of forming an opinion on the financial statements taken
as a whole. The information in the Message from the Chairman and the Other Information sections
are presented for purposes of additional analysis and is not a required part of the financial
statements. Such information has not been subjected to the auditing procedures applied in the
audits of the financial statements; accordingly, we do not express an opinion or provide any
assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards and OMB Bulletin No. 19-03, we have also
issued reports, dated November 19, 2019, on our consideration of FCC’s internal control over
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financial reporting and on our tests of FCC’s compliance with provisions of laws, regulations,
contracts, and grant agreements, as well as other matters for the year ended September 30, 2019.
The purpose of those reports is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal
control over financial reporting or on compliance and other matters. Those reports are an integral
part of an audit performed in accordance with Government Auditing Standards and OMB Bulletin
No. 19-03, and should be considered in assessing the results of our audits.

Kuuasry vt

Alexandria, Virginia
November 19, 2019
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Independent Auditor’s Report on Internal Control over Financial Reporting

KEARNEY&(
COMPANY

1701 Duke Street, Suite 500, Alexandria, VA 22314
PH: 703.931.5600, FX: 703.931.3655, www.kearneyco.com

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING

To the Chairman, Managing Director, and the Inspector General of the Federal Communications
Commission

We have audited, in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and Office of Management and Budget
(OMB) Bulletin No. 19-03, Audit Requirements for Federal Financial Statements, the consolidated
financial statements of the Federal Communications Commission (FCC) as of and for the year
ended September 30, 2019, and the related notes to the financial statements, which collectively
comprise the FCC’s consolidated financial statements, and have issued our report thereon dated
November 19, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the consolidated financial statements, we considered FCC’s
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of FCC’s internal
control. Accordingly, we do not express an opinion on the effectiveness of FCC’s internal control.
We limited our internal control testing to those controls necessary to achieve the objectives
described in OMB Bulletin No. 19-03. We did not test all internal controls relevant to operating
objectives as broadly defined by the Federal Managers’ Financial Integrity Act of 1982 (FMFIA),
such as those controls relevant to ensuring efficient operations.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency is a deficiency, or combination of
deficiencies, in internal control that is less severe than a material weakness yet important enough to
merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and, therefore, material weaknesses or significant
deficiencies may exist that were not identified. Given these limitations, during our audit, we did not
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identify any deficiencies in internal control that we consider to be material weaknesses. We did
identify certain deficiencies in internal control, described in the accompanying Schedule of
Findings, that we consider to be significant deficiencies.

FCC’s Responses to Findings

FCC’s response to the findings identified in our audit is included in the memorandum from
management, entitled Management’s Response to Independent Auditor’s Reports on Internal
Control over Financial Reporting and Compliance with Laws, Regulations, Contracts, and Grant
Agreements for Fiscal Year 2019, included in FCC’s Agency Financial Report. FCC’s response
was not subjected to the auditing procedures applied in the audit of the consolidated financial
statements and, accordingly, we express no opinion on it.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control and the
results of that testing, and not to provide an opinion on the effectiveness of FCC’s internal control.
This report is an integral part of an audit performed in accordance with Government Auditing
Standards and OMB Bulletin No. 19-03 in considering the entity’s internal control. Accordingly,
this report is not suitable for any other purpose.

Alexandria, Virginia
November 19, 2019
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Schedule of Findings
Significant Deficiencies

L USF Budgetary Resources Deficiencies

Background: Through the Universal Service Fund’s (USF) Rural Health Care (RHC) program, the
Federal Communications Commission (FCC) helps health care providers pay for
telecommunications and internet services. The RHC program delivers support through three
distinct programs: the Rural Health Care Telecommunication and Internet Access Program, the
Healthcare Connect Fund Program, and the Rural Health Care Pilot Program. The Universal
Service Administrative Company (USAC) administers the RHC program on behalf of FCC.
Additionally, through the USF’s Schools and Libraries (S&L) program, FCC helps schools and
libraries obtain affordable broadband internet. This includes help paying for recurring costs, such
as monthly internet bills, and non-recurring costs, such as the purchase and installation of
equipment. USAC, with the assistance of a third-party service organization, administers the S&L
program on behalf of FCC.

Eligible health care providers and schools, districts, and libraries apply to participate in the RHC
and S&L programs, respectively. Once accepted into the program, USAC issues a Funding
Commitment Decision Letter (FCDL). The FCDL communicates acceptance into the program and
relevant conditions, including the type of services USAC will reimburse, the maximum amount
eligible for reimbursement, and the date by which applicants must submit invoices. When USAC
issues an FCDL, accounting personnel record an obligation in USAC’s accounting system and
assign a Funding Request Number (FRN). As invoices are paid, USAC’s accounting personnel
reduce the obligated balance. S&L FRNs normally have an invoicing deadline either 120 days after
the last day to receive services or 120 days after the Form 486 notification date, whichever is later.
Applicants are able to request a one-time invoice deadline extension of 120 days on or before the
initial invoicing deadline.

Under the S&L program, all applicants indicate a service organization when they submit the initial
applications. USAC assigns a unique identifier to each service organization, which is the Service
Provider Identification Number (SPIN). Applicants are able to change from the service
organization initially indicated to another service organization no earlier than the date of the FCDL
and no later than the last date to submit an invoice. There are three different types of SPIN
changes: a Corrective SPIN change, an Operational SPIN change, and a Global SPIN change. A
Corrective SPIN change occurs when the applicant or USAC makes a data entry error that results in
incorrect SPIN information associated with an FRN. An Operational SPIN change occurs when an
applicant requests a change to the current service organization associated with the FRN. Lastly, a
Global SPIN change occurs when a larger company purchases a smaller company (or companies)
and ultimately acquires the company’s customers. For each of these types of SPIN changes, USAC
changes the SPIN for each FRN affected to reflect the new SPIN.
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S&L utilizes the E-Rate Productivity Center (EPC), an account and application management
system, to track and manage applicant information. E-rate Program participants use EPC to submit
documentation related to funding commitment adjustments, receive notifications, and contact
customer service. In addition, S&L utilizes a legacy system to track and manage applicant
information for older FRNs. USAC and its third-party service organization also use EPC and the
legacy system to support their daily operations, including tracking appeals, SPIN changes, Revised
Funding Commitment Decision Letters (RFCDL), and invoice deadline dates.

Under the RHC program, applicants can request to cancel program funding commitments. When an
applicant requests a cancellation of funding, RHC program personnel review the cancellation
request and process a de-obligation. At the end of each fiscal year (FY), RHC provides the USAC
accounting team with a list of FRNs that are approved for cancellation that remained unprocessed.
USAC accounting personnel record an accrual entry to account for the de-obligation of these FRN's
and reverse the entry in the subsequent FY.

Condition: Based on a sample of 217 budgetary transactions' recorded as of June 30, 2019, USAC
had the following deficiencies in internal controls supporting obligations or adjustments to
obligations recorded in the prior year:

1. One of the samples selected was for a RHC FRN that was erroneously re-obligated and de-
obligated due to an incorrect reversing entry. USAC accounting personnel recorded an entry
to accrue an unprocessed cancellation requested by the applicant in FY 2018. At the
beginning of FY 2019, the accrual entry automatically reversed and created a new
obligation. Upon processing the cancellation in FY 2019, USAC recorded an entry to prior-
year downward adjustments. Kearney & Company, P.C. (Kearney) obtained the FY 2018
accrual entry and found that USAC erroneously re-obligated and de-obligated 34 FRNS.
[Condition #1]

2. One of the samples selected was for a S&L FRN that was incorrectly obligated. S&L
inappropriately approved an appeal for an applicant that requested funding during FY 2000.
S&L should not have obligated funding for this FRN. /Condition #2]

3. One of the samples selected was for an S&L FRN that was erroneously re-obligated due to a
Global SPIN change. During this process, S&L changed the SPINs on expired FRNs that
had previously been de-obligated. Kearney obtained a listing of all FRNs affected by this
Global SPIN change and found that USAC erroneously re-obligated 23 FRNs. [Condition
#3]

! The 217 budgetary transactions tested included normal balance United States Standard General Ledgers (USSGL)
4801, Undelivered Orders, Obligations, 4871 — Downward Adjustments of Prior-Year Unpaid Undelivered Orders —
Obligations, and 4881, Upward Adjustments of Prior-Year Unpaid Undelivered Orders — Obligations.
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4. One of the samples selected was for an S&L FRN that expired, resulting in a de-obligation
of funding; however, the applicant requested an invoice deadline extension prior to the
FRN’s expiration. Kearney obtained a listing of all FRNs for which the applicant requested
an invoice deadline extension, but S&L did not process the request timely. We found that
USAC erroneously de-obligated and subsequently re-obligated 220 FRNs. /Condition #4]

