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MEMORANDUM

DATE: November 15, 2006
TO: Chairman
FROM: Inspector General

SUBJECT: Report on Audits of the Federal Communications Commission’s Financial
Statements for Fiscal Years 2005 and 2006

In accordance with the Accountability of Tax Dollars Act of 2002 (Pub. L. 107-289), the
Office of Inspector General engaged the independent certified public accounting firm of
Clifton Gunderson, L.L.P. (Clifton Gunderson) to audit the fiscal year 2006 and 2005
financial statements of the Federal Communications Commission (FCC). The fiscal year
2005 financial statements were audited by Clifton Gunderson whose report, dated
November 1, 2005, contained a disclaimer of opinion on the financial statements. The

contract required that the audit be performed according to generally accepted government
auditing standards.

Appended to this report are: the Independent Auditors’ Report (opinion on FCC’s
financial statements, report on internal controls, and report on compliance laws and
regulations) and the FCC’s financial 2006 statements. Under Federal Accounting
Standards Advisory Board (FASAB) standards, a general-purpose federal financial report
must include, a supplementary information section devoted to management’s discussion
and analysis (MD&A) of the financial statements and information related thereto. The
FCC’s Chief Financial Officer plans to publish a separate annual report for fiscal year
2006 that conforms to FASAB standards. The MD&A is not included in this report
because of its length.

In its Fiscal Year 2006 audit of the FCC, Clifton Gunderson found that:

e the FCC’s fiscal year 2006 financial statements were fairly presented, in all
material respects, and were in conformity with United States generally accepted
accounting principles;

e there are no material weaknesses in the FCC’s internal control; and

o there were three (3) reportable instances of noncompliance with laws and
regulations were identified on the basis of Clifton Gunderson's auditing tests



Clifton Gunderson is wholly responsible for the attached auditors’ report dated
November 14, 2006 and the conclusions expressed therein. We do not express an opinion
on the FCC’s financial statements, or Clifton Gunderson’s conclusions on the FCC’s
internal controls or on the extent to which the FCC is in compliance with applicable laws
and regulations.

We very much appreciate the courtesies and cooperation extended to the Clifton
Gunderson and my staff by the Office of Managing Director during the conduct of this
audit.

Sincerely,
Pl o
o |
Kent R. Nilsson

cc: Chief of Staff
Managing Director
Chief Financial Officer
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SECTION | INDEPENDENT AUDITOR’S REPORT

Independent Auditor’'s Report

To the Inspector General of the
Federal Communications Commission

We have audited the accompanying consolidated balaheets of the Federal Communications
Commission (FCC) as of September 30, 2006 (fiseat 006) and 2005 (fiscal year 2005), and
the related consolidated statements of net coafgas in net position, financing, and combined
statements of budgetary resources, and custodi@itador the years then ended (hereinafter
collectively referred to as the “consolidated fio@h statements”). These consolidated financial
statements are the responsibility of the FCC’s gameent. Our responsibility is to express an
opinion on these consolidated financial statembeas®d on our audits.

Except as explained in the following paragraph, a@aducted our audits in accordance with
auditing standards generally accepted in the Urtiedes of America; the standards applicable
to financial audits contained iGovernment Auditing Standardssued by the Comptroller
General of the United States; and Office of Managi@nand Budget (OMB) Bulletin No. 06-03,
Audit Requirements for Federal Financial Statemeftsose standards require that we plan and
perform our audit to obtain reasonable assuranaaitatvhether the consolidated financial
statements are free of material misstatement. Wéditancludes examining, on a test basis,
evidence supporting the amounts and disclosuréseirconsolidated financial statements. An
audit also includes assessing the accounting piesiused and significant estimates made by
management, as well as evaluating the overall fi@hstatements’ presentation. We believe our
audits provide a reasonable basis for our opinion.

The scope of our examination in fiscal year 2005 iiaited because the FCC could not provide
a representation letter signed by management whtine auditor’s view, is responsible for and
knowledgeable, directly or through others, abowt rimatters in the representation letter. As a
result, we did not obtain sufficient, competentidential matter for applying audit procedures
necessary to conduct an audit in accordance withtiag standards generally accepted in the
United States of America and the standards appécab financial audits contained in
Government Auditing Standardead OMB Bulletin No. 06-03.

Because of the matter discussed in the precedinagrph, the scope of our work was not
sufficient to enable us to express, and we do rptess, an opinion on the FCC’s consolidated
financial statements for the fiscal year ended &aper 30, 2005.
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In our opinion, the consolidated financial statetaeior fiscal year 2006 present fairly, in all
material respects, the financial position of theCF&s of September 30, 2006, and the related
statements of net costs, changes in net positiodgdiary resources, custodial activity, and
reconciliation of net costs to budgetary obligasiofor the year then ended, in conformity with
accounting principles generally accepted in thetéthBtates of America.

In accordance withGovernment Auditing Standardeve have also issued our reports dated
November 1, 2006 on our consideration of the FQ@tsrnal control over financial reporting,
and on our tests of the FCC’s compliance with aernpeovisions of laws and regulations and
other matters. The purpose of those reports @eBeribe the scope of our testing of internal
control over financial reporting and compliance émel results of that testing, and not to provide
an opinion on the internal control over financi@porting or on compliance. Those reports are
an integral part of our audit performed in accomawith Government Auditing Standardsd
should be considered in assessing the resultsrcfualit.

Our audits were made for the purpose of formingopmion on the basic financial statements
taken as a whole. The Management Discussion andlysia required supplementary
information and other accompanying information eami& wide range of data, some of which is
not directly related to the financial statement§¥e do not express an opinion on this
information. However, we compared this informatifor consistency with the financial
statements and discussed the methods of measuramgpresentation with the FCC officials.
Based on this limited work, we found no materiaansistencies with the financial statements or
nonconformance with OMB guidance.

%WAL/A

Calverton, Maryland
November 1, 2006

06-AUD-06-03 REPORT ON THE FEDERAL COMMUNICATIONS aBe 2
COMMISSION'S FY 2006 FINANCIAL STATEMENTS



SECTION I INDEPENDENT AUDITOR’S REPORT ON COMPLIA NCE AND
OTHER MATTERS

Independent Auditor’s Report on Compliance and Othe Matters

To the Inspector General of the
Federal Communications Commission

We have audited the financial statements of thefRédCommunications Commission (FCC) as
of, and for the year ended September 30, 2006, reav& issued our report thereon dated
November 1, 2006. We conducted our audit in acwrd with the auditing standards generally
accepted in the United States of America; the stedsdapplicable to financial audits contained
in Government Auditing Standardssued by the Comptroller General of the UnitedeStaand,
Office of Management and Budget (OMB) Bulletin 08-®udit Requirements for Federal
Financial Statements.

The management of the FCC is responsible for comgplwith laws and regulations applicable
to the FCC. As part of obtaining reasonable asmeraabout whether the FCC’s financial
statements are free of material misstatements,asermed tests of the FCC’s compliance with
certain provisions of laws and regulations, non-pliamce with which could have a direct and
material effect on the determination of financildtesment amounts. We limited our tests of
compliance to these provisions and we did not ¢estpliance with all laws and regulations
applicable to the FCC.

The results of our tests of compliance with lawsl aegulations described in the preceding
paragraph, disclosed instances of non-compliantle the following laws and regulations that
are required to be reported un@rvernment Auditing Standardsd OMB Bulletin No. 06-03,
Audit Requirements for Federal Financial Statementsch are described below.

OMB Circular No. A-127, Financial Management Systems

OMB Circular No. A-127 prescribes policies and skamls for executive departments and
agencies to follow in developing, operating, evahg and reporting on financial management
systems. The policies and standards includedf@ning areas:

» Integrated Financial Management System.

> Application of the Standard General Ledger at tren$action Level.
» Federal Accounting Standards.

» Financial Reporting.
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» Budget Reporting.

» Functional Requirements.

» Computer Security Requirements.

» Documentation, Internal controls, training and useyport and maintenance.

In fiscal 2006, as in prior years, the FCC did fudty meet the above criteria as explained in
more detail in our Independent Auditor’'s Reportloternal Control (IC Report). The key items
we identified include:

» The FCC reporting components’ financial managemsgstems do not fully comply with the
requirement of the standard general ledger to deaoctivity at the transaction level.

» The FCC'’s financial information system is not fuliytegrated. Data comes from various
subsystems and spreadsheet programs for the atwpumpreparing, and reporting of
financial statements.

» The reviews of financial management systems coeduby the FCC did not fully comply
with the requirements of Section 7 of the OMB ClacuNo. A-127, Financial Management
Systems Requirements, to determine whether theyt rtte® functional requirements
established by OMB’s Office of Federal Financialfdgement (OFFM).

OMB Circular No. A-129, Policiesfor Federal Credit Programs and Non-Tax Receivables

Between 1993 and 1995, the FCC offered specialnimg arrangements to assist small
entrepreneurs to obtain licenses. The NarrowbardoRal Communication Services licensees
were allowed to make installment payments on theameing balance of their licenses over a 10-
year period after an initial 20% down-payment. Sehenstallment payments were not reported
under the Federal Credit Reform Act until Fiscablr@997 when OMB advised FCC to report
these installments payments as “direct loans.”ir@atl loan is defined in Sec. 502 of the Federal
Credit Reform Act as a disbursement of funds by Gowernment to a non-Federal borrower
under a contract that requires repayment of suctdsfuwith or without interest. These
Narrowband licenses did not have installment payrp&an notes stating the loan amounts and
terms at origination. In addition, security agreens were not issued by the FCC for this block
of loans. The total outstanding balance for tHes@s was $78 million as of June 30, 2006.
There have been no new Narrowband loans issued atrieast fiscal year 1997.

OMB Circular No. A-129, Section Ill, Loan Documetitd, states “Loan origination files
should contain loan applications, credit bureawresp credit analyses, loan contracts, and other
documents necessary to conform to private secdodstds for that type of loan.” Additionally,
Section IV, Loan Servicing Requirements, states tApproved loan files (or other systems of
records) shall contain adequate up-to-date infaonaeflecting the terms and conditions of the
loan, payment history, including occurrences ofrdplencies and defaults, and any subsequent
loan actions which result in payment deferralsneafcing or rescheduling.”
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Debt Collection Improvement Act of 1996 (DCIA)

In accordance with thBebt Collection Improvement Act of 1996e FCC is required to refer
eligible receivables that are delinquent to Treadsar collection or offset. Eligible receivables
include those that are not the subject of litigaticelated to foreclosure proceedings, or from
organizations in bankruptcy. The FCC’s Treasurpdeon Receivables ,for administrative
receivables, submitted to the Department of theaduey as of June 30, 2006, disclosed that no
amounts have been referred for off-set and onl§ $éllion of the $92.9 million of receivables
was referred to the Department of the Treasurycfoss-servicing. Further, the FCC did not
perform an annual computer match of their delind=siots with records of Federal employees
as required by the DCIA. See IC Report, Sectionfl a more detailed explanation.

kkkkkkkkkkkkkkkkkkkhkkhkkhkkkkkkkkk

We also noted certain immaterial instances of nompimnce that we have reported to
management of FCC in a separate letter dated Noeinl2006.

