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INTRODUCTION

BACKGROUND


The Pennsylvania Public Utility Commission (PUC or Commission) created the Pennsylvania Universal Service Fund (USF) by order dated September 30, 1999, at Docket Numbers P-00991648 and P-00991649, as amended by order entered November 5, 1999, and as amended by Proposed Order Rulemaking Re: Establishing Universal Service Fund Regulations at 52 Pa. Code §§63.141 – 63.151, at Docket No. L-00000148, dated January 27, 2000, (the “Proposed Rulemaking Order”).

Pursuant to the Proposed Rulemaking Order, the PUC directed that an outside contractor be retained to assist the PUC in administering the USF until final regulations were approved and a permanent administrator could be selected through a competitive bidding process.  The Commission agreed to utilize the services of the National Exchange Carrier Association, Inc. (NECA) as the USF Interim Administrator for an interim period until a permanent administrator was selected. NECA was to act as the PUC’s fiscal agent in ensuring that all telecommunications providers complied with the Commission’s Orders and Rules and Regulations related to the USF.  This was a fiduciary relationship in which NECA collected, received, distributed and accounted for funds provided by the carriers to the USF.  By mutual agreement, NECA’s actions were to be consistent with Commissions Orders and Rules and Regulations. NECA’s responsibilities were detailed in a service purchase contract approved by the Commission on February 10, 2000, at Docket No. M-00001337.

The interim administration personal service contract requires NECA to maintain all books, documents, payrolls, papers, accounting records and other evidence pertaining to costs incurred under this agreement and to make them available at reasonable times during the period of this contract and for three years thereafter for inspection by any authorized representative of the State or Federal government.  The State, by any authorized representative, has the right at all reasonable times, to inspect or otherwise evaluate the work performed or being performed under this contract.  

OBJECTIVES AND SCOPE

The general objective of this audit, conducted by Commission’s Bureau of Audits (Audit Staff), was to examine the USF’s financial statements (as prepared by NECA) documenting the financial position and performance of the USF during the interim period from April 1, 2000 through July 31, 2001.  The USF’s financial statements consist of the following:

· STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCE

· STATEMENT OF CHANGES IN FUND BALANCE

· STATEMENT OF CASH FLOWS

The scope of the audit was focused on the fairness of the USF financial statements.  The Audit Staff also performed a review of the systems and procedures utilized to capture and account for the transactions processed to produce those statements.  The Audit Staff obtained the USF General Ledger, which detailed USF payments, as well as electronic spreadsheet files of cash receipts (contributions) and late payment charges.  In addition, the Audit Staff obtained electronic spreadsheet files of authorized amounts from the Commission Staff responsible for assisting NECA in calculating the amounts to be received from and disbursed to the applicable telecommunication companies operating within the State of Pennsylvania.

The Audit Staff performed tests to determine that:

· The USF books included contributions from all the applicable telecommunications companies required to pay into the USF and that the contributions were in amounts as approved by the Commission.

· All USF contributions received by NECA were appropriately deposited into Pennsylvania USF accounts.

· NECA made all required disbursements to the appropriate telecommunications companies and amounts disbursed were as authorized by the Commission.

· Late payment charges were calculated in accordance with the Commission authorized methodology.

· Amounts disbursed as administrative fees to NECA were in accordance with the approved service purchase contract.

· The USF cash and investment balances as recorded on its books of account agreed with outside bank and investment accounts.

· The USF investments were made in accordance with NECA’s investment policy and in accordance with the service purchase contract with the Commission.
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COMMONWEALTH OF PENNSYLVANIA

PENNSYLVANIA PUBLIC UTILITY COMMISSION

P.O. BOX 3265, HARRISBURG, PA 17105-3265
IN REPLY PLEASE  

ADVANCE \U 3.60REFER TO OUR FILE

AUDITOR’S REPORT

To the Public Utility Commission

We have audited the Statement of Assets, Liabilities and Fund Balance as of July 31, 2001, and the related Statement of Changes in Fund Balance and Statement of Cash Flows, for the 16 months ended July 31, 2001 issued by the National Exchange Carrier Association (NECA) for the Pennsylvania Universal Service Fund.  These financial statements are the responsibility of NECA management.  Our responsibility is to express an opinion on these statements based on our audit.  