5. One of the samples selected was for a Public Notice for which FCC ordered USAC to
extend an FRN’s service delivery deadline, ultimately extending its invoice deadline date.
However, USAC did not update the invoice deadline timely, which resulted in an erroneous
de-obligation and re-obligation of funding. /Condition #5]

6. One of the samples selected was for an S&L FRN that received an RFCDL, which extended
the invoice deadline date. USAC was not timely in its update of the invoice deadline date
for this FRN at the time of the RFCDL issuance date, resulting in an erroneous de-obligation
and re-obligation of funding. /Condition #6]

7. One of the samples selected was for an S&L FRN where the applicant submitted an appeal
to extend the months of service. Although USAC denied the appeal, during the appeal
review process, the initial reviewer increased the FRN’s months of service. Once the denied
appeal was processed, the increase in months of service resulted in an erroneous upward
adjustment to funding. [Condition #7]

Cause: USAC accounting did not have proper controls in place to ensure the accuracy of reversing
entries recorded for RHC funding cancellations. [Condition #1]

The S&L program office did not have adequate procedures to ensure FRNs processed in its legacy
system were accurate. The legacy system did not perform the same validation checks, nor did it
require the same level of review as EPC. [Condition #2]

USAC did not have proper controls in place to ensure the accuracy of changes made to each FRN
affected by Global SPIN changes. [Condition #3]

S&L’s processes are not in line with accounting standards cited in OMB Circular A-11. S&L’s
process is to update FRNs within 90 days of the issuance of a Public Notice, regardless of the
impact the delay causes. [Condition #5]

USAC’s previous process, which S&L updated as of July 26, 2019, for modifying invoice deadline
dates involved submitting JIRA tickets to the Information Technology (IT) department to perform
updates. This previous process caused delays in processing of invoice deadline extensions
simultaneously with the RFCDLs. [Condition #6]

42



KEARNEY&!
COMPANY

USAC did not have effective lines of communication in place to ensure accounting personnel were
aware of invoice deadline extensions granted by the program offices after the invoicing deadline
expired. [Conditions #3, #4, #5, and #6]

USAC did not have adequate controls in place to ensure the S&L reviewers appropriately updated
FRN details in accordance with the final appeal decision. [Condition #7]

Effect: USAC’s control deficiencies resulted in known errors that overstated FY 2019 Undelivered
Orders — Obligations Unpaid by $35.2 million, Downward Adjustments of Prior-Year Unpaid
Undelivered Orders — Obligations by $12.5 million, Upward Adjustments of Prior-Year Unpaid
Undelivered Orders — Obligations by $1.7 million, and understated Apportionments by $24.4
million. Without improved processes and internal controls, additional errors in USAC’s budgetary
accounts are likely to continue.

Recommendations: Kearney recommends that FCC and USAC strengthen processes and internal
controls surrounding the reporting of budgetary accounting activity. Specifically:

1. Ensure policies and procedures adequately address recording obligations and de-obligations
in accordance with program rules and Government accounting standards, such as A-11.
[Conditions #1, #2, #3, #4, #5, #6, and #7 — Repeat]

2. Require experienced personnel to perform additional quality control reviews for high-dollar
FRNSs processed in the legacy system. [Condition #2 — New]

3. Enhance the lines of communication between the accounting personnel and the program
offices, to include formal and detailed communication of operational and application issues
as they arise. [Conditions #3, #4, #5, and #6 — Repeat]

II1. Information Technology

Background: FCC uses information systems to compile information for financial reporting
purposes, including FCC’s core financial management and accounting system, Genesis. FCC’s
general IT support system serves as the gateway for users to access FCC information and
information systems, including Genesis. In addition, because FCC’s financial statements include
financial transactions relating to the USF programs, FCC relies upon general IT support systems
and specific applications utilized by the administrator of the USF programs (i.e., USAC).

Kearney separately performed an evaluation of FCC’s Information Security Program, as required by
the Federal Information System Modernization Act of 2014 (FISMA), and issued a separate report.
In addition to the work performed during our FISMA evaluation, we performed risk-based
procedures focused on IT controls that could lead to significant misstatements of, or corruption to,
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the financial data needed for FCC’s consolidated financial statements. We performed this work in
accordance with the Government Accountability Office’s (GAO) Federal Information System
Controls Audit Manual (FISCAM). Many of the IT control areas of FISMA overlap with those in
FISCAM, such as Risk Management, Access Controls, Configuration Management, and
Contingency Planning. Other IT controls areas are unique to FISCAM due to their relevance to
financial management and reporting, such as segregation of duties and application controls. We
performed risk-based procedures related to segregation of duties within Genesis. Additionally, we
performed risk-based procedures related to the core financial management system utilized by USAC
to administer the USF programs, the Financial Operations System/Great Plains (FOS/GP), as well
as USAC’s S&L account and application management system, EPC. The FY 2019 FISMA
evaluation report includes detailed information for each identified finding.

Condition: The following summarizes the IT control deficiencies noted during the FISMA
evaluation and FISCAM testing in support of the financial statement audit. In aggregate, Kearney
considers these control deficiencies to be a significant deficiency.

o FCC General IT Support System — The FY 2019 FCC FISMA evaluation identified
deficiencies in multiple IT control areas that impacted the FCC’s general IT support system,
including Identity and Access Management and Information Security Continuous
Monitoring (ISCM). Most notably, FCC did not enforce the use of Personal Identity
Verification (PIV) credentials as a dual-factor authentication mechanism for logical access,
and FCC did not consistently remediate identified network vulnerabilities within the
timeframes required by FCC policy.

o Genesis — FCC utilizes an external service organization to provide hosting services for
Genesis. While the service organization is responsible for maintaining a number of IT
controls, the FCC’s general IT support system serves as the gateway for users to access
Genesis. Therefore, IT deficiencies noted in the general IT support system, as described
above, may impact Genesis as well. Further, we noted additional control deficiencies
impacting Genesis beyond those inherited from FCC’s general IT support system.
Specifically, FCC did not maintain sufficient documentation to support that appropriate
personnel (i.e., users’ supervisors and application administrators) reviewed and approved the
level of access assigned to Genesis user accounts created in FY 2019.

o USAC Systems Utilized in Administering the USF Programs — Similar to FCC, USAC’s
general IT support system is the gateway for users to access USAC’s FOS/GP. USAC failed
to properly manage user accounts with access to both the general IT support system and
FOS/GP. Further, USAC failed to implement proper segregation of duties within EPC and
did not effectively monitor IT controls maintained by an external service organization
providing hosting services for EPC.
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In general, FCC did not implement effective policies, procedures, and controls over its general IT
support system and Genesis. Additionally, USAC did not implement effective security and account
management policies, procedures, and processes over its general IT support system, FOS/GP, and
EPC.

Cause: FCC’s ongoing efforts to implement planned corrective actions, remediate longstanding IT
deficiencies in its IT general support system, modernize legacy technologies, and fully implement
all documented information security policies, procedures, and processes continue to require
significant resources. Additionally, USAC’s efforts, under FCC oversight, to remediate deficiencies
in systems utilized in administering the USF programs remained incomplete due primarily to
prioritization, timing, and resource constraints.

Effect: Inadequate controls over IT security can affect the integrity of financial applications, which
increases the risk that unauthorized individuals could access sensitive financial information or that
financial transactions could be altered, either accidentally or intentionally. IT deficiencies increase
the risk that FCC will be unable to report financial data in an accurate and timely manner.

Recommendations: Our full FY 2019 FISMA evaluation report included 24 recommendations
intended to improve the effectiveness of FCC’s Information Security Program controls in the areas
of Risk Management, Configuration Management, Identity and Access Management, Data
Protection and Privacy, ISCM, and Incident Response. Fourteen of the recommendations related to
FCC and 10 of the recommendations related to USAC. Of the 14 FCC recommendations, 11 related
to FISCAM control areas. All 10 of the USAC recommendations related to FISCAM control areas.
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Appendix A: Status of Prior-Year Findings and Recommendations

In the Independent Auditor’s Report on Internal Control Over Financial Reporting, included in the
audit report on the Federal Communications Commission’s (FCC) fiscal year (FY) 2018 financial
statements,? Kearney & Company, P.C. (Kearney) noted two issues that were related to internal
control over financial reporting. The status of the FY 2018 internal control findings is summarized
in Exhibit 1.