Providing an opinion on compliance with certain\pseons of laws and regulations was not an
objective of our audit, and, accordingly, we do exgpress such an opinion.

This report is intended solely for the informatiand use of the management of FCC, FCC
Office of Inspector General, GAO, OMB and Congresx] is not intended to be and should not
be used by anyone other than these specified partie

Cyfrzn. Kowrectbraon_ L) A

Calverton, Maryland
November 1, 2006
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Independent Auditor’s Report on Internal Control

To the Inspector General of the
Federal Communications Commission

We have audited the financial statements of thefédCommunications Commission (FCC) as
of and for the year ended September 30, 2006 ané ssued our report thereon dated
November 1, 2006. We conducted our audit in acwrd with the auditing standards generally
accepted in the United States of America; the stedsdapplicable to financial audits contained
in Government Auditing Standardssued by the Comptroller General of the UnitedeStaand,
Office of Management and Budget (OMB) Bulletin 08-®Rudit Requirements for Federal
Financial Statements.

In planning and performing our audit, we considetfegl FCC’s internal control over financial
reporting by obtaining an understanding of the FC@ternal control, determining whether
internal controls had been placed in operationessssg control risk, and performing tests of
controls in order to determine our auditing proceduor the purpose of expressing our opinion
on the financial statements. We limited our in&igontrol testing to those controls necessary to
achieve the objectives described in OMB Bulletin. 96-03, Audit Requirements for Federal
Financial Statements We did not test all internal controls relevamtaperating objectives as
broadly defined by th&ederal Managers’ Financial Integrity AGEMFIA) (31 U.S.C. 3512),
such as those controls relevant to ensuring effi@@erations. The objective of our engagement
was not to provide assurance on internal cont@ansequently, we do not provide an opinion on
internal control.

Our consideration of the internal control over fin&l reporting would not necessarily disclose
all matters in the internal control over financiaporting that might be reportable conditions.
Under standards issued by the American Institut€eaitified Public Accountants, reportable
conditions are matters coming to our attentiontirgeto significant deficiencies in the design or
operation of the internal control that, in our jutent, could adversely affect the agency’s ability
to record, process, summarize, and report finand&h consistent with the assertions by
management in the financial statements. Materadkmesses are reportable conditions in which
the design or operation of one or more of the makcontrol components does not reduce to a
relatively low level the risk that misstatementssed by error or fraud in amounts that would be
material in relation to the financial statementsneaudited may occur and not be detected
within a timely period by employees in the normalicse of performing their assigned functions.

Because of inherent limitations in internal corgrahisstatements, losses, or noncompliance may
nevertheless occur and not be detected. Howewemated certain matters discussed in the
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following paragraphs involving the internal contiahd its operation that we consider to be
reportable conditions. However, none of the regie conditions are believed to be material
weaknesses.

Finally, with respect to internal control relatexgerformance measures reported in the FCC’s
Performance and Accountability Report, as of Sepwm30, 2006, we obtained an

understanding of the design of significant intermaintrols relating to the existence and

completeness assertions, as required by OMB Bulb. 06-03. Our procedures were not
designed to provide assurance on internal contver eeported performance measures, and,
accordingly, we do not provide an opinion on suchtrmls.

kkkkkkkkkkkkkkkkkhkkkkhkkkkkkkkkkk

REPORTABLE CONDITIONS
l. Financial Reporting

During the fiscal year 2006, the FCC management emadbstantial progress in

strengthening controls over financial reporting #mel information technology processes.
Some of the key initiatives include detailing a rén of management personnel to
address various personnel shortages in key opesatihin the Office of the Managing

Director, and the establishment of a taskforcedrass prior audit findings. However, a
number of conditions continue to exist:

A. Integrated Financial Management Systems

OMB Circular No. A-127 Financial Management Systemsquires that each agency
establish and maintain a single integrated findmoi@nagement system. Without a
single integrated financial management system sorentimely and accurate financial
data, poor policy decisions may occur due to ineateuor untimely information.
Managers are less likely to be able to report ately to the President, Congress, and
the public on Government operations in a timely nean

The OMB, Office of Federal Financial Management3~FM), formerly the Joint
Financial Management Improvement Program (JFMIBDJipation on “Core

Financial System Requirements”, lists the followintggrated financial management
system attributes:

o Standard data classifications (definition and fdshastablished and used for
recording financial events.
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o Common processes used for processing similar kohttansactions.

o Internal controls over data entry, transaction psstng, and reporting applied
consistently.

0 A system design that eliminates unnecessary dujglicaf transaction entry.

We identified the following:
The FCC’s Core Financial System

The FCC utilizes Federal Financial System (FFSitsageneral ledger and core
financial management system. This system is notiraegrated financial

management system as defined by OMB Circular A-13dftware applications

such as Revenue Accounting and Management Infaam&ystem (RAMIS), the

property management system, license databasesyarmalis spreadsheets (for
International Telecommunication Services (ITS) s$astions and auction
transactions) were independent systems, not irtextywaith the FFS.

In addition, the FCC’s consolidated financial sta¢é@ts were compiled and

prepared from four separate core financial systadministered by four separate
reporting components. At financial statement prafi@n time, FCC goes through

the process of compiling financial data in sepasgi®@adsheets in a complex and
time-consuming process. The financial data indude the spreadsheets is
consolidated for financial statement preparation.

Recommendation:

1. Ensure the integration of the overall financial mgement systems.
Contractor Loan Servicing Database

The design of the FCC’s contractor loan serviciatpdase is based on functional
requirements established in the contract with tG&€F However, the contract,
and consequently the system, did not include ceftaictional requirements for
direct loan systems as required by the OFFM. Theze the loan-servicing
database is not fully compliant with OFFM requirertse

Recommendation:

2. Assess the need to modify the existing contracuihorize the loan service

provider to implement the necessary functional regoents to meet OFFM
requirements for a direct loan system.
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USF Standard General Ledger

On October 3, 2003, the FCC released an orderehaires the administrators of
the USF and TRS funds to prepare financial statésnfm the funds that are
consistent with generally accepted accounting pples for Federal entities
(Federal GAAP) and to keep accounts for the fundsccordance with the United
States Standard General Ledger (USSGL).

In fiscal year 2006, the administrator of the Umnsa¢ Service Fund (USF)
continued to account for the USF with a non-goveantrgeneral ledger system.
Our audit disclosed that the account numbers didully comply with the United
States Standard General Ledger (USSGL) accounttwste. During the
compilation of the interim financial statementscdsJune 30, 2006, the FCC had
to map USF account numbers to specified USSGL antsou Further, the
investment activities were not integrated into ¢emeral ledger system. Entries
are posted manually every month at the summary.leVee USF administrator
indicated that plans are in place to replace thstiag system in 2008 because it
lacks the functionality required to comply with td&SGL.

USF Subsidiary Systems

In the prior year, the Commitment Adjustment (COMADansactions were
tracked in a separate sub-ledger due to the imalwfithe USF general ledger
system to handle multiple sub-ledgers. On a mgnlasis, the outstanding
COMAD balances were input into the system via adioled entry (a summary
general ledger entry entered manually into the ggredger system). In fiscal
year 2006, the USF administrator continues to tr@BMAD and accounts
payable transactions on a separate spreadsheele¢gdy); not interfaced with
the general ledger system.

Recommendation:

3. Ensure that the USF general ledger system is incfuhpliance with the
Financial Management System requirements and ti&3US

B. Federal Financial System Setup and Posting Model

In fiscal year 2006, the FCC continued to use FEem setup and posting model
definitions that were not completely updated. @udit identified instances in which

the approved USSGL account definitions did not egvéh the accounts used on the
FCC trial balance. Also, the FCC continued to as&lated posting models for the
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auction and ITS transactions. For instance, tketa@ incorrect postings aggregated
for the auction transaction was $172 million. Thedated definitions continued to
require corrections to the transaction postingsugh monthly journal vouchers. The
incorrect posting model definitions resulted in femmpliance with Treasury’s
USSGL Accounting Transactions when recording algdsifying some transactions.
This system deficiency may continue to impair thldy and reliability of the ITS
and the auction financial management information.

Recommendation:

4. Perform a periodic or quarterly update of and airtke FFS system setup and
posting model definitions to ensure that transastiare posted to the general
ledger properly to eliminate or minimize the rigkeorors and the time consuming
efforts of identifying and preparing monthly adjusints

C. Financial Statement and Federal Agencies’ Centraled Trial-Balance System I
(FACTS 1l) Differences

The FACTS Il is a computer program for agenciesstbbmit mostly budgetary
information required for th&®eport on Budget Execution and Budgetary Resources
the Year-end Closing Statemeind much of the data that will appear in the rprio
year column of th&rogram and Financing Schedudé the President’s budget.

In Fiscal Year 2006, as in prior years, our audénitified significant differences
between third quarter FACTS Il account balances thedbalances reported on the
FCC’s third quarter financial statements. The atghces occurred because the
incorrect version of the financial statement wasdu®r the FACTS Il submission.

GAO’s Standards for Internal Control in the Federal Gawerent states that,
“Internal control should provide reasonable assteathat the objectives of the
agency are being achieved in the reliability ofahnial reporting, including reports
on budget execution, financial statements and atiyeorts for internal or external
use.”

Recommendation:

5. Implement effective quality control procedures ts@e that external reports are
reviewed prior to submission.
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D. Auction Transactions

Although the flow of communication and auction do@ntation between the
Wireless Telecommunications Bureau (WTB) and thectibm Accounting Group
(AAG), an office within the Financial Operations r@er (FOC), has improved
significantly in FY 2006, the FCC has not formatizéhe communication,
coordination and reporting practices into writteligges and procedures. The WTB
is the primary source of substantial activitiesauttions and licensing that trigger
accounting transactions to be acted upon by the.FOKe Lack of formal policies
and procedures on a significant FCC operation as&e the risk of noncompliance,
misunderstanding, or confusion, ultimately impagtine financial statements.

Also, management did not establish a databasen&WMTB that is capable of being
linked or interfaced with the core financial systercreate an audit trail and record
of delinquent winning bidders whose licenses wenecelled and then re-auctioned,
including the amounts collected or received from -auction. Because auctioning
licenses is a significant FCC operation, it is aiaé that information about the
current status of a license and its history belyasicessible, providing bureaus and
offices with the ability to update and share botharicial and non-financial
information.

Recommendations:

6. Issue written policies and procedures within the BV®utlining responsible
offices, authority, responsibilities, timelines,daothers to ensure that all auction
and licensing activities with financial impact asported to FOC for timely and
proper recording.

7. Establish a database for the WTB that is capablbenig linked or interfaced
with the core financial system to create an auwil &and record of delinquent
winning bidders whose licenses were cancelled had te-auctioned, including
the amounts collected or received from the re-ancti The comprehensive
schedule should be periodically reviewed and reiteshc

E. Spreadsheet Subsidiary Ledger System

As noted above, the FCC and USF use a number eéddpneet based systems for its
accounting applications. For example, the FCC’'snagament decided not to
implement the RAMIS Auction Accounting and the Iif®dules in FY 2005 because
the modules were deemed unusable and unreliablepréadsheet subsidiary ledger
system therefore continued to support auctionyificin Fiscal Year 2006 and will
remain in place until a new core financial systemsalected and implemented. These
spreadsheets support the flow of transactions ¢rout the year. In FY 2006, the
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FCC implemented controls over the spreadsheetcgtigins to ensure that changes
are reviewed and authorized, and that formula eefigprotected.