We conducted our audit of these financial statements in accordance with generally accepted auditing standards.  These standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements referred to above.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

The accompanying financial statements were prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission governing the collection of contributions and disbursement of funds by the Pennsylvania Universal Service Fund.  In our opinion, these statements fairly present, in all material respects, the financial position of the Pennsylvania Universal Service Fund as of July 31, 2001.









Thomas E. Sheets, CPA









Director of Audits

Harrisburg, Pennsylvania
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STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCE



















AS OF JULY 31, 2001



















(in thousands)































ASSETS














CURRENT ASSETS:










Cash and cash equivalents (Note 2)






 $     2,584 


Receivable from contributors






          228 


Prepaid expenses and interest receivable






              7 



Total assets





 $     2,819 













LIABILITIES AND FUND BALANCE

















LIABILITIES:










Payable to service providers (Note 2)






 $     2,463 


Payable to contributors



             44


Deferred revenue (Note 2)



             68 



Total liabilities





 $     2,575 












Fund balance






          244 



Total liabilities and fund balance





 $     2,819 





















The accompanying notes are an integral part of these financial statements.
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STATEMENT OF CHANGES IN FUND BALANCE

















FOR THE PERIOD APRIL 1, 2000 THROUGH JULY 31, 2001

















(in thousands)


























ADDITIONS TO FUND BALANCE



Amounts assessed contributors (Note 3)





 $   37,770 


Interest income
          251 



Total additions




  $   38,021 










DEDUCTIONS FROM FUND BALANCE



Amounts paid and due to service providers (Note 4)





   $   37,577 


Administrative costs (Note 5)





          200 



Total deductions




  $   37,777 












Net change in fund balance




          244 










FUND BALANCE, beginning of period
 $            0   










FUND BALANCE, end of period
 $        244 




























The accompanying notes are an integral part of these financial statements.
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STATEMENT OF CASH FLOWS



















FOR THE PERIOD APRIL 1, 2000 THROUGH JULY 31, 2001



















(in thousands)





























CASH FLOWS FROM OPERATING ACTIVITIES:



Cash received from contributors






$  37,654      


Cash paid to service providers
   (35,114)


Cash paid for administrative costs






        (202)


Interest received






         246 



Net cash provided by operating activities





$    2,584 











CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD







          -   











CASH AND CASH EQUIVALENTS AT END OF PERIOD
 $   2,584 





















RECONCILIATION OF NET CASH PROVIDED BY OPERATING










ACTIVITIES:









Net increase in fund balance
 $     244 


Adjustments to reconcile net increase in fund balance to net










cash provided by operating activities -










(Increase) in receivable from contributors
       (228)




(Increase) in interest receivable
           (5)




(Increase) in prepaid expenses
           (2)




Increase in payable to service providers
     2,463 




Increase in payable to contributors
          44 




Increase in deferred revenue




          68 













Net cash provided by operating activities





 $   2,584 





















The accompanying notes are an integral part of these financial statements.









PENNSYLVANIA UNIVERSAL SERVICE FUND

NOTES TO THE FINANCIAL STATEMENTS

FOR THE PERIOD APRIL 1, 2000 THROUGH JULY 31, 2001

(1)
GENERAL:

On September 30,1999, the Pennsylvania Public Utility Commission (PPUC) issued an Order at Docket Nos. P-00991648 and P-00991649 (hereafter “Global Order”), as amended by the Order entered November 5, 1999, and as amended by the Proposed Order in Rulemaking Re: Establishing Universal Service Fund Regulations at 52 Pa.Code §§63.141-63.151, Docket No. L-00000148, (1/27/00), to create the Pennsylvania Universal Service Fund (PUSF). The PUSF was established in an effort to both reduce and restructure access charges and further the opportunity for development of local competition. The PUSF is a means to reduce access and toll rates for the ultimate benefit of the end-user and to encourage greater toll competition, while enabling carriers to continue to preserve the affordability of local service rates. 