Exhibit 1: Status of Prior-Year Findings

Control Deficiency FY 2018 Status FY 2019 Status
Universal Service F}md (USF) Material Weakness Significant Deficiency
Budgetary Accounting
Information Technology (IT) Significant Deficiency Significant Deficiency

During the FY 2018 financial statement audit, Kearney made specific recommendations to FCC
related to the control deficiencies noted above to strengthen FCC’s internal control environment
over financial reporting. The status of the FY 2018 internal control recommendations is
summarized in Exhibit 2.

Exhibit 2: Status of Prior-Year Recommendations

Related Control Deficiency Recommendation Description FY 2019 Status

Policies and procedures for

recording de-obligations Open

Test scenarios for Universal
Service Administrative Company
(USAC) business rules in E-Rate
Productivity Center (EPC)

Quality control reviews for proper
recording of de-obligations in the Closed
appropriate FY

Closed

USF Budgetary Accounting ; —
Lines of communication between

Accounting personnel and the Open
program offices

Quantify the materiality of
pending cancellations that could Closed
cross FYs

Policies and procedures to monitor
pending cancellation balances and Closed
establish accrual thresholds

2 The Independent Auditor’s Report on Internal Control Over Financial Reporting was published in FCC’s FY 2018
Agency Financial Report.
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Related Control Deficiency Recommendation Description FY 2019 Status
I Kearney issued 19 IT-related 15 Open
recommendations in FY 2018 4 Closed

3 Kearney issued 19 recommendations in the FY 2018 FISMA evaluation report. During FY 2019, FCC took
appropriate action to close four recommendations, and we either updated or re-issued the 15 recommendations that
remain open. The FY 2019 FISMA evaluation report includes additional, detailed information on each of the 19 prior-
year recommendations.
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1701 Duke Street, Suite 500, Alexandria, VA 22314
PH: 703.931.5600, FX: 703.931.3655, www.kearneyco.com

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH LAWS,
REGULATIONS, CONTRACTS, AND GRANT AGREEMENTS

To the Chairman, Managing Director, and the Inspector General of the Federal Communications
Commission

We have audited, in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and Office of Management and Budget
(OMB) Bulletin No. 19-03, Audit Requirements for Federal Financial Statements, the consolidated
financial statements of the Federal Communications Commission (FCC) as of and for the year
ended September 30, 2019, and the related notes to the financial statements, which collectively
comprise the FCC’s consolidated financial statements, and we have issued our report thereon dated
November 19, 2019.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the FCC’s consolidated financial
statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements with which could have a direct and
material effect on the determinations of financial statement amounts. We limited our tests of
compliance to these provisions and did not test compliance with all laws, regulations, contracts, and
grant agreements applicable to FCC. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion.

The results of our tests disclosed no instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards and OMB Bulletin No. 19-03. Although our
audit procedures did not identify any instances of known noncompliance in fiscal year (FY) 2019,
FCC management communicated potential instances of noncompliance with the Antideficiency
Act! based on events that occurred in FY 2011 and FY 2019. These potential instances of
noncompliance were still being researched by FCC as of September 30, 2019.

! The Antideficiency Act prohibits the FCC from obligating or expending Federal funds in advance or in excess of an
appropriation, as well as from accepting voluntary services.

48


http://www.kearneyco.com

KEARNEY&!
COMPANY

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of compliance and the results
of that testing, and not to provide an opinion on the effectiveness of FCC’s compliance. This report
is an integral part of an audit performed in accordance with Government Auditing Standards and
OMB Bulletin No. 19-03 in considering FCC’s compliance. Accordingly, this report is not suitable
for any other purpose.

Hoawey *or )

Alexandria, Virginia
November 19, 2019
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Commission’s Response to Independent Auditor’s Reports

UNITED STATES GOVERNMENT
FEDERAL COMMUNICATIONS COMMISSON

Office of the Managing Director

DATE: November 19, 2019
TO: David L. Hunt, Inspector General
FROM: Mark Stephens, Managing Director

Jae Seong, Chief Financial Officer
John Skudlarek, Acting Chief Information Officer

SUBJECT:  Management’s Response to Independent Auditor’s Reports on Internal Control over
Financial Reporting and Compliance with Laws, Regulations, Contracts, and Grant
Agreements for Fiscal Year 2019

Thank you for the opportunity to review and comment on the draft reports entitled /ndependent
Auditor’s Report on Internal Control over Financial Reporting and Independent Auditor’s Report on
Compliance with Laws, Regulations, Contracts, and Grant Agreements. As always, the Federal
Communications Commission (FCC or Commission) appreciates the efforts of the Office of
Inspector General and its independent auditor, Kearney and Company, to work with the FCC
throughout the annual financial statement audit process.

We are pleased that, for the fourteenth straight year, the independent auditor provided an unmodified
(“clean”) opinion and found that the Commission’s consolidated financial statements for Fiscal Year
(FY) 2019 present fairly, in all material respects, the financial position of the Commission as of
September 30, 2019. In addition, the results of the audit tests disclosed no instances of
noncompliance or other matters that are required to be reported.

Despite this successful outcome, work remains here at the Commission. The FY 2019 audit report
identified two significant deficiencies - one related to Universal Service Fund budgetary resources
deficiencies and another related to information technology controls. We concur with the
recommendations made by the independent auditors in their reports.

We look forward to working in FY 2020 to resolve the FY 2019 audit findings and to enhance the
culture of integrity, accountability, and excellence that exists here at the Commission.

_ NP

Jae Seong John SRudlarek
Managing Director Chief Financial Officer Acting Chief Information Officer
Office of Managing Director Office of Managing Director Office of Managing Director
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Principal Statements

Federal Communications Commission
Consolidated Balance Sheets

As of September 30, 2019 and 2018
(Dollars in thousands)

Assets (Note 2):

Intragovernmental:
Fund Balance with Treasury (Note 3)
Investments (Note 5)
Accowts receivable (Note 6)

Other

Total intfragovernmental

Cash and other monetary assets (Note 4)
Accowts receivable, net (Note 6)

General property, plant, and equipment, net

Other
Total assets

Liabilities (Note 7):

Intragovernmental:

Accownts payable
Other (Note 8)
Liability to the General Fund and Other Non-Entity A ssets

Other
Total other

Total intfragovernmental

Accownts payable

Federal employee and veteran benefits

Other (Note 8)
Deferred revenue

Prepaid contributions
Accrued habilities for Universal Service

Other
Total other

Total liabilities

Commitments and contingencies (Note 9)

Net position:

Unexpended appropriations - Funds from dedicated collections (Note 10)

Unexpended appropriations - All other funds

Cumulative results of operations - Funds from dedicated collections (Note 10)

Cumulative results of operations - All other funds

Totalnet position - Funds from dedicated collections (Note 10)

Totalnet position - All other funds

Total net position

Total liabilities and net position

FY 2019 FY 2018
$ 14,516,697 $ 11,097.827
307,899 2,886,961
449 429
1,241 1,866
14,826,286 13,987,083
5,437 1.698
893,321 783.380
72,138 78,013
13,024 18,024
$ 15,810,206 $ 14868198
$ 813 $ 3,186
3,381,997 3,511.422
3,214 2,620
3,385,211 3,514,042
3,386,024 3,517,228
697,338 551.499
3,118 2,984
2,767,977 1,205,713
57,155 36,252
489,926 524358
41,389 38971
3,356,447 1,805,294
$ 7442927 $ 5877005
$ 982,952 $ 600,000
2,816 2,816
7,158,613 8,077,259
222,898 311,118
8,141,565 8,677,259
225,714 313.934
8,367,279 8,991,193
$ 15,810,206 $ 14868198

The accompanying notes are an integral part of these statements.
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Federal Communications Commission
Consolidated Statements of Net Cost

For the Years Ended September 30, 2019 and 2018
(Dollars in thousands)

FY 2019 FY 2018
Gross Program costs:
Closing the Digital Divide
Total Gross Cost $ 9328121 $ 8.809.668
Promoting Innovation
Total Gross Cost 1.713.767 1.827.302
Protecting Consumers and Public Safety
Total Gross Cost 70.911 65832
Reforming the FCC's Processes
Total Gross Cost 110,092 05934
Total Program Costs $ 11,222,891 $ 10.798.736
Less: earned revenues not attributed to programs (513.959) (472263)
Net cost of operations $ 10,708.932 $ 10326473

The accompanying notes are an integral part of these statements
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Federal Communications Commission
Consolidated Statements of Changes in Net Position
For the Years Ended September 30, 2019 and 2018