Although the controls that were instituted improwbd controls over the use of the
spreadsheets, the inherent risks and limitationsedhdelow associated with a
spreadsheet-based application in a complex acewuageration remain.

* Substantial manual intervention, thereby increaiiegisks of human errors.

 Formulas can be changed easily, affecting the ftovough the rest of the
spreadsheets.

» Difficulty in tracking changes made to spreadsheaatduding formula changes.

» Difficulty in verifying change controls and thatrer correction changes were
made.

* Unique transactions are difficult to incorporate.

» Difficulty in performing automatic checks and batas on the transactions in the
spreadsheets.

» Delay in recording transactions in the general égdg

* Increase in the use of journal vouchers as a mefpesting transactions to the
general ledger.

Recommendation:

8. Evaluate existing spreadsheet applications andrrdete ways to reduce the
number of spreadsheets involved in the financiabriéng process.

Component Entities’ Financial Reporting Controls

GAO’s Standards for Internal Control in the Federal Gowerent states, “Internal
controls activities help ensure that managemeritéctives are carried out. The control
activities should be effective and efficient in aecplishing the agency’s control
objectives.” Examples of control activities inckugroper execution of transactions and
events, accurate and timely recording of transastiand events, and appropriate
documentation of transactions and internal contholaddition, “Internal controls should
generally be designed to assure that ongoing nmomit@ccurs in the course of normal
operations. It is performed continually and israiged in the agency’s operations. It
includes regular management and supervisory daesyicomparison, reconciliation, and
other actions people take in performing their dutie

OMB Circular No. A-136Financial Reporting Requirementstates “When the reporting
entities of which these components are a part,eissensolidated or consolidating
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statements that include such components, geneemtepted accounting principles
(GAAP) for Federal entities shall be applied tostaeomponents.” Also, FCC Order 03-
232 required the administrators of USF and TRS tepare financial statements
consistent with generally accepted accounting [ples for Federal entities and to
account for the funds in accordance with USSGL.

We identified the following two areas needing imyment:

A. Policies and Procedures:

Policies and procedures supporting key activitidsee did not exist for most or part
of the year and are still in draft. Those ideatifinclude:

Policies and procedures for following up on weakessnoted in other reports,
such as the SAS No. 7Reports on the Processing of Transactions by Servic
Organizations

Policies and procedures to support the establishiwfeaccounts payable when
Service Provider (SP) invoices are reviewed andaygal by USAC.

Policies and procedures established for recordupétary transaction for TRS
activities.

Lack of policies and procedures for key activitiesuld create confusion and
misunderstanding, thus increasing the risk thais@ations are not recorded promptly
and properly, and subsequently affecting the réiiglof financial information.

Recommendation:

9.

Finalize all financial policies and proceduresl stildraft starting with those listed
above.

B. Recording and Reconciling Activity:

USF’s chart of accounts is not consistent with W®&SGL. The accounting
structure used for recording USF transactions atéma manner consistent with
the USSGL. For example, USAC uses Account #113M@r Cash invest-
SLD-SLD while the corresponding USSGL account #taduld have been used is
1130: Funds Held by the Public. The accounts absexjuently cross-walked to
USSGL accounts at the time the financial statemam@prepared.

Budgetary transactions are not recorded to theogpiate general ledger accounts
on a timely basis. Instead, transactions are oagtwn subsidiary ledger
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spreadsheets and, on a monthly basis; the appt®@dgustments are made to the
general ledger.

Not recording or a delay in recording of transatsidiminishes the value of financial
management reports for decision-making purposefO’& Standards for Internal
Control in the Federal Governmestates “Transactions should be promptly recorded
to maintain their relevance and value to managenmebntrolling operations and
making decisions.”

Recommendation:

10.Ensure implementation of the USSGL posting modell aecording at the
transaction level.

Tighten FCC Oversight of the Components Entities’ Ativities

The FCC has the ultimate oversight of the reportogiponents’ financial accounting
activities. In many instances, the reporting congrts consult with the FCC or obtain
the FCC’s written approval, concurrence, or diattibefore implementing critical
accounting issues; wherein some of these issuesimm@gct on program policies. In
Fiscal Year 2006, we noted certain significant actimg transactions issues mentioned
below, affecting the reporting components that hastebeen acted upon by the FCC.

. Title to Monetary Assets and Investments

Title to USF cash and other monetary assets, amsiment accounts maintained at three
different banks are held directly in the name ef t}#SF administrator without identifying
the fiduciary relationship of the administratordamot showing any indication that the
accounts are the property of the USF. Also, Néuterican Numbering Plan (NANP)’s
cash and other monetary assets maintained at thiegbiand collection fund
administrator’s bank lock box were held in the adistrator’'s name, without reference to
the custodial relationship of the administrator.

Recommendation:
11.Direct the USF and NANP administrators to requime banks to clearly identify the

accounts as assets owned by USF or NANP, andhbadministrators be limited to
a fiduciary role.
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B. Controls Over Compliance with Laws and Regulations

The report titled Evaluation of Federal Financial Requirememirepared by an
independent accountant dated July 15, 2005 condirttne applicability of certain federal
laws and regulations to USF relating to financianagement and identified several non-
compliances with these laws and regulations. Hwesland regulations include OMB
Circular A-127Federal Managers Financial Integrity Act (FMFIAQMB Circular A-
123 and the Prompt Payment Act (PPA). The USF aditnators have indicated that non
compliance with the OMB Circulars are mainly dueatsystem limitation that will be
addressed when a new financial system is implerdant@008. On the applicability of
the PPA to USF, the FCC guidance was not receiyed ®AC until October %' 2006.

In that guidance, the FCC concluded that the PR dwt apply to USF.

Recommendation:

12.The FCC’s management should provide timely guidaoncthe USF administrators
when consulted on matters to enhance fund manageroneatrols and compliance
capability.

C. Collateral for TRS Cash

The TRS fund administrator did not have a colldtaggeement with the FCC’s lock box
bank on behalf of USF to provide coverage for dépda excess of Federal Deposit
Insurance Corporation (FDIC) insured amount of $200. The Treasury Financial
Manual 2-3400Accounting for and Reporting on Cash and Investmelgid Outside of
the U.S. Treasurnstates that “the Federal Government’s interesash@and investments
held outside of Treasury accounts further extend®dquiring that the deposits be made
by Federal agencies in non-Treasury bank accowngebured by collateral to the extent
that the deposits exceed the protection coverethdyDIC.” We were informed during
the audit that TRS management is in the procesbtaining a collateral agreement with
the lock box bank.

The Federal Government’s interest in cash and tm&ss held outside of Treasury
accounts may be at risk since the excess deposieeeé the protection covered by the
FDIC.

Recommendation:
13.Direct the TRS fund administrator to finalize adiimg collateral agreement that is

sufficient indemnification for all funds depositeénsuring that it is effective
immediately.
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D. Accounts Receivable Reconciliation

The FCC does not perform a reconciliation of theoaats receivable (AR) balances
transferred from USF to the FCC for purposes daémreig accounts to Treasury covered
by the Debt Collections Improvement Act (DCIA).

The AR balance transferred to the FCC as of Jun@@6 per the FCC AR sub-ledger
was $84,923,693 while the corresponding amount&f AR Sub-ledger amounted to
$87,707,965. Based on the reconciliation providgdhe component entity, we noted
that the FCC did not record material transactiaommunicated to them as of June 30,
2006. These include:

« Unrecorded balance transferred to the FCC $ (7,146,113)
* Unrecorded balance transfer reversal $ 11,502,429
» COMMAD Transferred not recorded by the FCC $ (1,060,461)
e The FCC duplicated balance transferred by USAC $ 285,294

« RAMIS balance includes lawsuit balances not on gfert  $ 3,316,005

Lack of prompt and periodic reconciliation may #ésn misstatement of the account
balance on the quarterly financial statements.

GAQO'’s Standards for Internal Control in the Federal Gaverentstates “internal control

should generally be designed to assure that ongaimgtoring occurs in the course of
normal operations. It is performed continually aisdingrained in the agency’'s
operations. It includes regular management ancersigory activities, comparisons,
reconciliations, and other actions people takeeiriggming their duties.”

Recommendation:

14.Perform periodic reconciliation (preferably montHiut at least quarterly) of the
accounts receivable transferred from the USF td-th€.

V. Cost Accounting
A. Minimum Level of Cost Accounting

FCC has defined its responsibility segments forarfimial reporting purposes.
However, for the consolidated financial statememikich include the component
entities, the defined responsibility segment is adéquate to cover the component
entities, individually regarded as responsibilitggsients. Also, documentation
provided does not indicate that the FCC has deteahthe output relating to the
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responsibility segments, nor has it calculated tblated output costs for those
responsibility segments as part of its cost aliocatnethodology.

Statement of Federal Financial Accounting Standé8IS~AS) No. 4 Managerial
Cost Accounting Concepts and Standamdggjuires a minimum level for cost
accounting to provide basic information to accostplhe many objectives associated
with planning, decision-making, and reporting. S'minimum level includes, among
others, measuring full cost of outputs, providingformation for performance
measurement, and providing useful information, amttommodating any of
management’s special cost information needs thgtariae due to unusual or special
situations or circumstances.

Recommendations:

15.Enhance Budget Execution and Management System NEEAunctionality to
satisfy the minimum level of cost accounting regdirin a managerial cost
accounting system as required by SFFAS No. 4.

16.Define outputs produced by the responsibility segseand incorporate the
definition into the Statement of Net Costs allosatmethodology.

B. Matching Revenue to Cost

The FCC's cost allocation system, BEAMS, is confeglito allocate earned revenues
in the same proportion as allocated costs instdachaiching related revenues to
costs. SFFAS No.7Accounting for Revenue and Other Financing Souiaed
Concepts for Reconciling Budgetary and Financialc&mting states, “Related
revenue should be matched with the cost.”

Recommendation:

17.Review the propriety of the costing methodology dahd matching of earned
revenue against costs. Include a review of diffenrerogram activities that
generate revenue and apply the revenue to thosstiastthat produce the earned
revenue.

V. Payroll and Personnel Activities
GAO'’s Standards for Internal Contrdtates “transactions should be accurately recorded

in a timely manner”. One of the control activitigsed to accomplish this goal requires
the performance of reconciliations and having aaatin place to detect errors.
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Weaknesses identified in the prior year audits ayr@l activities have not been
corrected.

Leave error reports received from the National Raea Center (NFC), showing

differences between NFC’s leave record for eachl@yep and the FCC'’s leave and
earnings (LES) statements were not reconciled.hodigh management performed
several audits reconciling the LES reports and MNly§tem, our audit continues to
identify multiple instances where significant difaces were not reconciled for all
categories of leave balances such as, annual Is@kdeave, compensatory time, and
credit hour categories.