The PUSF is funded by an assessment on all telecommunications service providers that provide intrastate telecommunications services (excluding wireless carriers) and is paid, via a monthly remittance advice, to the National Exchange Carrier Association, Inc. (NECA), which in February 2000, was selected by the PPUC to act as Interim Administrator of the Fund. Carriers contribute a fixed monthly PUSF assessment amount based on company-specific factors.  Eligible recipients receive fixed monthly support payments from the PUSF as approved by the PPUC.


(2)
ACCOUNTING POLICIES:



Basis of Presentation-

The accompanying financial statements have been prepared on the accrual basis for the periods presented.  



Cash & Cash Equivalents-


All highly liquid securities, purchased with a maturity of three months or less, are considered cash equivalents. Interest is credited to the PUSF when earned and the investment rate for the Fiscal Periods 2000/2001 averaged 5.95%.


Use of Estimates-

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expense during the reporting period.  Actual results could differ from those estimates.

(3)
AMOUNTS RECEIVED FROM CONTRIBUTORS:


Amounts received from contributors are net of Universal Service support payments to qualified recipients. The gross assessments for Fiscal Periods 2000/2001 were $42,317,327, with actual receipts of $37,653,982. The difference between the gross assessments and the actual receipts is the result of the carrier netting process.

(4)
DISBURSEMENTS TO USF PROGRAMS:
Universal Service disbursements to the qualified recipients are made by NECA as directed by the PPUC. The authorized Universal Service support payable to the qualified recipients for Fiscal Periods 2000/2001 was $39,600,977, with actual disbursements at $35,113,553. The difference between the authorized Universal Service support payable and the actual disbursements is the result of the carrier netting process. 

(5)
ADMINISTRATIVE COSTS:


In accordance with the Contract between NECA and the PPUC, NECA is reimbursed under a fixed amount each month plus any allowable variable costs, as defined.  Such variable costs include any trips in excess of one person-trip per fiscal year, on-site carrier reviews, and other reasonable and necessary expenses incurred by NECA in performance of services. These necessary expenses could include payments to an independent accountant for an annual audit, extraordinary legal work provided by external counsel and taxes, application fees, licensing fees, and similar expenses.  During Fiscal 2000/2001, the fixed costs amounted to $199,600, which includes one-time PUSF development costs totaling $31,300. 

(6)
TAXES:

These financial statements present the activities of the PUSF.  For Federal and State income tax purposes, the activities as reflected in the accompanying financial statements are included in NECA’s consolidated income tax filings with Federal and State authorities.  Therefore, no provisions for Federal or State income taxes have been reflected in the accompanying financial statements. 


Currently, no sales, use, gross receipts or any other taxes are imposed, and therefore no taxes are disclosed in the financial statements.  Should any Federal, State or Local tax authorities determine that such taxes (including interest, penalties, and surcharges thereon) are due from the PUSF, the PPUC, per the Contract, has agreed that the PUSF shall indemnify and hold NECA harmless from and against liability of loss resulting from any tax, penalties, interest, additions to tax, surcharges or other charges assessed on the PUSF.

FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

FINDING AND CONCLUSION NO. 1 – The accounting for and reporting of accounts receivable and revenue transactions are inaccurate.

Applicable Pennsylvania telecommunications carriers report their USF assessment payments monthly by filing a “worksheet”.  Worksheets are provided to the carriers with each change to the contribution amount and are available on NECA’s web-site.  The worksheet indicates the applicable month of the remittance, carrier identification, assessed amount, changes in carrier status, and a certification by an officer of the carrier.  Worksheets along with corresponding remittances can be filed monthly, quarterly or annually.  