(Dollars in thousands)

FY 2019 FY 018
Funds from Funds from
De dicated All iber  Consolidated De dicated AllOther  Consolidated
Colle ctions Funds Total Colkctions Funds Total
(Nok 10) {Notz 10)
Unexpe nde d Appropriations:
Beginning Babnes, 3z adjusted 5 600000 % 2816 5 602 216 5 -3 2800 % 12X
Budgetary Financing Source s:
Appropristions received 400,000 - 00 (0 00 000 - 600 D00
Appropriations usad (17.048) - (17048 - 4] 4]
Total Budzetary Financing Sources 1R85 - 3E1832 00 000 4] R0
Total Unexpended Appropriations 5 081052 % 1E16 % 083 ThE ] 00000 % 1816 % 602 216
Cumnhtive Results from Operations:
Bemnning Babince, as adjusted PORITY OF 0 31111 5 B3RE3TT §OBMTT4 OF ITeed 5 DIRSITE
Budgetary Financing Source s:
Appropriations usad 17048 - 17048 - 4 4
Nonexchange revenns 08X s - 80128 0343325 - 034330
Transfers meout withoot retmbursament - (134535 (134556 - - -
Other - - - (8) - 6
Other Financing Sources (Nonexchange):
Transfers vout withoot reimbursement - 134830 134859 -
Imputed financing - 13343 13343 - 13,61 1368
Other - (157533) (157330 - (27540 (27340
Total Financing Sources 0846 174 (144 208) 9,702 066 0343319 (13.84T) 0329471
Net Cost of (perations 10764 500 (33008 10.708 932 10373.774 (47300 1032647
Net Changs (918.646) (282200 (1,006 266) (830435 EEREAS (T97.000)
Cumulative Results of Operations 7138613 222 B08 TR B07T7230 1118 R
Net Pozition § ORI § O 2BTI4 5 R36TIT $ B6T7230 § 3394 § B9011B

The accompanying notes are an integral part of these statements.

53



Federal Communications Commission
Combined Statements of Budgetary Resources
For the Years Ended September 30, 2019 and 2018
(Dollars in thousands)

Budgetary Resources:
Unobligated balance from prior year budget authority, net (discretionary and
mandatory)
Appropriations (discretionary and mandatory)
Spending authority from offsetting collections (discretionary and mandatory)
Total budgetary resources

Status of Budgetary Resources:

New obligations and upward adjustments (total)

Unobligated balance, end of year:
Apportioned, unexpired accounts
Exempt from apportionment, unexpired accounts (Note 1 A)
Unapportioned, unexpired account
Unexpired unobligated balance, end of year
Expired unobligated balance, end of year

Unobligated balance, end of year (total)

Total status of budgetary resources

Outlays, Net:
Outlays, net (total) (discretionary and mandatory)
Distributed offsetting receipts (-)
Agency outlays, net (discretionary and mandatory)

FY 2019

FY 2018

S (4467012)

S  (4.869.982)

10,156,114 10,177,230
470472 433,917

S 6159574 S 5741165
$ 16199733  $ 11,059,379
1,304,725 883,329
(11,374243) (6.209.089)
29,117 7.091
(10.040.401) (5.318.669)
242 455
(10.040,159) (5.318214)
S 6159574 S 5741165
10,582,524 10,047,317
(55.388) (93.049)

$ 10527136 S 9954268

The accompanying notes are an integral part of these statements.
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Federal Communications Commission
Consolidated Statements of Custodial Activity
For the Years Ended September 30, 2019 and 2018
(Dollars in thousands)

FY 2019 FY 2018
Total Custodial Revenue:
Sources of Cash Collections:
Spectrum A uctions $ 1.156.980 $ 895646
Fines and Penalties 7.746 712,281
Total Cash Collections 1.164,726 1.607.927
Accrual Adjustments (+/-)
Spectrum Auctions 21,321 -
Fines and Penalties 424 (13.874)
Total A ccrual Adjustments 21.745 (13.874)
Total Custodial Revenue (Note 16) 1.186.471 1.594.053
Disposition of Collections:
Transferred to Others:
U.S. Treasury (9.040) (713.525)
Public Safety Trust Fund (NTIA) (1.155.251) (5.895.158)
(Increase)/Decrease in Amounts Yet to be Transferred (+/-) 129.425 5.125.780
Refunds and Other Payments
Auctions Salaries & Expenses (FCC) (Note 13) (130.284) (111.150)
Reverse Incentive Auction Winners (21.321) -
Total Disposition of Collections (1.186.471) (1.594,053)
Net Custodial Activity $ - $ -

The accompanying notes are an integral part of these statements.
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Notes to the Principal Financial Statements

For the Years Ended September 30, 2019 and 2018
(Dollars in thousands unless otherwise stated)

Note 1 — Summary of Significant Accounting Policies
A. Reporting Entity

The Federal Communications Commission (Commission) is an independent United States Government
agency, established by the Communications Act of 1934 (Act), as amended. The Commission is charged
with regulating interstate and international communications by radio, television, wire, satellite, and cable.
The Commission’s jurisdiction spans the 50 states, the District of Columbia, and the U.S. possessions. The
Commission is directed by five Commissioners who are appointed by the President of the United States
and confirmed by the Senate for five-year terms, except when filling an unexpired term or serving in
holdover status.

The Commission is comprised of two reporting components. The primary component consists of Commission
headquarters and field offices. The additional component is the Universal Service Fund (USF). The USF reports
the results of the four Universal Service programs (established pursuant to section 254 of the Act, as amended)
and the results of the Telecommunications Relay Service (TRS) Fund (established by the Americans with
Disabilities Act of 1990, Title IV). Section 201 of Division P of the Consolidated Appropriations Act, 2018, P.L.
115-141, amended Section 302 of the Universal Service Antideficiency Temporary Suspension Act, Title III of
P.L. 108-494, to extend the four Universal Service programs exemption from the application of the provisions
of the Antideficiency Act until December 31, 2019. Accordingly, USF is not subject to apportionment by the
Office of Management and Budget (OMB). The TRS Fund is not exempt from the Antideficiency Act and must
be apportioned by OMB before funds are available for use. Information regarding disclosure entities is
separately disclosed in Note 18.

B. Basis of Accounting and Presentation

The consolidated and combined financial statements (financial statements) have been prepared from the
accounting records of the Commission and its components, in conformity with U.S. generally accepted
accounting principles (GAAP) and the form and content for Federal entity financial statements specified
by OMB Circular No. A-136, Financial Reporting Requirements. Custodial activity reported on the
Statement of Custodial Activity is prepared on the modified cash basis.

The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the amounts reported in the financial statements. Actual results may differ from
those estimates.

C. Classified Activities

Accounting standards require all reporting entities to disclose that accounting standards allow certain
presentations and disclosures to be modified, if needed, to prevent the disclosure of classified information.
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Note 1 — Summary of Significant Accounting Policies (continued)
D. Fund Balance with Treasury

Funds with the U.S. Department of the Treasury (Treasury) primarily represent general, revolving, special, and
deposit funds. The Commission may use the general and revolving funds to finance expenses, depending on
budgetary availability. The special funds are used to account for dedicated collections. The deposit funds are
used to hold amounts temporarily until they can be properly disbursed or distributed.

E. Cash and Other Monetary Assets

Cash and Other Monetary Assets represent third party deposits and demand deposits which are held at a
commercial bank and maintained by Rolka Loube, LLC (RL), who serves as the administrator for the TRS
fund. Demand deposits bear the name of the entity, as well as the Commission or the TRS Fund. For more
information, refer to Note 4.

F. Investments

Investments are reported at their acquisition cost, adjusted for amortization of premiums or discounts using
the Effective Interest Method. All investments are in Treasury securities.

G. Accounts Receivable, Net

Accounts Receivable consists of claims made for payment from the public and other Federal entities. Gross
receivables are reduced to net realizable value by an allowance for doubtful accounts.

The Commission’s portion of the allowance for doubtful accounts is determined by applying predetermined
percentages against the respective date the receivable was established. An additional analysis of higher
dollar value receivables is also performed on individual account balances. As such, an additional allowance
for doubtful accounts for the higher dollar value receivables may be recorded considering inherent
uncertainties and risks.

The USF portion of the allowance is determined by calculating an estimated general allowance for doubtful
accounts receivable. The general allowance is calculated by multiplying the receivable amounts by the
percentage of the estimated uncollectible amount as determined by a review of historical collection rates
by type of receivable.