Management explained that the NFC System has aensaine duplicative process
that allows for two sets of leave balances. Téian inherent problem with the NFC
system. Hence, until NFC modifies their systemi@whs not in the foreseeable
future) or unless the FCC spends considerable fundsiigrate to a different
payroll/personnel provider, the problem of leave&cdepancies will not be resolved.

Invalid project codes identified in FFS remain umeoted for a long period of time.
The existing procedures are to facilitate paymdnsadaries and wages rather than
correct invalid project codes. Financial Systenper@tion Group (FSOG) generates
an invalid project code report from FFS and postsections to a single project code,
E0200, regardless of what the employee should blaaeed time against

The FCC’s new time and attendance system, STARweaini configured to reject
invalid project codes; therefore, an incorrect @cbjcode is accepted into the NFC
payroll system.

Recommendations:

18.Increase the NFC and the FCC system reconciligitmeedures to include all
leave categories.

19.Ensure that timekeepers perform monthly reconmimbf time and attendance
report errors generated from the FCC’s desktopgilagconciliation system.

20.Enhance the LES system capabilities to reject necoiproject codes from being
entered in the system in the first place.

21.Issue guidance to establish timeframes for empkyeecorrect invalid project
code errors.

22.Provide the FCC contact person at NFC a listingimdorrected project codes
monthly.
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VI.

VII.

Debt Collection Improvement Act

The Debt Collection Improvement Act of 19@BCIA) requires agencies to: (1) notify the
Department of the Treasury (Treasury) of all deddindjuent by more than 180 days for
offset, and (2) refer to the Treasury, with somel@sions, all debts delinquent more than
180 days for cross-servicing debt collection.

Our review of the Treasury Report on Receivablé®@R) as of June 30, 2006, disclosed
that no amounts of administrative receivables heehlreferred to Treasury for offset,
and only $ 9.8 million of eligible administrativeeaeivables out of a total of
$ 92.9 million had been referred for cross-sergcihis issue has been reported in prior
years.

Our audit also noted that management had not ingiiéed controls to ensure that debts
that were delinquent were assessed interest, pEadr administrative fees as allowed
by the DCIA and the FCC's rules, 47 CFR Part 1.194érest, Penalties, Administrative
Costs and Other Sanctions Assessment

The lack of referral of all delinquent debt to Tseey or the non-assessment of interest,
penalties, or administrative fees on delinquenttslebsults in noncompliance with the
DCIA.

Recommendations:

23.Refer all eligible delinquent debt more than 189sdald to the Treasury for offset or
timely cross servicing.

24.Perform a review of the delinquency debt lettercpdures to ensure that all
delinquent debtors receive dunning letters andeste penalties, and administrative
fees are assessed in conjunction with the submissgithe letters to the debtors.

Compliance with OMB Circular No. A-130, Requirement for a Comprehensive
Security Plan

Effective information security management is catito the FCC’s ability to ensure the
reliability, availability, and confidentiality ots information assets, and thus its ability to
perform its mission. If effective information seitumpractices are not in place, the FCC’s
data and systems are at risk of inadvertent orbelgie misuse, fraud, improper
disclosure, or destruction—possibly without detacti

OMB Circular No. A-130Management of Federal Information Resourdgspendix I,
Security of Federal Automated Information Resouyre@assrevised in November 2000,
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established a minimum set of controls for Fedeganaies, including risk assessments,
assigning responsibility for security, security rplang, periodic review of security
controls, and management authorization of systerpsdcess information.

Although the FCC has made progress in implementmgortant elements of its
information security program, including establighits Computer Security Program —
the FCC Directive 1479,Z22 computer security program group and appointirsgraor
information security officer to manage the progranhas not fully implemented other
essential elements. The FCC has not consistemiiyemented important information
security practices and controls, including fully plementing its certification and
accreditation program, ensuring that sensitive dedasmissions are encrypted, and
ensuring a memorandum of understanding and/orcioerection security agreements are
in place. These deficiencies in security conta@srease the FCC’s ability to protect its
sensitive or critical resources. Specifically,idiehcies include the following:

* One of FCC’s security manuals has expired. The R&Enot issued a new directive
to replace the expired security directive 1131.1.

« The FCC has not established policies and procedaressure that all sensitive data
to and from its contractors are protected, remaimafe and that critical business
transactions remain trusted and secure.

* We noted that one of the FCC’s major financial agapions had control weaknesses
associated with the enforcement of the “principideast privilege”, which allowed
some users inappropriate access to “override” lpges.

* The FCC has not enforced a program for the periggtiertification of users’ access
to its major applications.

* The FCC'’s re-certification of the contractor loar\scing system was incomplete
and did not uncover certain weaknesses that thigazdor knew about.

* One of the FCC’s major financial system applicatibas had significant changes to its
operating environment. Both the operating systaththe database system have been
changed. The financial application was put intodpiction before the certification
and accreditation was completed as required by Bit€ttive 1479.2.

» Logical access is not always promptly revoked atterseparation of employees and
contractors.

e The FCC does not have signed Memorandum of Unchetistg and/or
Interconnection Security Agreements (ISA) for aljor external entities that the
FCC shares data with, or whose systems are inteected with the FCC systems

» The FCC did not certify and accredit a major agian before authorizing it to
operate.

» Security weaknesses were noted in an operatingraythat supports some of the
FCC’s major applications.
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» The FCC does not require and/or maintain acceswzeation forms for its major
applications to ensure that appropriate level okss is granted based on job function.

Recommendations:

25.Issue a new directive to replace the expired sgcdmiective 1131.1.

26.Ensure that transmission of all sensitive datang faom the FCC’s contractors
and business partners is protected and encrypted.

27.Ensure that the “principle of least privilege” ideguately enforced across all
major applications and general support systems.

28.Ensure that periodic recertification of users’ ascéo its major applications is
adequately enforced and operating effectively teuem the “principle of least
privilege” is in place and that incompatible dutae properly segregated.

29.Ensure that the recertification process for alltesys (including contractors) is
thorough and complete.

30.Recertify and accredit major applications that haeel significant changes to
their operating environment before being place@ iptoduction in accordance
with NIST Special Publication 800-37 and FCC Dirextl479.2.

31.Implement procedures to ensure the prompt revatatioaccess to the FCC
resources at the effective date of terminationnopleyees and contractors.

32.Ensure that Memorandum of Understanding and/orrdatenection Security
Agreements (ISA) are signed with all major exterexiities that the FCC shares
data with, or whose systems are interconnectedthvti-rCC systems.

33.Ensure that all new major applications are cedifd accredited before being
placed in to production.

34.Ensure that security weaknesses noted in a magnabpg system is addressed
and that a comprehensive security review is coredlict

35.Maintain access authorization forms for all maj@placations to ensure that
appropriate level of access is granted based ofujadtion.

STATUS OF PRIOR YEAR COMMENTS

As required byGovernment Auditing Standardesd OMB Bulletin No. 06-03, we have reviewed
the status of FCC’s corrective actions with respec¢he findings and recommendations from the
previous year's report on internal controls. Detaf the status of the recommendations are
reported as Appendix A to this report.
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In addition to the reportable conditions descrilzdmbve, we noted certain matters involving
internal control and its operation that we repottethe management of FCC in a separate letter
dated November 1, 2006.

This report is intended solely for the informatiand use of the management of FCC, FCC

Office of Inspector General, OMB, the Governmentéuntability Office and Congress, and is
not intended to be and should not be used by angttree than these specified parties.

%WAL/A

Calverton, Maryland
November 1, 2006
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LIMITATIONS OF THE FINANCIAL STATEMENTS

The principal financial statements have been pezhdo report the financial position and results of
operations of the Commission, pursuant to the reqénts of 31 U.S.C. § 3515(b). While the statdmen
have been prepared from the books and records ef Raderal Communications Commission
(Commission) in accordance with generally acceptembunting principles (GAAP) for Federal entities
and the formats prescribed by Office of Managenamdt Budget (OMB), the statements are in addition to
the financial reports used to monitor and contraddetary resources which are prepared from the same

books and records.

The statements should be read with the realizdtiah they are for a component of the United States
(U.S.) Government, a sovereign entity. One impilica of this is that liabilities cannot be liquigalt
without legislation that provides resources todo s
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PRINCIPAL STATEMENTS

FEDERAL COMMUNICATIONS COMMISSION
CONSOLIDATED BALANCE SHEET

As of September 30, 2006 and 2005
(Dollars in thousands)

Unaudited
FY 2006 FY 2005
ASSETS(Note 2)
Intragovernmental
Fund Balance with Treasury (Note 3) $ 606,696 $ 1,522,785
Investments (Note 5) 4,723,516 4,139,945
Accounts Receivable (Note 6) 229,322 4,996
Total Intragovernmental 5,559,534 5,667,726
Cash and Other Monetary Assets (Note 4) 3,152,377 57,114
Accounts Receivable, net (Note 6) 933,943 673,493
Loans Receivable, net (Note 7) 149,421 1,257,265
General Property, Plant, and Equipment, net (Npte 9 38,156 51,198
Other 10,013 10,447
Total Asset: $ 9,843,44. $ 7,717,24.
LIABILITIES (Note 10)
Intragovernmental
Debt (Note 11) $ 448,997 $ 1,273,798
Other (Note 12)
Custodial 152,036 222,350
Other 1,810 1,826
Total Other 153,846 224,176
Total Intragovernmental 602,843 1,497,974
Accounts Payable 300,925 74,451
Other (Note 12)
Deferred Revenue 3,100,144 1,185,774
Prepaid Contributions 63,461 57,360
Deposit/Unapplied Liability 41,737 5,232
Accrued Liabilities for Universal Service 451,860 418,826
Telecommunications Development Account (TDA) Ingtre 28,623 1
Other 42,130 43,399
Total Other 3,727,955 1,710,592
Total Liabilities $ 4,631,723 $ 3,283,017
Commitments and Contingencies (Note 14)
NET POSITION
Unexpended Appropriations $ - $ 24,617
Unexpended Appropriations - Earmarked Funds (N8)e 2 - -
Unexpended Appropriations - Other Funds 17,843 -
Cumulative Results of Operations - 4,409,609
Cumulative Results of Operations - Earmarked FiiNdse 23) 5,112,001 -
Cumulative Results of Operations - Other Funds 81,87 -
Total Net Position $ 5,211,721 $ 4,434,226
Total Liabilities and Net Position $ 9,843,44. $ 7,717,24.