NECA uses two data systems to record USF transactions.  One is a financial accounting system, which includes general ledger, accounts receivable and accounts payable applications.  The other is an in-house system developed on Microsoft Access database software (MSAccess).  

Worksheet data is input into the MSAccess system by NECA State USF staff.  NECA’s Finance group inputs payment information into the financial accounting system’s accounts receivable application.  This accounts receivable application is integrated with the financial accounting system’s general ledger application.  The MSAccess system provides the revenue/accounts receivable transaction input into the financial accounting system’s accounts receivable application via an electronic upload.  The State USF staff only records a revenue/accounts receivable transaction in its MSAccess system when the applicable telecommunications carrier files a worksheet.  If a carrier fails to provide a worksheet (regardless of whether a remittance was sent to NECA) no revenue/accounts receivable transaction is recorded within the MSAccess system, and thus no transaction via upload is included in the general ledger for the particular carrier.  Further, if a carrier files a quarterly or annual worksheet, the entire amount is uploaded as revenue. 

NECA’s USF procedures are based on procedures that were developed over time to administer other state and federal Universal Service Funds.  For example, another state has an USF for which the funding is based on a carrier’s historic actual monthly revenue.  Accordingly, each month a carrier files a worksheet indicating the base month’s actual revenues and computation of the amount it owes for that month.  The amount due thus varies monthly based on its revenue fluctuations.  In the case of other states’ USFs, NECA is not aware of a carrier’s monthly assessment amount until the carrier files a worksheet, and thus can not record the actual USF revenues until such time as a worksheet is received.  However, in Pennsylvania, the monthly assessment (or contribution) is based on a full prior year’s revenue and is a fixed monthly amount until the fund’s contribution rate is changed (at least annually).  Thus, for Pennsylvania’s fund, NECA actually informs the carriers of their monthly assessment amounts, and therefore has all the necessary information to record revenues without needing a worksheet.
Accounting standards require that the economic substance of transactions be recorded in a company’s books of original entry.  Telecommunications companies doing business in the State of Pennsylvania are required to pay into the Universal Service Fund a fixed monthly amount as determined in accordance with PUC regulations.  Consequently, there should be an accounts receivable transaction recorded for all applicable telecommunications companies regardless of whether they are filing worksheets and actually making payments.  In the case of carriers who did not file worksheets and did not make payments, the accounts receivable is understated.  In the case of carriers who did not file a worksheet but made a payment, the account receivable for that carrier erroneously indicates a credit balance.  In the case of carriers filing quarterly or annual worksheets, revenue reported for the period is overstated each month until the end of the payment period.

NECA should modify its procedures to ensure the proper accounting for USF transactions, by processing amounts applicable to all telecommunications companies required to file worksheets regardless of whether or not they actually file them.  Alternatively, NECA could eliminate the MSAccess system and utilize the financial accounting system to record or accrue an accounts receivable in the general ledger for those companies required to file worksheets, but fail to do so.  

STAFF’S RECOMMENDATION - Modify system procedures to ensure the proper accounting for all USF transactions.

AUDITOR’S NOTE - NECA agrees with this recommendation and will make the appropriate changes.

FINDING AND CONCLUSION NO. 2 – The Universal Service Fund’s financial statements for the period ended July 31, 2001, did not initially reflect the proper accounts receivable and prepaid revenue balances.
The draft USF financial statements provided to the Commission by NECA in August 2001 included a Statement of Assets, Liabilities and Fund Balance as of July 31, 2001, and a statement of Changes in fund Balance for the period April 1, 2000 through July 31, 2001.  The Statement of Assets, Liabilities and Fund Balance showed a net accounts receivable balance that was composed of accounts having both positive (amounts due) and negative (prepayments and overpayments) balances.  Additionally, the Statement of Changes in Fund Balance for the period April 1, 2000 through July 31, 2001 reflected amounts assessed to contributors that related to periods beyond the July 31, 2001 statement date.
Generally accepted accounting principles (GAAP) require accounts receivable with credit balances to be presented in financial statements as an accounts payable (liability) if the credit balance resulted from an overpayment. GAAP also requires that contributions related to periods beyond the statement date not be reported on the statement of changes in fund balance for the period at issue.  