H. General Property, Plant and Equipment, Net

The basis for recording purchased General Property, Plant, and Equipment (PP&E) is full cost, including
all costs incurred to bring the PP&E to and from a location suitable for its intended use. The capitalization
threshold is $100 for PP&E and $200 for internally developed software with an estimated useful life of two
years or more. There is no capitalization of bulk purchases of similar items. PP&E is depreciated on a
straight-line basis over the estimated useful lives of the items.
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Note 1 — Summary of Significant Accounting Policies (continued)
H. General Property, Plant and Equipment, Net (continued)

The following chart summarizes the PP&E classifications with related estimated useful lives:

PP&E Classification Estimated Useful Lives (years)
Building 40
Non-Computer Equipment
Computer & Vehicle Equipment
Software

W U

Land, including permanent improvements, and software in development are not depreciated. Normal
maintenance and repair costs are expensed as incurred.

Leasehold and building improvements, which includes all cost incurred during the design and construction
phase of the improvement, are either amortized over the remaining life of the lease and building or the
useful life of the improvement, whichever is shorter.

I. Other Assets

Other Assets with agencies represent advance payments for intragovernmental agreements. Other Assets
with the public represent the balance of transfers less expenses made by the USF to USAC to fund
administrative costs in advance. Advances are drawn down as expenses are incurred and a balance typically
remains in this account for future expenses.

J. Accounts Payable and Accrued Liabilities

Accounts Payable and Accrued Liabilities represent a probable future outflow or other sacrifice of resources
as a result of past transactions or events. Liabilities are recognized when they are incurred, regardless of
whether they are covered by available budgetary resources. Liabilities cannot be liquidated without
legislation that provides resources to do so. Payments of all liabilities other than contracts can be abrogated
by the U.S. Government, which is a sovereign entity, and its components, which includes the Commission.
The USF expenses are non-exchange expenses. Accrued Liabilities for USF mostly represent liabilities
recorded for anticipated subsidies in the Lifeline program, and for certain support mechanisms within the
High Cost program and TRS Fund. The obligations are recognized for subsidies related to certain USF
support mechanisms and a TRS program that includes: Mobility Fund Phase I, Connect America Fund
(CAF) Phase 11, CAF Phase Il reverse auction (CAF II Auction), Rural Broadband Experiment, Alternative
Connected America Model (A-CAM), A-CAM 11, Alaska Plan, and TRS’s National Deaf-Blind Equipment
Distribution Program. For these USF support mechanisms and TRS program, an accrual is made to
Accounts Payable instead of Accrued Liabilities. The Commission does not accrue for payments under the
Schools & Libraries or Rural Health Care programs until potentially eligible costs pass through a thorough
review process and the costs are approved for disbursement.
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Note 1 — Summary of Significant Accounting Policies (continued)

J. Accounts Payable and Accrued Liabilities (continued)

Accrued Liabilities for the TV Broadcaster Relocation Fund (TVBRF) represent liabilities for invoices
received but not processed and for costs incurred but not invoiced related to relocation costs incurred by
full power and Class A broadcasters that were reassigned to new channels as a result of the Broadcast
Incentive Auction, as well as certain costs incurred by multichannel video program distributors (MVPDs)
to continue to carry such stations signals. For this program, an accrued liability for invoices received but
not processed and for costs incurred but not invoiced is made to Accounts Payable.

K. Deferred Revenue

The Commission collects proceeds from the sale of spectrum licenses on behalf of the U.S. Government.
All proceeds collected up to the amount of the net winning bid are recognized as deferred revenue until a
“prepared to grant” or “grant” public notice is issued.

In addition, the Commission collects multi-year regulatory fees for five and ten-year periods that are
recorded as deferred revenue and amortized over the period of the fee.

The USF collects contributions from telecommunications carriers to cover the costs of the programs. Some
carriers have the option of paying monthly or annually. The unearned portion of annual contributions is
recognized as deferred revenue.

L. Retirement Plans and Other Benefits

Federal employee benefits consist of the actuarial portion of future benefits earned by Federal employees,
including pensions, other retirement benefits, and other post-employment benefits. The Office of Personnel
Management (OPM) administers these benefits. The Commission does not recognize any liability on the
Balance Sheet for pensions, other retirement benefits, and other post-employment benefits. The
Commission recognizes and allocates the imputed costs on the Statement of Net Cost and recognizes
imputed financing related to these costs on the Statement of Changes in Net Position.

Pensions provide benefits upon retirement and may also provide benefits for death, disability, or other
separations from employment before retirement. Pension plans may also include benefits to survivors and
dependents, and they may contain early retirement or other special features. Most Commission employees
participate in the Civil Service Retirement System (CSRS), the Federal Employee Retirement System
(FERS), the FERS-Revised Annuity Employee (FERS-RAE), or the FERS-Further Revised Annuity
Employee (FERS-FRAE). Under CSRS, the Commission makes matching contributions equal to seven
percent (7%) of basic pay. Under all FERS plans, the Commission contributes the employer’s matching
share for Social Security. All employees are eligible to contribute to the Thrift Savings Plan (TSP), which
is a defined contribution retirement savings and investment plan. For those employees covered by the FERS
plans, a TSP account is automatically established to which the Commission is required to contribute one
percent (1%) of gross pay, match dollar-for-dollar on the first three percent (3%) of pay contributed each
pay period, and match 50 cents on the dollar for the next two percent (2%) of pay contributed. No
government contributions are made to the TSP accounts established by CSRS employees. Most employees
hired after December 31, 1983, are covered by the FERS plans.
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Note 1 — Summary of Significant Accounting Policies (continued)
L. Retirement Plans and Other Benefits (continued)

OPM reports on CSRS, FERS, FERS-RAE, and FERS-FRAE assets, accumulated plan benefits, and
unfunded liabilities, if any, applicable to Federal employees. The actuarial liability for future workers’
compensation benefits payable includes the expected liability for death, disability, medical, and
miscellaneous costs for approved compensation cases, as well as a component for incurred but not reported
claims. The liability is determined using historical benefit payment patterns related to injury years to predict
the ultimate payment.

The unfunded Federal Employees’ Compensation Act (FECA) liability covers compensation and medical
benefits for work related injury. The calculation takes the amount of benefit payments over the last nine to
twelve quarters and then calculates the annual average of payments. The compensation and medical
payments can be found in the chargeback reports that are issued by the Department of Labor.

M. Leave

Annual leave is accrued as earned, and the accrual is reduced as leave is taken. Each year, the balance in
the accrued annual leave account is adjusted to reflect current leave balances and pay rates. Annual leave
is reflected as a liability not covered by current budgetary resources. Sick leave and other types of non-
vested leave are expensed as taken.

N. Exchange Revenue and Financing Sources

Regulatory Fee Offsetting Collections (Exchange) — Pursuant to 47 U.S.C. § 159, the Commission assesses
and collects regulatory fees to recover the costs incurred in carrying out its mission through its strategic
goals: Closing the Digital Divide; Promoting Innovation; Protecting Consumers and Public Safety; and
Reforming the FCC’s Processes. Since 1993, Congress has annually reviewed the regulatory fee collection
requirements of the Commission and established the total fee levels to be collected in annual Appropriations
Acts. Fees collected up to the level established by Congress are applied against the Commission’s
appropriation at the close of each fiscal year. The Commission collected the appropriated regulatory fee
levels of $339,000 for FY 2019 and $322,035 for FY 2018. The Commission also collected $13,732 above
the required regulatory level in FY 2019 and $9,233 above the required level in FY 2018. Starting in FY
2019, the Repack Airwaves Yielding Better Access for Users of Modern Services Act of 2018 (RAY
BAUM’S Act), Division P of P.L. 115-141, requires the Commission to transfer all excess regulatory fee
collections from prior and subsequent fiscal years to the General Fund of the Treasury for the sole purpose
of deficit reduction. As of September 30, 2019, the Commission transferred excess regulatory fees collected
totaling $134,959 to the Treasury.