The accompanying notes are an integral part oetegements.
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FEDERAL COMMUNICATIONS COMMISSION
CONSOLIDATED STATEMENT OF NET COST
For the Years Ended September 30, 2006 and 2005
(Dollars in thousands)

Unaudited
FY 2006 FY 2005

PROGRAM COSTS:
Broadband:

Gross costs (Note 15) $ 26,795 $ 24,692

Less: Earned Revenue (Note 15) (30,374) (26,995)

Net Program Costs (3,579) (2,303)
Competition:

Gross costs (Note 15) 7,259,004 6,679,252

Less: Earned Revenue (Note 15) (117,840) (118,231)

Net Program Costs 7,141,164 6,561,021
Spectrum:

Gross costs (Note 15) 446,348 503,517

Less: Earned Revenue (Note 15) (248,297) (489,887)

Net Program Costs 198,051 13,630
Media:

Gross costs (Note 15) 30,887 30,433

Less: Earned Revenue (Note 15) (33,584) (31,887)

Net Program Costs (2,697) (1,454)
Homeland Security:

Gross costs (Note 15) 37,851 35,445

Less: Earned Revenue (Note 15) (41,196) (36,953)

Net Program Costs (3,345) (1,508)
Modernize the FCC:

Gross costs (Note 15) 50,228 53,334

Less: Earned Revenue (Note 15) (54,573) (54,280)

Net Program Costs (4,345) (946)
Total Net Program Costs 7,325,249 6,568,440
Cost not Assigned to Programs:

Telecommunications Development Fund 28,885 1,314

Other Expenses 4,954 (759)
Less: Earned Revenues not Attributed to Programs:

Telecommunications Development Fund (28,885) (1,314)
Net Cost of Operation: $ 7,330,20. $ 6,567,68.

The accompanying notes are an integral part obteegements.
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FEDERAL COMMUNICATIONS COMMISSION

CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION

For the Years Ended September 30, 2006 and 2005

(Dollars in thousands)

Cumulative Results of Operations:
Beginning Balances
Adjustments:
Changes in accounting principles (Note 24)
Beginning Balance, as adjusted

Budgetary Financing Sources:
Other Adjustments (rescissions, etc.)
Appropriations Used
Non-exchange Revenue

Other Financing Sources (Non Exchange):
Transfers in/ out reimbursement
Imputed financing
Other

Total Financing Sources
Net Cost of Operations
Net Change

Cumulative Results of Operations

Unexpended Appropriations:
Beginning Balances
Adjustments:
Changes in accounting principles (Note 24)
Beginning Balance, as adjusted

Budgetary Financing Sources:
Appropriations Received
Other Adjustments
Appropriations Used
Total Budgetary Financing Sources

Total Unexpended Appropriations

Net Position

Unaudited
FY 2006 FY 2005
Consolidated Consolidated
Earmarked All Other Consolidated Consolidated
Total Total

4,276,827 132,782 $ 4,409,609 $ 2,267,478
- 9,886 9,886 -
4,276,827 142,668 4,419,495 2,267,478
- (2,463) (2,463) (1,095)

- 142,847 142,847 1,272,637
7,982,384 - 7,982,384 7,449,284
- (32,233) (32,233) (25,463)

- 14,068 14,068 14,449

- 17) a7 -
7,982,384 122,202 8,104,586 8,709,812
7,147,210 182,993 7,330,203 6,567,681
835,174 (60,791) 774,383 2,142,131
5,112,001 81,877 5,193,878 4,409,609
- 24,617 24,617 38,155

- (9,886) (9,886) -

- 14,731 14,731 38,155

- 146,168 146,168 1,260,763

- (209) (209) (1,664)

- (142,847) (142,847) (1,272,637)

- 3,112 3,112 (13,538)

- 17,843 17,843 24,617
5,112,001 99,720 5,211,721 - 4,434,226

The accompanying notes are an integral part obteegements.
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FEDERAL COMMUNICATIONS COMMISSION

COMBINED STATEMENT OF BUDGETARY RESOURCES

For the Years Ended September 30, 2006 and 2005
(Dollars in thousands)

FY 2006

Non Budgetary
Credit Program

Unaudited
FY 2005

Non Budgetary
Credit Program

Budgetary Financing Acct Budgetary Financing Acct
Budgetary Resources:
Unobligated balance, brought forward, October 1: $ 06,867 $ 67,196  $ 272,571$% 59,507
Recoveries of prior year unpaid obligations 954,957 - 664,116 -
Budget authority:

Appropriations received 8,306,644 - 9,899,436 -

Borrowing authority - 183,059 - 38,124

Spending authority from offsetting collections

Earned:

Collected 384,148 1,320,704 416,792 2,981,006

Change in receivables from Federal sources 31 - (342) -
Change in unfilled customer orders:

Without advance from Federal sources - - 13 -
Previously unavailable 12,000 - - -

Budget authority subtotal 8,702,823 1,503,763 10,315,899 3,019,130
Temporarily not available pursuant to Public Law ,GD) - (12,000) -
Permanently not available (2,686) (1,007,860) (2,742) (2,705,090)
Total Budgetary Resourc $ 10,636,16 $ 563,09¢ $ 11,237,84 $ 373,54
Status of Budgetary Resources:

Obligations incurred: (Note 16)

Direct $ 8,653,372 $ 278,958 % 10,230,118% 306,351

Reimbursable 1,778 - 1,359 -

Subtotal 8,655,150 278,958 10,231,477 306,351
Unobligated balance:

Apportioned 155,098 187 217,449 382
Unobligated balance not available 1,825,913 283,954 788,918 66,814
Total, Status of Budgetary Resour $ 10,636,16 $ 563,09¢ $ 11,237,84 $ 373,54
Change in Obligated Balance:

Obligated balance, net

Unpaid Obligations, brought forward, October 1 $ 3,268 $ - $ 3,085,53% -

Less: Uncollected customer payments from

Federal sources, brought forward, October 1 15 - 344 -

Total unpaid obligated balance, net 3,265,119 - 3,085,195 -
Obligations incurred net (+/-) 8,655,150 278,958 10,231,477 306,351
Less: Gross outlays 8,066,684 278,958 9,387,765 306,351
Less: Recoveries of prior year unpaid obligati@tsyal 954,957 - 664,116 -
Change in uncollected customer payments from Fedetaces (31) - 343 -
Obligated balance, net, end of period

Unpaid obligations 2,898,642 - 3,265,134 -

Less: Uncollected customer payments from

Federal sources 46 - 15 -

Total, unpaid obligated balance, net, end of period 2,898,596 - 3,265,119 -
Net Outlays
Net Outlays:

Gross outlays $ 8,066,684 $ 278,958 % 9,387,765% 306,351
Less: Offsetting collections 384,148 1,320,704 416,792 2,981,006
Less: Distributed Offsetting receipts (Nof) 2 32,233 - 25,463 -
Net Outlay $ 7,650,30. $ (1,041,746 $ 8,94551 $ (2,674,655

The accompanying notes are an integral part obteegements.
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FEDERAL COMMUNICATIONS COMMISSION
CONSOLIDATED STATEMENT OF FINANCING
For the Years Ended September 30, 2006 and 2005
(Dollars in thousands)

Resources Used to Finance Activities:

Budgetary Resources Obligated
Obligations incurred $
Less: Spending authority from offsetting colleosaand recoveries

Obligations net of offsetting collections and reedes
Less: Offsetting receipts (Note 22)

Net obligations

Other Resources
Transfers infout without reimbursement (+/-) (N2&)
Imputed financing from costs absorbed by others
Other (+/-)

Net other resources used to finance activities
Total resources used to finance activities

Resources Used to Finance ltems not Part of the N€bst of Operations:
Change in budgetary resources obligated for gamisjces and benefits
ordered but not yet provided (+/-)

Resources that fund expenses recognized in priavdse

Budgetary offsetting collections and receipts thanot affect net cost of operations
Credit program collections which increase lialgktifor loan guarantees
or allowances for subsidy
Other

Resources that finance the acquisition of assets

Other resources or adjustments to net obligatezliress that do not affect

net cost of operations (+/-)

Total resources used to finance items not pati@het cost of operations

Total resources used to finance the net cost afadipes

Components of the Net Cost of Operations that wilhot Require or Generate
Resources in the Current Period:
Components Requiring or Generating Resources imr&Reriods:

Increase in annual leave liability

Upward/Downward reestimates of credit subsidy (+/-)

Increase in exchange revenue receivable from thécpu

Other (+/-)

Total components of Net Cost of Operations thatnetjuire or generate resources in future periods

Components not Requiring or Generating Resources:
Depreciation and Amortization
Other (+/-)

Total components of Net Cost of Operations thadtwat require or generate resources

Total components of Net Cost of Operations thatwat require or generate
resources in the current period

Net Cost of Operatiol $

Unaudited
FY 2006 FY 2005
8,934,108 10,537,828
2,659,840 4,061,585
6,274,268 6,476,243
32,233 25,463
6,242,035 6,450,780
32,233 25,463
14,068 14,449
17 -
46,318 39,912
6,288,353 6,490,692
(374,883) 168,435
316,972 1,269,099
(1,320,706) (3,016,923)
98,409 350,860
404,819 1,137,808
23,192 57,786
(852,197) (32,935)
7,140,550 6,523,627
(111) -
22,444 (44,224)
(8,370) 2,957
32,542 32,205
508 (9,062)
21,712 16,922
121,436 36,194
143,148 53,116
189,653 44,054
7,330,20: 6,567,68

The accompanying notes are an integral part obteegements.
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FEDERAL COMMUNICATIONS COMMISSION
CONSOLIDATED STATEMENT OF CUSTODIAL ACTIVITY
For the Years Ended September 30, 2006 and 2005

(Dollars in thousands)

Revenue Activity:
Sources of Cash Collections:
Spectrum Auctions
Fines and Penalties (Note 25)
Credit Reform
TDA Interest
Total Cash Collections

Accrual Adjustments
Spectrum Auctions
Fines and Penalties

Total Accrual Adjustments

Total Custodial Revenue
Disposition of Collections:
Transferred to Others:

Recipient A:  U.S. Treasury

(Increase)/Decrease in Amounts Yet to be Transferre
Retained by the Reporting Entity

Net Custodial Activity

The accompanying notes are an integral part oetezgements.

Unaudited

FY 2006 FY 2005
104,471 152,355
100,133 12,435
276,311 269,233
28,885 1,314
509,800 435,337
4,121 6,132
20,119 (1,472)
24,240 4,660
534,040 439,997
(490,469) (441,448)
70,314 87,780
(113,885) (86,329)
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NOTES TO THE PRINCIPAL FINANCIAL STATEMENTS

FOR THE YEARS ENDED SEPTEMBER 30, 2006 AND 2005 (UNUDITED AS TO FY 2005)
(DOLLARS IN THOUSANDS UNLESS OTHERWISE STATED)

Note 1 - Summary of Significant Accounting Policies
Reporting Entity

The Commission is an independent United States @&ment agency, established by the
Communications Act (Act) of 1934, as amended. Thenmission is charged with regulating interstate
and international communications by radio, tel®@nsiwire, satellite, and cable. The Commission’s
jurisdiction spans the 50 states, the District ofuthbia, and the U.S. possessions. Five commigsson
direct the Commission; they are appointed by thesiBent of the United States and confirmed by the
Senate for five-year terms, except when fillingusexpired term.

The Commission comprises three reporting componentBhe primary component consists of
Commission headquarters and field offices. The additional components are the Universal Service
Fund (USF) and the North American Numbering PlaANIR). The USF reports the results of the four
Universal Service support mechanisms (establishiesuant to section 254 of the Act, as amended) and
the results of the Telecommunications Relay Ser¢id®S) Fund (established by the Americans with
Disabilities Act of 1990, Title IV). The NANP repds the results of billing and collection activgie
conducted to support the NANP (47 U.S.C. § 254¢€é)C.F.R. 8 52.16, 52.17, 52.32, and 52.33).