In our opinion, NECA’s lack of a specific accounting policy requiring financial statements for external parties to be based on GAAP resulted in the release of initial financial statements that were misleading with respect to accounts receivable, assessments to contributors received in advance, and amounts assessed to contributors. 

STAFF’S RECOMMENDATION - Establish an accounting procedure to ensure that financial statements provided to external parties are prepared in accordance with generally accepted accounting principles.

AUDITOR’S NOTE - During the conduct of our audit, NECA agreed with our concerns regarding statement presentation and accordingly revised its final financial statements by reclassifying the account balances.  The revised statements, as presented in this report, reflect the appropriate balances for accounts receivable, assessments to contributors received in advance, and amounts assessed to contributors.
FINDING AND CONCLUSION NO. 3 – Late payment charges are not always calculated in accordance with the authorized procedure.

According to USF procedures approved by the Commission, carriers who are delinquent in their payments are assessed a late payment charge at the rate of 18% per year.  The late payment charge is assessed on a per-day basis at the rate of .05% per day for every day payments are not made after the remittance due date.  The remittance due date is the 15th of the month.  However, NECA policy allows a grace period of five days. Thus, a carrier payment received by the 20th of the month is considered on time.  Payments received after the 20th are considered late, with the late payment charge calculated from the 15th of the month.  NECA uses an in-house computer program it developed using Microsoft Access database software to calculate the late payment charges.

Our testing of a sample of late payment charges indicated that, in some cases, the late payment charge was calculated from the 14th of the month or one day before the actual due date.  Late payment charges should be calculated on the basis of the Commission-approved methodology.  The incorrect late payment charges appear to be due to how the computer program was set up to calculate the charges.  

We do not consider the overstated late payment charges to be material because total late payment charges were only about $27,000 for the 16-month period ended July 31, 2001.  Nevertheless, the situation should be corrected.  Calculations of late payment charges in accordance with the Commission-approved methodology could be achieved by revising the MSAccess system or by utilizing other computer software.

STAFF’S RECOMMENDATION -  Make process changes as necessary to assure that all late payment charges are calculated correctly.

AUDITOR’S NOTE - NECA agrees with this recommendation and will make the appropriate changes.

FINDING AND CONCLUSION NO. 4 – Controls over input of lock box receipt data into the MSAccess database system need to be improved to ensure proper calculation of late payment charges.
Mellon Bank receives carrier remittance worksheets and payments for the USF.  Mellon deposits the payments into a lockbox and on a daily basis sends the remittance worksheets and a lockbox report of the day’s receipts to NECA.  NECA’s Finance group reconciles the payments to the worksheets and writes the company codes and company names on the lockbox report.  The lockbox report is then forwarded to NECA’s State USF staff.  The State staff reviews the worksheets and lockbox report for accuracy and completeness and enters the data into the MSAccess database system. 

After data entry is completed, the applicable period, lockbox date, employee initials, and the date of entry is indicated on the worksheet.  The remittance amount entered in the system is then compared to the amount reported by the carrier on the worksheet to ensure accurate input of amounts.  Although NECA’s USF staff use batch control totals to verify amounts input into the system, a control total of all carrier amounts entered for a particular lockbox date are not compared to the daily Mellon lockbox report total.

During our audit, we noted several incorrectly entered lockbox dates that resulted in erroneous late payment charges, which subsequently had to be corrected. Controls to ensure the accuracy of all data input should be in place.  A comparison of the total receipts for a given day to the total amount indicated on the daily lockbox report would ensure that the data for each lockbox date was entered correctly.