Competitive Bidding System Offsetting Collections (Exchange) — One of the Commission’s primary
functions is managing the spectrum auctions program. Proceeds from the auctions are initially remitted to
the Commission and are later transferred either to the Treasury or to the appropriate agency as required by
applicable laws. Pursuant to 47 U.S.C. § 309, the Commission may retain a portion of the spectrum auction
proceeds to offset the cost of performing the auction function. Collections used to offset the cost of
performing auctions-related activity were appropriated at $130,284 for FY 2019 and $111,150 for FY 2018.
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Note 1 — Summary of Significant Accounting Policies (continued)
N. Exchange Revenue and Financing Sources (continued)

Radio Spectrum Auction Proceeds (Exchange) — In accordance with the provisions of Statement of Federal
Financial Accounting Standards (SFFAS) 7, Accounting for Revenue and Other Financing Sources, the
Commission accounts for this exchange revenue as a custodial activity. Revenue from spectrum auctions
is recognized when a “prepared to grant” or “grant” public notice is issued. The value of available spectrum
is determined in the market place at the time of auction. The Commission recognized $1,178,301 of
custodial revenue (net of accrual adjustments) related to spectrum auctions in FY 2019 and $895,646 in FY
2018. In FY 2019, the Commission transferred $1,155,251 of custodial revenue from the Broadcast
Incentive Auction (BIA) to the Public Safety Trust Fund that is managed by the National
Telecommunications and Information Administration (NTIA), and $1,295 from other spectrum auctions to
the Treasury General Fund. In FY 2018, the Commission transferred $5,895,158 of custodial revenue from
the BIA to the Public Safety Trust Fund, and $1,244 from other spectrum auctions to the Treasury General
Fund.

Application Fees (Exchange) — Pursuant to 47 U.S.C. § 158, the Commission collects application
processing fees at such rates as the Commission establishes in a schedule of application fees to recover the
costs of the Commission to process applications. Subparagraph b of section 158 requires the Commission
to review and amend its schedule of application fees every two years based on the net change in the
Consumer Price Index calculated over a specific period of time. Application fees are deposited in the
Treasury and are not available for the Commission’s use. Application fee revenue totaled $22,594 in FY
2019 and $27,542 in FY 2018. The RAY BAUM’S Act amended 47 U.S.C. § 158 with an effective date
of October 1, 2018. Congress provided that application fees in effect before the effective date October 1,
2018 shall remain in effect until the Commission adjusts or amends such fees. The Commission’s next
amendment of the schedule of application fees will occur in calendar year 2020 and be based on recently
updated requirements in 47 U.S.C. § 158.

Reimbursable Work Agreements (Exchange) — The Commission recognizes reimbursable work agreement
revenue when earned, i.e., goods that have been delivered or services rendered. The Commission executed
agreements totaling $856 in FY 2019 and $841 in FY 2018.

Allocation of Exchange Revenues — The Commission reports the entire balance of exchange revenue on
the line "Less: earned revenues not attributed to programs” since there is no direct relationship between
earned revenues and specific programs.

USF (Financing Source) — Carriers conducting interstate telecommunications are required to contribute a
portion of their revenues to fund the cost of providing universal service. These contributions represent
dedicated collections and are accounted for as a budgetary financing source. Total contributions of
$9,797,201 and $9,476,789 were received in FY 2019 and FY 2018, respectively. For more information,
refer to Note 10.

Appropriations (Financing Source) — The Commission receives a Salaries and Expense appropriation from
Congress. These funds are used to pay for operations during the fiscal year and are repaid to the Treasury
once regulatory fees are collected. Since FY 2014, Congress has authorized the Commission to retain its
appropriation as available until expended. The Commission’s no-year appropriations were $339,000 for
FY 2019 and $322,035 for FY 2018. Regulatory fee collections fully funded the no-year appropriations
for FY 2019 and FY 2018.
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Note 1 — Summary of Significant Accounting Policies (continued)
N. Exchange Revenue and Financing Sources (continued)

Subsidy Estimates and Re-estimates (Financing Source) — The Fair Credit Reporting Act (FCRA) of 1990,
as amended, governs the reporting requirements for direct loan obligations made after FY 1991. As
required, the Commission coordinates with OMB in developing estimation guidelines, regulations, and the
criteria used in calculating the subsidy estimates and re-estimates. The last active loan matured in April
2007, and the Commission wrote off all remaining loans in FY 2013. As a result, no material activity
related to direct loans has occurred in FY 2019 and FY 2018, and the Commission is working with OMB
to close-out the Credit Reform Program. The most recent subsidy re-estimate was completed in September
30, 2015; OMB waived the requirement to perform a subsidy re-estimate in FY 2019 and FY 2018.

O. Reprogramming

For the year ended September 30, 2019, the Commission did not request any reprogramming of prior year
de-obligated funds. In FY 2018, $6,082 of prior year de-obligated funds were approved for reprogramming.
The funds were requested to address a shortage in compensation and benefits as well as to provide necessary
funding for information technology and security projects.

P. Net Position

Net Position is the residual difference between assets and liabilities and is comprised of Unexpended
Appropriations and Cumulative Results of Operations. Unexpended Appropriations represents the amount
of unobligated and unexpended budget authority. Unobligated Balance is the amount of appropriations or
other authority remaining after deducting the cumulative obligations from the amount available for
obligation. Cumulative Results of Operations is the net difference since the inception of the Commission
of (1) expenses and losses and (2) financing sources including appropriations used, revenues, and gains.
Net position of funds from dedicated collections is separately disclosed in Note 10.

Q. Broadcast Incentive Auction

The Broadcast Incentive Auction (BIA) was authorized by provisions in Title VI of the Middle Class Tax
Relief and Job Creation Act of 2012, P.L. 112-96 (Spectrum Act). The Spectrum Act established the
funding of the TVBRF at §1,750,000. The Spectrum Act requires the Commission to reimburse relocation
costs reasonably incurred by full power and Class A broadcasters and MVPDs that were involuntarily
reassigned to new channels as a result of the BIA.

Section 511 of Title V of Division E of the Consolidated Appropriations Act, 2018, P.L. 115-141, also
known as the Reimbursement Expansion Act (REA), appropriated an additional $1,000,000 in new funding
for the TVBRF, which increased its cap to $2,750,000 and also expanded the universe of entities eligible
for reimbursement to cover the costs reasonably incurred by displaced low power TV and Television
translator stations (LPTV/TV Translator) to relocate or modify their facilities, and by FM radio stations
(FM stations) to reasonably minimize disruption of their services due to the TV repacking process.
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Note 1 — Summary of Significant Accounting Policies (continued)
Q. Broadcast Incentive Auction (continued)

The additional $1,000,000 in new funding was appropriated over two fiscal years, $600,000 in FY 2018
and $400,000 in FY 2019. For FY 2018, the REA provides for funding of not more than $350 million to
reimburse full power and Class A stations, not more than $150 million for LPTV/TV Translator, and not
more than $50 million for FM stations to reimburse such stations for their costs. The REA also provides
$50 million in FY 2018 funds for the Commission to use for consumer education relating to the
reorganization of broadcast television. The REA does not expressly delineate the use of FY 2019 funds
among the various categories of eligible recipients. In implementing the REA for the new universe of
entities eligible for reimbursement, the Commission determined in the REA Report & Order, adopted March
15, 2019, that reimbursement of full power and Class A stations and MVPDs would be prioritized over
reimbursement of LPTV/TV Translator and FM stations. As of September 30, 2019, the Commission made
a total allocation of $1,820,184 for eligible full power and Class A broadcasters and MVPDs.

Accrued Liabilities are recorded in the TVBRF for invoices received but not processed and for costs
incurred but not invoiced. As of September 30, 2019, an accrued accounts payable of $324,460 was
recorded for the full power and Class A broadcasters and MVPDs.

On August 15, 2019, the Commission issued a Public Notice (PN), DA 19-774, The Incentive Auction Task
Force and Media Bureau Announce Reimbursement Form Availability and Filing Deadline and Procedures
for Reimbursement of Lower Power TV, TV Translator, and FM Stations, and the Commission is currently
receiving and validating banking information from these new eligible entities in anticipation of
commencing reimbursements to these new entities in FY 2020. The amount allocated in the first allocation
will be equal to or less than the $200,000 appropriated for these new eligible entities. Obligations, expenses,
and liabilities for approved reimbursements for LPTV/TV Translator and FM stations will occur upon the
issuance of the allocation PN in FY 2020. As a result, in FY 2019, no accrued liability was recorded for
the LPTV/TV Translator and FM stations.