Basis of Accounting and Presentation

The consolidated financial statements (financitieshents) have been prepared from the accounting
records of the Commission in conformity with U.&dEral Generally Accepted Accounting Principles
and the form and content for entity financial stedats specified by OMB Circular A -136 “Financial
Reporting Requirements.”

The preparation of financial statements in confoymvith GAAP requires management to make
estimates and assumptions that affect the repameounts of assets and liabilities, the disclosdre o
contingent assets and liabilities at the date ef fihancial statements, and the reported amounts of
revenues and expenses during the reporting peAatual results may differ from those estimates.

Fund Balance with Treasury
Funds with the Department of the Treasury (Tregsprymarily represent appropriated, revolving, and
deposit funds. The Commission may use the apm@tgatiand revolving funds to finance expenditures,

depending on budgetary availability. The depositoants are used to hold funds temporarily unglyth
can be properly disbursed or distributed.
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Note 1 - Summary of Significant Accounting Policiegcontinued)
Cash and Other Monetary Assets

Cash and Other Monetary Assets represent cash paositlieand money market funds at several
commercial banks. Cash on deposit is collaterdlizg the Federal Reserve and typically exceeds
federally insured limits.

Investments

Investments are reported net of the unamortizethipira or discount. All investments are in Treasury
securities.

Accounts Receivable, Net

Accounts Receivable consists of claims made fompay from other entities. Gross receivables are
reduced to net realizable value by an allowanceléobtful accounts.

Loans

The Federal Credit Reform Act (FCRA) of 1990, aseaded, governs the reporting requirements for
direct loan obligations made after FY 1991. TheRFCQrequires that the present value of the subsidy
costs associated with direct loans be recognizesd @st in the year that the loan is obligatedregént
value is calculated as the estimated cash outftoxes the life of the loans, less the present valugnhe
estimated cash inflows, discounted at the interstst of marketable Treasury securities with a simil
maturity term.) Direct loans are reported netroBlowance for subsidy at the present value.

Property, Plant and Equipment

The basis for recording purchased general Propetant, and Equipment (PP&E) is full cost, incluglin
all costs incurred to bring the PP&E to and fromecation suitable for its intended use. All PP&Ehw

an initial acquisition cost of $25 or more andiaiérnally developed software with a developmerst ob
$50 or more, and with an estimated useful lifevad yyears or greater, are capitalized. Bulk purebas
similar items, individually worth less than $25 lmatlectively worth more than $250, are also cdigea
using the same equipment categories and usefdl fisecapital acquisitions. PP&E are depreciated on
straight-line basis over the estimated useful liokthe items. The useful lives used are: fortgrgefor
buildings, seven years for non-computer equipmive, years for computers and vehicles, and three
years for software. Neither land, including pereranimprovements, nor software in development is
depreciated. Normal maintenance and repair costex@ensed as incurred.

Leasehold improvements include all costs incurradnd the design and construction phase of the

improvement. These costs are amortized over tmairgng life of the lease, or the useful life okth
improvements, whichever is shorter.
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Note 1 - Summary of Significant Accounting Policiegcontinued)
Property, Plant and Equipment (continued)

The Commission’s authority relative to seized amdieiited property is cited in 47 U.S.C. § 510. Z&di
property consists of personal property and equipraeized from illegal telecommunication operations.
The property is considered prohibited and is hadding an outcome of court proceedings. Forfeited
property consists of seized property turned oveth®» Commission to be destroyed or disposed of
through a surplus process. The values assignétktseized and forfeited property are determined by
Commission engineers and are based on current meadkees for comparable property.

Other Assets

Other Assets represents the balance of transfesseepenses made by the USF to Universal Service
Administration Company (USAC) to fund administrativosts in advance. Advances are drawn down as
expenses are incurred.

Accounts Payable and Accrued Liabilities

Accounts Payable and Accrued Liabilities represgrprobable future outflow or other sacrifice of
resources as a result of past transactions or vdrnbilities are recognized when they are inedyr
regardless of whether they are covered by availabdigetary resources. Liabilities cannot be ligted
without legislation that provides resources to do As a component of the U.S. Government, a sayere
entity, payments of all liabilities other than a@uts can be abrogated by the sovereign entity.

Deferred Revenue

The Commission collects proceeds from the saleoofinounications spectrum on behalf of the U.S.
Government. All proceeds collected up to the amaiirthe net winning bid are recognized as deferred
revenue until a “prepared to grant” or “grant” pabhotice is issued. In addition, the Commission
collects multi-year regulatory fees for five- amthtyear periods that are recorded as deferred wevamnd
amortized over the period of the fee.

Debt

This account represents amounts due to the U.&silirngs Bureau of Public Debt (BPD) to support the
spectrum auction loans program. Borrowings fronDBffe determined based on subsidy estimates and
re-estimates in accordance with the FCRA of 199@raended, and OMB guidance. Interest payment on
debt is calculated annually and remitted to BPEhatend of the fiscal year. These payments arededo

in a receipt account maintained by the Commission.

Retirement Plans and Other Benefits

Federal employee benefits consist of the actugs@tions of future benefits earned by Federal

employees, including pensions, other retirementefisn and other post-employment benefits. The

Office of Personnel Management (OPM) administeesehbenefits. The Commission does not recognize
any liability on the Balance Sheet for pensionsieotretirement benefits, and other post-employment
benefits. The Commission recognizes and allodaesmputed costs on the Statement of Net Cost and
recognizes imputed financing related to these ansthe Statement of Changes in Net Position.
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Note 1 - Summary of Significant Accounting Policiegcontinued)
Retirement Plans and Other Benefits (continued)

Pensions provide benefits upon retirement and n&y @rovide benefits for death, disability, or athe
termination of employment before retirement. Pemglans may also include benefits to survivors and
dependents, and they may contain early retiremenbtber special features. Most Commission
employees participate in the Civil Service Retiram&ystem (CSRS) or the Federal Employee
Retirement System (FERS). Under CSRS, the Comomisaakes matching contributions equal to seven
percent of basic pay. For FERS employees, the Gssion contributes the employer’'s matching share
for Social Security, contributes an amount equabrite percent of employee pay to a savings plan, and
matches up to an additional four percent of payostvemployees hired after December 31, 1983 are
covered by FERS.

The OPM reports on CSRS and FERS assets, accunhylate benefits, and unfunded liabilities, if any,
applicable to Federal employees.

The actuarial liability for future workers’ compen®n benefits includes the expected liability fieath,
disability, medical and miscellaneous costs forrappd compensation cases. The liability is deteechi
by using historical benefit payment patterns relate a specific incurred period to predict therndite
payment related to that period. The Departmentaifor determines no actuarial liability for the
Commission, due to the immateriality to the Fed&avernment as a whole.

Leave

Annual leave is accrued as earned, and the adsrtedluced as leave is taken. Each year, the dmian
the accrued annual leave account is adjusted lectefurrent leave balances and pay rates. Arleaaé
is reflected as a liability not covered by currbatigetary resources. Sick leave and other typesof
vested leave are expensed as taken.

Revenue and Other Financing Sources

Regulatory Fee Collections (Exchangejhe Omnibus Budget Reconciliation Act of 1998edted the
Commission to assess and collect regulatory feggdover the costs incurred in carrying out certain
provisions of its mission. Section 9(a) of the fad amended, authorizes the Commission to assdss a
collect annual regulatory fees to recover the comtsdetermined annually by Congress, incurred in
carrying out its strategic goals of broadband, cetitipn, spectrum, media, homeland security and
modernizing the Commission. These fees were éslt@ol by congressional authority, and, consistent
with OMB Circular No. A-25 revisedJser Chargesthe Commission did not determine the full costs
associated with its regulatory activity in estdfing regulatory fees. Since 1993, Congress hasadign
reviewed the regulatory fee collection requiremaritthe Commission and established the total feel$e

to be collected. Fees collected up to the levehbdished by Congress are applied against the
Commission’s annual appropriation at the closeaghdiscal year. The regulatory fee levels of $298

for FY 2006 and $280,098 for FY 2005 were achiev&éte Congress has designated $10,000 of the FY
2006 fees for deposit into Treasury.
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Note 1 - Summary of Significant Accounting Policiegcontinued)
Revenues and Other Financing Sources (continued)

Radio Spectrum Auction Proceeds (Exchangdh accordance with the provisions of Statement of
Federal Financial Accounting Standards (SFFAS)AGcounting for Revenue and Other Financing
Sources the Commission accounts for this exchange revexsua custodial activity. Revenue from
spectrum auctions is recognized when a “prepargglaot” or “grant” public notice is issued. Thdua

of available spectrum is determined by the markatep at the time of auction. The Commission
recognized custodial revenue of $108,592 in FY 286 $158,487 in FY 2005.

Offsetting Collections (Exchange} One of the Commission’s primary functions is aging the
spectrum auction program. Proceeds from the angtiwe initially remitted to the Commission and are
later transferred to the U.S. Treasury, net ofcgaied auction related costs (under 47 U.S.C.% 8@
Commission may retain a portion of the spectruntiangroceeds to offset the cost of performing the
auction function). Collections used to offset twst of performing auctions-related activity tothle
$85,000 in FY 2006 and $85,000 in FY 2005.

Application Fees (Exchange) Congress authorized the Commission (47 U.S.8) & impose and
collect application processing fees and directed@bmmission to prescribe charges for certain types
application processing or authorization serviceprivides to communications entities over which the
Commission has jurisdiction. The Commission amdtgl$§chedule of Application Fees (47 C.F.R. §
1.1102et seq) to adjust the fees for processing applicatiars @her filings. Section 8(b) of the Act, as
amended, requires the Commission to review andshadisi application fees every two years. The
adjusted or increased fees reflect the net chamgleei Consumer Price Index for all Urban Consumers
(CPI-U), calculated over a specific period of timipplication fees are deposited in the Treasury aned
not available for the Commission’s use. Applicati@es collected totaled $22,233 in FY 2006 and
$25,463 in FY 2005.

Reimbursable Work Agreements (Exchange) The Commission recognizes reimbursable work
agreement revenue when earnéd, goods that have been delivered or services redde The
Commission executed agreements totaling $1,42&i2006 and $1,372 in FY 2005.

Annual Appropriations (Financing Source)The Commission receives an annual Salaries apdrises
appropriation from Congress. These funds are ts@ay for operations during the fiscal year anel ar
repaid to the Treasury once regulatory fees arkeatell. The annual appropriation for FY 2006 is
$289,758 with regulatory fee collections of $288,T&sulting in a net appropriation of $987. Thaual
appropriation for FY 2005 was $281,085 with regutatfee collections of $280,098 resulting in a net
appropriation of $987.

Subsidy Estimates and Reestimates (Financing Sparebe Commission receives permanent-indefinite
authority for its credit reform program accountaiccordance with the FCRA of 1990, as amended, to
fund its subsidy estimates and reestimates, umlgsswise prescribed by OMB. This account records
the subsidy costs associated with the direct ladtes FY 1991, as well as administrative expen$débeo
loan program. The Commission received appropnatiof $145,181 in FY 2006 and $1,259,776 in FY
2005 for these purposes. These appropriationavaitable until used.
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Note 1 - Summary of Significant Accounting Policiegcontinued)
Revenues and Other Financing Sources (continued)

USF (Nonexchange} Carriers conducting interstate telecommunicatiare required to contribute a
portion of their revenues to fund the cost of pdovg universal service. These contributions regmes
appropriated dedicated and earmarked receipts @ndczounted for as a budgetary financing source.
Contributions and related interest totaled $7,982j8 FY 2006 and $7,449,284 in FY 2005.