STAFF’S RECOMMENDATION - Develop a procedure that proofs the total amount of remittances entered for a particular day to the daily lockbox report total.  

AUDITOR’S NOTE - NECA agrees with this recommendation and will make the appropriate changes.

FINDING AND CONCLUSION NO. 5 – The monthly status report provided to the Commission by NECA is incomplete.
NECA provides a monthly financial status report to enable the Commission to monitor USF fund activity.  This report includes a Statement of Fund Performance, which indicates the cash received from contributors, interest income received, cash disbursed for the carrier support payments, cash disbursed for administration fees, and the month end fund balance.  The report also details, by carrier, the amount of support disbursements made and indicates the daily interest earned on investments.  In addition, a schedule of delinquent payers/non-compliant carriers is included.  

The monthly status report does not provide any compilation of information on carriers who have been dropped (or removed) from the fund and thus are no longer contributing to the fund.  The Commission notifies NECA of all carriers who are to be removed from the fund.  Carriers are removed from the fund for various reasons, such as, revocation of their certificate for voluntary abandonment of service, bankruptcy, etc. 

The Commission needs enough information to properly monitor the USF activity and status.  Without adequate information regarding the future revenue and cash flow impact of carriers leaving the fund, it is difficult to accurately determine the financial health of the fund.  Most importantly, there is an increased risk of the fund not having enough cash at some point to cover monthly support payments to carriers. 

STAFF’S RECOMMENDATION - Expand the monthly status report to the Commission to include a cumulative annual list of carriers removed from the fund.  Include a year to date schedule, detailed by carrier, of the total amounts written off.  In addition, a schedule of current fund year discontinued assessments and a forecast of the monthly and remainder of the year reductions in contributions to the fund should be provided.
AUDITOR’S NOTE - NECA agrees with this recommendation and will make the appropriate changes.

FINDING AND CONCLUSION NO. 6 – NECA’s cash forecasting procedures for the USF are insufficient.

Carrier contributions are received either through the USF Mellon Bank lockbox or wired directly to NECA’s USF Mellon Bank cash account.  On a daily basis NECA’s Finance department produces a cash balance report and an accounts payable report.  If the balance in the cash account less the amount of outstanding accounts payable is greater than $100,000; cash is moved into USF’s Fidelity Money Market account in order to maintain the balance below the $100,000 FDIC insurance threshold.  Monthly, money is moved from the Fidelity account into the cash account to cover carrier support payments that are either made by check or wired directly to the carriers account.  

The Finance Department is responsible for monitoring the cash balances and for cash forecasting.  NECA’s procedures specifically provide:

“NECA USF staff will constantly monitor fund levels to ensure they do not fall below the level necessary to pay all amounts due.  Any shortfall in disbursements will be repaid as soon as funds are once again available.  If a shortfall is anticipated to continue for more than two months, NECA will calculate and propose a new assessment rate for adoption by the Commission”.  

In addition to these NECA procedures requiring funds to be available for the monthly carrier support payments, the Commission’s USF regulations at 52 Pa. Code §63.167(9) as approved at Public Meeting of March 22, 2001, at Docket No. L‑00000148, provide that the administrator (NECA) promptly advise the Commission when any potential Fund shortfall is projected.  On September 6, 2001, subsequent to the end of the fiscal period subject to our audit, but during the conduct of our fieldwork, NECA notified the Commission that the USF’s cash balance was not sufficient to meet the September 1, 2001 carrier support payments.  The lack of adequate funds to make the monthly support payment disbursements occurred without sufficient warning.  This shortfall initially resulted in partial payments to most carriers for September and a need to borrow funds.  Moreover, it required the Commission to order a 23% increase to USF assessment rates for the period October 2001 through December 2001.  Based upon our review, it appears that the shortfall resulted from confusion as to whom among NECA’s staff is responsible for USF cash management and forecasting.  