R. Connect America Fund Rate of Return Carriers

In FY 2017, rate-of-return carriers were given an option to elect model-based support that would provide a
fixed amount of monthly support over a ten-year period. In return, carriers were required to meet specific
build out requirements. As a result of the initial offer, 207 carriers accepted $5,283,553 in Alternative
Connect America Cost Model (A-CAM) support and 21 carriers accepted $1,283,137 in Alaska Plan
support. Pursuant to the FCC’s December 2018 Rate-of Return Order, 186 rate-of-return carriers elected
242 revised offers to receive an additional $65,696 in annual support plus an additional two years of existing
support through 2028. This resulted in new A-CAM obligations totaling $1,719,276 for FY 2019. In
August 2019, the USF obligated $5,024,044 in A-CAM II funds subsequent to the release of FCC PN DA
19-808, authorizing 171 rate-of-return carriers that elected 184 offers of A-CAM II support over a 10-year
period and 35 carriers to receive transition payments. As a result, the total obligation was reduced by the
portion that was previously disbursed through Legacy funds during the six months from January 2019
through June 2019.
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Note 1 — Summary of Significant Accounting Policies (continued)
S. Connect America Fund Phase II Auction

After completing the Connect America Fund Phase Il reverse auction (CAF II Auction), the FCC committed
to award a potential total of $1,488,330 over a 10-year period. As of September 30, 2019, the FCC has
directed USAC to obligate a total of $1,036,114 for carriers which have successfully complied with the
requirements to be eligible to receive support to provide fixed broadband and voice services to over 700,000
locations in 45 states. There remains a balance of $452,216 to be obligated. In addition, the FCC committed
to award a potential total of $55,421 to carriers that won the CAF II New York Auction.

T. Comparison and Other

Effective for FY 2019, the Federal Accounting Standards Advisory Broad (FASAB) issued SFFAS 53,
Budget and Accrual Reconciliation, which requires a reconciliation of net outlays on a budgetary basis to
its net cost of operations (reported on an accrual basis) during the reporting period. The Budget and Accrual
Reconciliation replaces the Statement of Financing (SOF) note disclosure. OMB Circular No. A-136,
Financial Reporting Requirements, indicates that comparative presentation for the prior year is not required
in the initial year of implementation. The analysis only displays information for the reporting period for
the Year Ended September 30, 2019.

Note 2 — Non-entity Assets

The following summarizes Non-entity Assets as of September 30, 2019 and 2018:

FY 2019 FY 2018

Intragovernmental:

Fund Balance with Treasury $ 6,108,348 $ 4,692,333

Accounts Receivable 351 351
Total Intragovernmental 6,108,699 4,692,684
Accounts Receivable, Net 15,601 9,551
Total Non-entity Assets 6,124,300 4,702,235
Total Entity Assets 9,685,906 10,165,963
Total Assets $ 15,810,206 $ 14,868,198

Non-entity Fund Balance with Treasury (FBWT) primarily represents auction deposits. Accounts receivable
considered non-entity include regulatory fees, application fees, fines and forfeitures, spectrum auctions, and
International Telecommunications Settlement (ITS) charges.
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Note 3 — Fund Balance with Treasury

The following summarizes FBWT as of September 30, 2019 and 2018:

FY 2019 FY 2018
Unobligated Balance
Available $ (10,367,548) $ (2,957,023)
Unavailable 46,456 145,870
Obligated Balance not yet Disbursed 18,729,441 9,216,647
Non-Budgetary FBWT 6,108,348 4,692,333
Total $ 14,516,697 $ 11,097,827

The FBWT includes general funds, revolving funds, special funds, and deposit funds.

General Funds — Includes the salaries and expense appropriation used to fund agency operations, the auction
and reimbursable accounts, the credit reform program account, and other no-year accounts used to carry
over spectrum auction funds, offsetting collections, and the Office of Inspector General USF funds.

Revolving Funds — Includes the credit reform financing account used to record cash flows associated with
the Commission’s spectrum auction loan program.

Special Funds — Includes funds from TVBRF and USF. TVBREF is for relocation costs reasonably incurred
by full power and Class A broadcasters, MVPDs, LPTV, TV Translator, FM stations who were
involuntarily reassigned to new channels or incur reimbursable expenses as a result of the BIA, and for
consumer education relating to the reorganization of broadcast television. Universal Service funds are for
the four USF programs. These four USF programs are exempt from the application of the provisions of the
Antideficiency Act by Congress through December 31, 2019 and are not subject to an apportionment by
OMB. In May 2018, USAC began moving USF funds held in a private banking institution to an account
within Treasury and as of September 30, 2019, USAC has completed the transfer.

Deposit Funds — Includes monies being held for spectrum auctions, ITS, and regulatory fees. Deposit funds
are non-budgetary and are not available for use by the Commission unless they are properly identified or
reclassified as Commission funds. Otherwise, these funds are returned to the depositor or transferred to the
Treasury General Fund or other Federal agencies.
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Note 4 — Cash and Other Monetary Assets

The following summarizes Cash and Other Monetary Assets as of September 30, 2019 and 2018:

FY 2019 FY 2018
Cash and Other Monetary Assets $ 5437 $ 1,698

TRS contributions and related accrued interest being held for distribution are the sources of funds for these
balances. Prior to FY 2019, upfront payments, unless refunded, were held until 45 days after the close of
a given auction and then transferred to the Commission’s Treasury account. The RAY BAUM’S Act
required upfront payments of auction bidders to be deposited directly into the Treasury instead of an
interest-bearing commercial bank account starting October 1, 2018. Interest earned on TRS contributions
is reinvested. During FY 2018, any interest earned on auction upfront payments was transferred to the
Treasury General Fund.

In FY 2019, Cash and Other Monetary Assets included $5,437 in TRS contributions and related accrued
interest being held for distribution.

In FY 2018, Cash and Other Monetary Assets included $1,698 in TRS contributions and related accrued
interest being held for distribution.
Note 5 — Investments

The following summarizes Investments as of September 30, 2019 and 2018:

Amortized Market
Purchase Amortization (Premium)  Interest Investments, Other Value
FY 2019 Cost Method Discount  Receivable Net Adjustments  Disclosures
Intragovernmental Securities:
Marketable Securities
Treasury Bills $ 307,224 EI $ 675§ - S 307,899 $ - 8 307,224
Total $ 307,224 $ 675 § - S 307,899 $ - 8 307,224
FY 2018
Intragovernmental Securities:
Marketable Securities
Treasury Bills $ 172,621 EI $ 240 $ - S 172861 $ - 8 172,853
Treasury Notes 2,702,984 EI 5,232 5,884 2,714,100 - 2,682,338
Total $ 2,875,605 $ 5472 § 5884 $§ 2886961 $ - § 2855191

EI - Effective Interest Method

All Treasury securities, regardless of their maturity date, are reported as investments. The Commission
expects to hold all investments to maturity; therefore, no adjustments have been made to present market
value in FY 2019 and FY 2018.

Beginning in the third quarter of FY 2018, USAC started to move the USF funds held outside of Treasury

to a newly established account within the Treasury. As of September 30, 2019, USAC completed the
transfer. All remaining investments as of September 30, 2019 are TRS funds.
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Note 5 — Investments (continued)

In the second quarter of FY 2018 and prior, the cash receipts collected from the public for the USF were
used to purchase Federal securities. With the completion of the transfer, the portfolio balances will decrease
as the USF funds are moved to an account within Treasury instead of being used to purchase Federal
securities. Treasury securities are an asset to the USF and a liability to the Treasury. Because the USF and
the Treasury are both part of the U.S. Government, these assets and liabilities offset each other from the
standpoint of the U.S. Government as a whole. For this reason, they do not represent an asset or a liability
in the U.S. Government-wide financial statements.

Note 6 — Accounts Receivable, Net

The following summarizes Accounts Receivable, Net as of September 30, 2019 and 2018:

Intragovernmental Public Total

FY 2019

Gross Accounts Receivable $ 449 $ 1,737,588 $ 1,738,037

Allowance for Doubtful Accounts - (844,267) (844,267)
Accounts Receivable, Net $ 449 $ 893,321 $ 893,770
FY 2018

Gross Accounts Receivable $ 429 $ 1,582,711 $ 1,583,140

Allowance for Doubtful Accounts - (799,331) (799,331)
Accounts Receivable, Net $ 429 $ 783,380 $ 783,309

The following summarizes accounts receivable by type as of September 30, 2019 and 2018:

FY 2019 FY 2018
Accounts Accounts
Receivable Allowance Net Receivable Allowance Net
USF $ 1229749 $ (361278) $ 868471 § 1,102,606 $  (333352) $ 769,254
COMAD - Schools and Libraries 198,982 (190459) 8,523 162,998 (158,434) 4,564
Regulatory Fees 33,717 (21,902) 11,815 30,540 (24,348) 6,192
Spectrum Auction 8,680 (8,680) - 8,707 (8,707) -
Civil Monetary Penalties 255212 (254,368) 844 267,769 (266,885) 884
Other 11,697 (7,580) 4,117 10,520 (7,605) 2915
Total $ 1,738037 $§ (844267) $ 8937770 $§ 1,583,140 $§  (799331) $ 783,809

The Commitment Adjustment (COMAD) for Schools and Libraries audit receivables are subject to appeal
and are not considered final until the appeals period has lapsed, or a final determination has been issued.
The COMAD receivables for Schools and Libraries recorded an allowance rate of 96% in FY 2019 and
97% in FY 2018.