Receipts and Outlays

In reporting the receipts and gross outlays offtR&, the multiplying effect of processing the regéon

and repurchase of Federal securities through th® mieney market account is reduced. Since money
market funds are classified as non-Federal seesyithe receipts are obligated and outlaid atithe tf
initial non-Federal investment. When receiptsl(iding interest, dividends, realized gains and peals

not immediately reinvested but reported as newipeeare subsequently re-invested, an obligatimh a
outlay would be recorded. The Commission has vestethis practice with the OMB and they are in
agreement that recording each transaction woulirtlithe receipts and gross outlays of the program.
This treatment is also used in the Appropriatioesdived and Obligations Incurred lines on the SBR a
the Resources that Finance the Acquisition of Ass¢ on the SOF.

Transactions with Related Parties

The Commission has relationships and conducts dimhtransactions with numerous Federal agencies,
most prominently the Treasury. In addition to Rsderal relationships, the Commission has a direct
relationship with the administrators of those furtkdat are components under the overall Commission
entity. These organizations are USAC, which adstems the four USF support mechanisms, National
Exchange Carrier Association (NECA) which admintstihe TRS Fund, and Neustar which administers
the NANP. Welch and Company, LLC serves as thergiland Collection agent for the NANP.

Net Position

Net Position is the residual difference betweenetgssand liabilities and comprises Unexpended
Appropriations and Cumulative Results of Operationslnexpended Appropriations represents the
amount of unobligated and unexpended budget atyhorUnobligated Balance is the amount of
appropriations or other authority remaining aftedalcting the cumulative obligations from the amount
available for obligation. Cumulative Results of ébgtions is the net result of the Commission’s
operations since inception.
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Note 2 - Non-entity Assets

The following summarizes Non-entity Assets as git&eber 30, 2006 and 2005:

FY 2006 FY 2005

Intragovernmental:

Fund Balance with Treasury $ 187,221 $ 1,342,976

Accounts Receivable, Net 4,322 4,996
Total Intragovernmental 191,543 1,842
Cash and Other Monetary Assets 3,050,763 749
Accounts Receivable, Net 46,291 20,892
Total Non-entity Assets BAED7 1,369,613
Total Entity Assets 6,554,847 6,347,630
Total Assets $ 9,843,444 $ 7,717,243

Non-entity Fund Balance with Treasury primarily megents deposits made towards spectrum auction
winning bids. These deposits accounted for $18j84FY 2006 and $1,337,550 in FY 2005. Non-
entity Cash and Other Monetary Assets also consséposits made by spectrum auction bidders tleat a
held outside of Treasury. Receivables considemdamtity are for regulatory fees, application fees
fines and forfeitures, spectrum auction receivgbéexl International Telecommunications Settlement

(ITS) charges.

Note 3 - Fund Balancewith Treasury

The following summarizes Fund Balance with TreaagyofSeptember 30, 2006 and 2005

September 30, 2006

Appropriated
Funds Revolving Funds Deposit Funds Total
Unobligated Budgetary Resources
Available $ 27,928 $ 284,142 $ -$ 312,070
Unavailable 27,684 - 187,221 214,905
Obligated Balance not yet Disbursed 79,721 - - 79,721
Total $ 135,333 $ 284,142 $ 187,221 % 606,696
September 30, 2005
Appropriated
Funds Revolving Funds Deposit Funds Total
Unobligated Budgetary Resources
Available $ 31,234 $ 67,196 $ -$ 98,430
Unavailable 8,331 - 1,342,976 1,351,307
Obligated Balance not yet Disbursed 73,048 - - 73,048
Total $ 112613 3 67,196 $ 1,342,976$ 1,522,785
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Note 3 - Fund Balancewith Treasury (continued)

Appropriated Funds Includes the salaries and expense appropriated to fund agency operations, the
auction and reimbursable accounts, the no-yeauatsaised to carry over spectrum auction and
regulatory fee funds, and the credit reform progeacount.

Revolving Funds- Includes the credit reform financing account umekcord cash flows associated with
the Commission’s spectrum auction loan program.

Deposit Funds- Includes monies being held for spectrum auctiémgrnational Telecommunications
Settlement (ITS), and regulatory fees. Depositfuare not available for use by the Commissionsasnle
they are properly identified or reclassified as @uasion funds. Otherwise, these funds are retutned
the depositor or transferred to the Treasury.

Note 4 — Cash and Other Monetary Assets

The following summarizes Cash and Other Monetarsefsas of September 30, 2006 and 2005:
FY 2006 FY 2005

Cash and Cash Equivalents $ 3,152,377 $ 1871

USF and NANP contributions and third party depositde pursuant to spectrum auction activities are
the source of funds for these balances. Thirdyp#eposits, unless refunded, are held until 45 cdtes

the close of a given auction and then transfemeithé Commission’s Treasury account. Interestezhrn
on cash

and other monetary assets is reinvested, with xieeption of interest earned on third-party deposits
which is transferred to the Telecommunications Dggyaent Fund (TDF).

In FY 2006 Cash and Other Monetary Assets inclup®050,763 in deposits or related accrued interest
being held for spectrum auctions, $96,203 in USRtrdautions and related accrued interest being held
for distribution, and $5,411 in NANP deposits aathted accrued interest.

In FY 2005 Cash and Other Monetary Assets incluRi&tb in deposits and related accrued interest being

held for spectrum auctions, $48,150 in USF contiims and related accrued interest being held for
distribution, and $8,215 in NANP deposits and etlaccrued interest.
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Note 5 - Investments

The following summarizes Investments as of Septerd@e2006 and 2005:

Unamortized Market
Amortization (Premium) InvestmentsValue
FY 2006 Cost Method Discount Net Disclosure
Intragovernmental Securities:
Marketable Securities:
Treasury Bills $3,285,930 El $ 46,1973,%32,127 $3,287,848
Treasury Notes 1,422,545 El 7,504,430,051 1,422,752
Accrued Interest 15,041 NA 15,041 15,041
Total $4,723,516 $4,777,219%4,725,641
FY 2005
Intragovernmental Securities:
Marketable Securities:
Treasury Bills $4,119,760 El $ 17,094  $36,854 $4,121,516
Treasury Notes 19,996 EI 4 20,000 19,803
Accrued Interest 189 NA 189 189
Total $4,139,945 $4,157,0435 4,141,508

El — Effective Interest Method
NA — Not Applicable

All Treasury securities, regardless of the matud#ge, are reported as investments. The Commission
expects to hold all investments to maturity; theref no adjustments have been made to present imarke
values. All investments are held by USF and &e i@ecognized as part of earmarked funds in N8te 2

The USF had two Treasury Bills for $225,000 thatured on September 30, 2006, but did not settlié unt
October 2, 2006. These securities were recladsifigt of investments and into intragovernmental
accounts receivable at September 30, 2006. Intiadditwo new Treasury Bills for $225,000 were

purchased on September 29, 2006, but did not sattie October 2, 2006. These transactions were
recorded as intragovernmental investments withespwnding accounts payable at September 30, 2006.
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Note 6 - Accounts Receivable, Net

The following summarizes Accounts Receivable, NedfaSeptember 30, 2006 and 2005:

Intragovernmental Public Total

FY 2006

Gross Accounts Receivable $ 229,322 1,$30,380 $ 1,859,702

Allowance for Doubtful Accounts ( -) ( 696,437) (__ 696,43y
Net Accounts Receivable $ 229,322 $ 933,943 $ 1,163,265
Interest on Delinquent AR $ - $ 45,856 $ 45,856
FY 2005

Gross Accounts Receivable $ 4,996 1$369,248 $ 1,374,244

Allowance for Doubtful Accounts ( -) (__ 695,755) (__695,755)
Net Accounts Receivable $ 4,996 $ 673,493 $ 678,489
Interest on Delinquent AR $ - $ 45,856 $ 45,856

Accounts receivable are recorded net of any relaliedvance for doubtful accounts. The Commission’s
portion is determined by applying predeterminecceetages against the respective date the receivable
was established. The current formula for the Cogsion’s allowance is 25% for receivables 91-180
days outstanding, 75% for those 181-365 days mdstg, and 100% for anything greater than 365 days
outstanding. An additional analysis of higher doNalue receivables is also performed on individua
account balances. The USF portion is determineddigulating an estimated general allowance for
doubtful accounts receivable, and reserving 100#ckfmwn bankruptcy and inactive accounts. The
general allowance is calculated by multiplying #igeed billing amounts by the percentage of the mgnth
delinquent accounts receivable over the monthlingiemounts.

A 100% allowance is also made for all Notice of Apmt Liabilities (NAL) receivables and 75%
allowance is made for all Commitment Adjustment MAD) audit receivables. The NAL receivables
represent notifications of a forfeiture, subjecfit@l determination. While these receivablesiactuded
on the Treasury Report on Receivables at the réegfi@seasury, the ability to collect these recéies is
not determined until a final judgment is issuedimifarly, the COMAD audit receivables represent
preliminary audit findings that are subject to egdday the auditee and are not considered final timi
appeals period has lapsed or a final determindi#snbeen issued.

FY 2006 FY 2005

Accounts Accounts

Receivable Allowance Net Receivable Allowance Net
USF $ 1,289,171 $ (191,279) $ 1,097,892 $ 843,931 $ (191,390) $ 652,541
COMAD 58,612 (43,959) 14,653 59,981 (59,981) -
Regulatory Fees 32,866 (18,325) 14,541 24,207 (13,423) 10,784
Spectrum Auction 416,624 (406,325) 10,299 408,969 (402,791) 6,178
Forfeitures 48,692 (29,873) 18,819 24,798 (23,661) 1,137
Other 13,737 (6,676) 7,061 12,358 (4,509) 7,849
Total $ 1,859,702 $ (696,437) $ 1,163,265 $ 1,374,244 $ (695,755) $ 678,489
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Note 7 — Loans Receivable, Net

Under section 309(j)(3) of the Act, as amended, gtess directed the Commission to implement a
competitive bidding (auctions) system for licensspectrum to expand economic opportunity, promote
competition, and facilitate the development andivdey of new and improved telecommunications
services to the public. Section 309(j)(4) of thet Ayjave the Commission certain instructions for
implementing regulations for this system, includiagdirective to ensure that small businesses, rural
telephone companies, and women and minority-owneihbsses have an opportunity to participate in
providing spectrum-based services. The Commiss&m use various means to facilitate expanded
participation, including alternative payment scHedutax certificates, bidding preferences, anceoth
procedures.