STAFF’S RECOMMENDATION - Assign specific responsibility for the preparation of a monthly cash forecast and analysis.  This will help to ensure that funds are available to make carrier support payments throughout the fiscal period and that the Commission is timely notified when contribution rate changes are necessary.

AUDITOR’S NOTE - NECA agrees with this recommendation and will make the appropriate changes.

FINDING AND CONCLUSION NO. 7 – The Non-compliant/Delinquent Payers Report provided to the PUC to monitor fund activity is misleading.

NECA provides a Non-compliant/Delinquent Payers report to the Commission as part of the monthly status report and periodically to Commission legal staff pursuing delinquent payers.  This report indicates the carrier’s name and address, the due date of each late payment, the assessed amount, the length of time the amount has been unpaid, and the applicable late payment charges. 

To perform collection activities properly, the Commission staff needs interim reports that provide the name and identification numbers of delinquent payers, the delinquent amounts and the length of time the delinquent amounts are outstanding.  However, the current report provided by NECA does not actually include only late payers, but provides a list of carriers who have not filed a worksheet for a particular month, or months, regardless of whether or not they made a payment (see Finding and Conclusion No. 1).  Furthermore, the late payment charges indicated on this report are not actually recorded in NECA’s books of account.

The MSAccess database system discussed in Finding and Conclusion No. 1 is used to produce the report with the receipt of carrier worksheets driving the system entries.  Carriers who do not file a worksheet (whether or not they make a payment) appear on the Non-compliant/Delinquent Payers report.  A carrier’s subsequent submission of a worksheet results in a late payment charge appearing on the report; but the charge is not actually applied to the carrier’s account if, in fact, the payment was timely received and only the worksheet was delinquent.  In addition, if no worksheet is received from carriers who have paid, an incorrect outstanding balance continues to appear on the report.  This has resulted in the Commission staff expending effort to follow up on delinquencies that do not actually exist and has confused some of the contacted carriers.

STAFF’S RECOMMENDATION - Revise the interim delinquent payer report to include only those carriers with outstanding balances.  Establish another report to provide details of late payment charges actually assessed and recorded in NECA’s books of account.    

AUDITOR’S NOTE - NECA agrees with this recommendation and will make the appropriate changes.

FINDING AND CONCLUSION NO. 8 - Monthly Statements of Account sent to the carriers can be misleading. 

NECA’s Finance Department produces monthly account statements for each carrier.  The Finance Department reviews these statements for accuracy before sending them to the USF staff and works with the USF staff to analyze problems that the Finance Department is not able to resolve.  NECA’s procedures call for mailing monthly account statements to all carriers that have a non-zero balance.  When the carrier has a credit balance, a note is included on the statement indicating that the carrier should use the credit as a payment reduction to its next remittance.  

During our audit, we noted that carriers with credit balances were receiving statements in accordance with NECA procedures.  However, in many cases, the credit balance was due to the carriers not filing a worksheet.  As mentioned previously in Finding and Conclusion No.1, the carrier’s payment transaction is not recorded until a worksheet is received.  In addition, as mentioned in Finding and Conclusion No. 7, a carrier appears on the Non-compliant report and becomes subject to the Commission’s delinquent payment collection efforts when it does not file a worksheet. 

Account statements should be accurate and provide the carriers with sufficient information to determine if a balance is actually due or if a credit is actually available to be applied to subsequent month’s contributions.  Misleading and confusing carrier account statements have caused carriers to incorrectly believe that no subsequent month’s payment was necessary, and therefore resulted in unnecessary collection efforts by Commission staff.

STAFF’S RECOMMENDATION - Modify the monthly carrier account statement process to record all transactions regardless of whether or not worksheets are received.  

AUDITOR’S NOTE - NECA agrees with this recommendation and will make the appropriate changes.
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