The USF accounts receivables includes $9,047 of gross receivables pertaining to criminal restitution for the
TRS. The TRS estimated the net realizable value of criminal restitution receivable to be zero and recorded
an allowance for the full amount of the receivable, $9,047.

67



Note 7 — Liabilities Not Covered by Budgetary Resources

The following summarizes Liabilities Not Covered by Budgetary Resources as of September 30, 2019 and
2018:

FY 2019 FY 2018
Intragovernmental:
FECA Liability $ 548 $ 561
Total Intragovernmental 548 561
Actuarial FECA Liability 3,118 2,984
Other:
Unfunded Leave 18,083 17,467
Engery Savings Performance Contract 7,114 7,607
Accrued Liabilities for Universal Service 489,926 524,358
Total liabilities not covered by budgetary resources 518,789 552,977
Total liabilities covered by budgetary resources 811,270 626,984
Total liabilities not requiring budgetary resources 6,112,868 4,697,044
Total Liabilities $ 7,442,927 $  5877,005

Liabilities not covered by budgetary resources are liabilities incurred that are not covered by realized
budgetary resources as of the Consolidated Balance Sheet date.

Liabilities not requiring budgetary resources are liabilities that have not in the past required, and will not in
the future require, the use of budgetary resources.
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Note 8 — Other Liabilities

The following summarizes Other Liabilities as of September 30, 2019 and 2018:

FY 2019 Non-Current Current Total
Intragovernmental

Liability to the General Fund and Other Non-Entity Assets $ - $ 3,381,997 $ 3,381,997

Other - 3214 3214
Total Intragovernmental $ - $ 3,385211 $ 3385211
Deferred Revenue $ 24,580 $ 2743397 $ 2767977
Prepaid Contributions - 57,155 57,155
Accrued Liabilities for Universal Service - 489,926 489,926
Other 6,666 34,723 41,389
Total Other $ 31,246 $ 3,325201 $ 3,356,447
FY 2018 Non-Current Current Total
Intragovernmental

Custodial Liability $ - $ 3511422 $ 3511422

Other - 2,620 2,620
Total Intragovernmental $ - $ 3,514,042 $ 3,514,042
Deferred Revenue $ 26,188 $ 1,179,525 $ 1,205,713
Prepaid Contributions - 36,252 36,252
Accrued Liabilities for Universal Service - 524,358 524,358
Other 6,880 32,091 38971
Total Other $ 33,068 $ 1,772,226 $ 1,805294

The Liability to the General Fund and Other Non-Entity Assets includes both cash collected and net
accounts receivable being held for transfer to the Treasury General Fund or other Federal agencies. In FY
2019, the presentation for Custodial liability is revised and included into “The Liability to the General Fund
and Other Non-Entity Assets.” The Commission collects the following types of custodial revenue:
spectrum auction revenue, fines and forfeitures revenue, penalty revenue on regulatory fees, and ITS
processing fees. Deferred revenue represents multi-year regulatory fees, spectrum auction revenue, or
contributor payments that have been received but not earned by the Commission.

Prepaid Contributions include USF contribution overpayments that may be refunded or used to offset future
payments. Accrued Liabilities for Universal Service Fund primarily represent anticipated future payments
for the Lifeline program, and certain support mechanisms within the High Cost program and TRS Fund.
The obligations for these subsidies are not recognized until payment files are approved in the subsequent
month. Remaining Other Liabilities primarily represent anticipated payments related to payroll and other
services, Energy Saving Performance Contract, and funds received that are being held until proper
application is determined.
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Note 9 — Commitments and Contingencies

The Commission is a party in various administrative proceedings, legal actions, and claims brought by or
against the agency. The Commission, USAC, and the Department of Justice are investigating several cases
and prosecuting others related to disbursements of Universal Service funds from its programs which might
result in future proceedings or actions. Similarly, the Commission, RL, and the Department of Justice are
investigating several cases related to the TRS funds. The complexity of these future actions precludes
management from estimating the total amount of recovery that may result.

The Commission has examined its obligations related to cancelled authority and believes it has no
outstanding commitments requiring future resources other than those as disclosed in Note 7. In addition,
there are certain operating leases and contracts that may contain provisions regarding contract termination
costs upon early contract termination. In the management’s opinion, early contract termination will not
materially affect the Commission’s consolidated financial statements.

As of September 30, 2019, the likelihood of an unfavorable outcome on all current legal cases is considered
remote and no additional disclosure is needed.

Note 10 — Funds from Dedicated Collections

The telecommunications companies in the U.S. are obligated to make contributions to the USF and the TRS
Fund. These contributions are accounted for in the Budget of the U.S. Government as the “Universal
Service Fund.” The Commission currently recognizes the contributions collected under the USF as Non-
exchange revenue on its Statement of Changes in Net Position, and the related disbursements as program
expenses on the Statement of Net Cost.

As previously discussed, the Spectrum Act requires the Commission to reimburse relocation costs
reasonably incurred by full power and Class A broadcasters and MVPDs who are involuntarily reassigned
to new channels as a result of the BIA. In FY 2018, Congress appropriated additional funding and also
expanded the universe of entities eligible for reimbursement. These reimbursement costs are accounted for
in the U.S. Budget as the “TV Broadcaster Relocation Fund,” which is funded by forward auction proceeds
and direct appropriations. The Commission recognized the reimbursement costs for the TVBRF as program
expenses on the Statement of Net Cost.

The Commission had no activity related to Gifts and Bequests in FY 2019 and FY 2018.

The following pages summarize the significant assets, liabilities, and related costs incurred related to the
USF and TVBREF as of September 30, 2019 and 2018.
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Note 10 — Funds from Dedicated Collections (Continued)

Total Funds from

Dedicated
FY 2019 TVBRF USF Collections
Balance Sheet as of September 30, 2019
Assets:
Fund Balance with Treasury $ 1,953,849 6,200,654 8,154,503
Investments - 307,899 307,899
Cash and other monetary assets - 5,437 5,437
Accounts receivable, net 297 877,363 877,660
General property, plant, and equipment, net - 23,571 23,571
Other assets - 13,024 13,024
Total assets $ 1,954,146 7,427,948 9,382,094
Liabilities:
Accounts payable $ 324,459 358,815 683,274
Deferred revenue - 10,174 10,174
Prepaid contributions - 57,155 57,155
Accrued liabilities - 489,926 489,926
Total liabilities $ 324,459 916,070 1,240,529
Unexpended Appropriations $ 982,952 - 982,952
Cumulative results of operations 646,735 6,511,878 7,158,613
Total lLabilities and net position $ 1,954,146 7,427,948 9,382,094
Statement of Net Cost for the Period Ended September 30, 2019
Net cost of operations $ 681,827 10,083,093 10,764,920
Statement of Changes in Net Position for the Period Ended September 30, 2019
Unexpended Appropriations
Total Unexpended Appropriations $ 982,952 - 982,952
Cumulative results from operations
Beginning Balances 1,311,514 6,765,745 8,077,259
Appropriations used 17,048 17,048
Non-exchange revenue - 9,829,226 9,829,226
Net cost of operations 681,827 10,083,093 10,764,920
Change in net position (664,779) (253,867) (918,646)
Cumulative results of operations 646,735 6,511,878 7,158,613
Net position $ 1,629,687 6,511,878 8,141,565
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Note 10 — Funds from Dedicated Collections (Continued)

Total Funds from

Dedicated

FY 2018 TVBRF USF Collections
Balance Sheet as of September 30, 2018
Assets:

Fund Balance with Treasury $ 2,134,077 $ 3,929,106 $ 6,063,183

Investments - 2,886,961 2,886,961

Cash and other monetary assets - 1,698 1,698

Accounts receivable, net - 774,734 774,734

General property, plant, and equipment, net - 26,737 26,737

Other assets - 18,024 18,024
Total assets $ 2,134,077 $ 7,637,260 $ 9,771,337
Liabilities:

Accounts payable $ 222,563 $ 297,810 $ 520,373

Deferred revenue - 13,095 13,095

Prepaid contributions - 36,252 36,252

Accrued liabilities - 524,358 524,358
Total Labilities $ 222.563 $ 871,515 $ 1,094,078
Unexpended Appropriations $ 600,000 $ - $ 600,000
Cumulative results of operations 1,311,514 6,765,745 8,077,259

Total liabilities