To address the mandate, the Commission providedllment financing in connection with its spectrum
auction events, including the C Block Broadbands&eal Communications Services (PCS), F Block
PCS, Narrowband PCS, Interactive Video and DataiSGe(IVDS), Multichannel Distribution Service
(MDS), and 900MHz Specialized Mobile Radio (SMR)nder the installment financing program,
winning bidders were generally given five or terangeto repay their net winning bid amount (less the
down payment), with up to five-year, interest-omitial payment periods. Interest rates variedthy
type of borrower. Retention of licenses granteduwadtion was strictly conditioned on making fulldan
timely payment of amounts as they become due. ré&tuen or repossession of auctioned licenses, which
may have previously been associated with instaltrpagment plans, does not directly or immediately
affect the amount of the outstanding debt recoiidethie agency’s financial records. Outstandingtdeb
adjustments are subject to a separate process.

The Commission’s first auction was conducted in4,98nd starting in 1995 installment payment
mechanisms were used to finance portions of somaimg bids. The last active loan will mature in FY
2009. The Commission’s installment loan portfasidracked under ten cohorts.

As required under the FCRA of 1990, as amended,Gbmmission coordinates with the OMB in
developing estimation guidelines, regulations, el criteria used in calculating the subsidy est®ia
and reestimates.

The most recent subsidy reestimate was completéddigust 2006 for actual performance data through

May 31, 2006 and estimated data from June throwghegber, 2006. The reestimate resulted in a net
upward adjustment, including interest on the remste, of $22,444 reported in the FY 2006 financial

statements.

Direct Loans

Loans Allowance for Value of
Receivable, Interest Other Subsidy Cost Asselat&d
Loan Program Gross Receivable  Receivables (Present Value)to Direct Loans
Spectrum Auctions:
FY 2006 Bal. $ 427,581 $ 33,400 $ 19263% (313,486) $ 149,421
FY 2005 Bal. $ 471,917 $ 33,989 $ 19873% 749,372 $ 1,257,265

Interest accrued on bankrupt and defaulted loaageth$33,230 in FY 2006 and $33,281 in FY 2005.
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Note 7 — Loans Receivable, Net (continued)

Total Amount of Direct Loans Disbursed

No new loans were issued in FY 2006 and 2005.

Subsidy Expense for Direct Loans by Program and Coponent

1. Direct Loan Modifications and Reestimates:

Interest Rate Technical Total
Loan Program Modifications Reestimates Reestimates Reestimates
Spectrum Auctions
FY 2006 (Net) $ - $ - $ 11,328 $ 11,328
FY 2005 (Net) $ - $ - $ (24,501) $ (24,501)

Schedule for Reconciling Subsidy Cost Allowance Bahces

FY 2006 FY 2005
Beginning Balance of the Subsidy Cost Allowance (849,372) $ 3,831,651
Adjustments:

Recoveries 1,083,346 1,027,251

Loans written off - (5,4701)2

Subsidy allowance amortization (42,932) (113,078)

Other 11,116 26
Ending balance before reestimates 302,158 (724,871)
Subsidy reestimates:

Technical/default reestimate 11,328 (24,501)
Ending balance of the subsidy cost allowance $13,486 _$ (749,372)
Administrative Expense FY 2006 FY 2005

Spectrum Auctions $ 5,212 $ 24,269
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Note 8 — Seized and Forfeited Property

The Commission seizes property from illegally opedaradio and other communication operations. The
property is comprised of radio frequency, audiod ather communications equipment. Forfeited
property consists of seized property legally turoedr to the Commission. Although seized and faate
property cannot be sold due to legal restrictiamsl is not recognized for financial purposes, th@ntjty

and value of seized and forfeited property is reggbbelow. The property is tracked using the lonhber
assigned when seized. The following summarizegefeand Forfeited Property as of September 30,
2006 and 2005:

FY 2006 FY 2005
No. of Dollar No. of Dollar
Lots Value Lots Value
Seized Property
Beginning Balance 38 $ 88 40 ® 9
Seized - - 2 12
Forfeited (12) (14) (4) (16)
Ending Balance 26 $ 74 _38 $ 88
FY 2006 FY 2005
No. of Dollar No. of Dollar
Lots Value Lots Value
Forfeited Property
Beginning Balance 11 $ 10 14 $ 10
Forfeited 12 14 4 16
Disposed _ (149 (16) €8] (16)
Ending Balance 9 $ 8 11 $ 10

Note 9 - General Property, Plant and Equipment, Net

The following summarizes General PP&E as of Seperb, 2006 and 2005:

FY 2006 FY 2005

Accum. Net Book Accum. Netdko Estimated
Major Classes Cost Deprec. Value Cost Deprec. _ Value Useful Life
Land $ 1443 3% - $ 1,443 $ 484% - $ 1,443 N/A
Buildings 5,493 3,986 1,507 5,493 3,941 1,552 40
Non-Computer
Equipment 36,852 33,288 3,564 37,493 32,356 5,137 7
Computer
Equipment 34,042 22,929 11,113 8,623 18,694 9,919 5
Vehicle Systems 5,158 3,458 Q,70 4,380 3,306 1,074 5
Leasehold
Improvements 3,108 881 2,227 3,108 570 2,538 10
ADP Software 66,322 51,581 14,741 45,919 37,420 8,499 3
Software
in Development 1,861 - 1,861 21,036 - 21,036 N/A
Total $154,279 $116,123 $38,156 $147,485% 96,287 $51,198

Equipment being held by Commission component estitotaled $1,560 in FY 2006 and $2,094 in FY
2005. All asset classes are depreciated on glstrie basis.
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Note 10 - Liabilities Not Covered by Budgetary Resaces

The following summarizes Liabilities Not Covered Bydgetary Resources September 30, 2006 and
2005:

FY 2006 FY 2005
Intragovernmental:
Other:

FECA Liability $ 403 $ 457
Other:

Unfunded Leave 16,941 17,052

Accrued Liabilities for Universal Service ¥B60 418,826
Total liabilities not covered by budgetary res@src 469,204 436,335
Total liabilities covered by budgetary resources 4,162,519 2,846,682
Total Liabilities $4,631,723 $ 3,283,017

The Federal Employees Compensation Act (FECA)lltsliepresents the amount of bills received by the
Department of Labor for worker's compensation. Sehbills are received one year in advance of when
they are due and are not funded until the subsedjseal year.

Unfunded Leave is funded at the time the leavaken, and is therefore not funded with current year
budgetary resources.

Note 11 - Debt
FY 2005 FY 2005 FY 2006

Beginning Net Ending Net Ending
Balance Borrowing Balance Borrowing Balance

Debt to the Treasury $3,940,764 $(2,666,96@ 1,273,798 $(824,801) $ 448,997
The Commission borrows from the Treasury for cassociated with its spectrum auction loan program.

Borrowings, pertaining to all loan cohorts, areedetined by calculating the subsidy estimates and
reestimates in accordance with the FCRA of 199@asnded.
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Note 12 - Other Liabilities

The following summarizes Other Liabilities as op&smber 30, 2006 and 2005:

FY 2006
Intragovernmental
Custodial Liability
Other:
Accrued Payroll
FECA Liability
Other
Total Other
Total Intragovernment

Deferred Revenue

Prepaid Contributions

Deposit/ Unapplied Liability

Accrued Liabilities for Universal Service
TDA Interest

Other:
Accrued Payroll
Unfunded Leave
Other

Total Other

Total Other Publi

FY 2005
Intragovernmental
Custodial Liability
Other:
Accrued Payroll
FECA Liability
Other
Total Other
Total Intragovernment

Deferred Revenue

Prepaid Contributions

Deposit/ Unapplied Liability

Accrued Liabilities for Universal Service
TDA Interest

Other:
Accrued Payroll
Unfunded Leave
Other

Total Other

Total Other Publi

Non-Current Current Total
$ - $ 152,036 $ 152,036
- 1,378 1,378
- 403 403
- 29 29
- 1,810 1,810
$ - $ 153,84¢ $ 153,84¢
$ 17,874 $ 3,082,270 $ 3,100,144
- 63,461 63,461
- 41,737 41,737
- 451,860 451,860
- 28,623 28,623
- 7,332 7,332
- 16,941 16,941
- 17,857 17,857
- 42,130 42,130
$ 17,87« $ 3,710,08: $ 3,727,95!
Non-Current Current Total
$ - $ 222350 $ 222,350
- 1,339 1,339
- 457 457
- 30 30
- 1,826 1,826
$ - $ 224,17¢ $ 224,17¢
$ 18,135 $ 1,167,639 $ 1,185,774
- 57,360 57,360
- 5,232 5,232
- 418,826 418,826
- 1 1
- 7,009 7,009
- 17,052 17,052
- 19,338 19,338
- 43,399 43,399
$ 18,13¢ $ 1,692,45 $ 1,710,59;
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Note 12 - Other Liabilities (continued)

The Custodial Liability includes both cash collettend receivables being held for transfer to the
Treasury's General Fund. The Commission colldasfollowing types of custodial revenue: spectrum

auction revenue, fines and forfeitures revenuealpgmnevenue on regulatory fees, ITS processing,fee

and interest revenue on auction deposits (held ). Deferred revenue represents regulatory fees,
spectrum auction revenue, or contributor paymehét have been received but not earned by the
Commission.

Deposit/Unapplied Liability represents upfront deig® made by auction bidders as well as funds
received that are being held until proper applicatis determined. Prepaid Contributions include
contribution overpayments that may be refunded @8& contributions paid in advance that will be
drawn down during the year. Accrued Liabilities Eniversal Service represent liabilities recortgd
the USF for anticipated subsidies in the High Cbety Income, and TRS programs. The obligation for
these subsidies is not recognized until paymees filre approved in the subsequent month.

Note 13 - Leases
Operating Leases

The Commission has operating leases for rentaffifeospace and office equipment. The copier lease
arrangements are renewable annually with five ptsssinnual renewal periods. As a Federal agehey, t
Commission is not liable for any lease terms beyone year. The Commission anticipates that space
levels consistent with FY 2006 will be required fbe next five years and has estimated space gmerco
payments consistent with the schedule below. Nibnates beyond five years have been provided
because of the cancelable nature of the agreements.

Anticipated lease requirements are as follows:

Fiscal Year Building Copier Total
2007 $ 39,898 $ 1,419 $ 41,317
2008 40,780 1,419 42,199
2009 41,684 1,419 43,103
2010 42,608 1,419 44,027
2011 383 1,419 44,767
Total Future Lease Paymen$ 208,318 $ 7,095 $215,413

Note 14 - Commitments and Contingencies

The Commission, USAC, and the Department of Justieeinvestigating several cases and prosecuting
others related to disbursements of USF funds fitwensthools and libraries program, which might itesul
in future proceedings or actions. The complexityhese actions precludes management from estighatin
the total amount of recovery that may result frbwese actions.

The Commission is a party in various administrapveceedings, legal actions, and claims broughirby
against the agency. In addition, several ongoemkhuptcy proceedings are related to the loan qatf

In the opinion of Commission management, the ulint@solution of proceedings, actions and claims
will not materially affect the Commission’s finaatposition or results of operations.

The Commission has examined its obligations relateaancelled authority and believes it has no
outstanding commitments requiring future resources.

46



Note 15 — Intragovernmental Costs and Exchange Rewvee

Intragovernmental costs primarily represent inteegense paid by the Commission on outstanding
credit reform borrowing. Additional amounts areatecognized for goods and services purchaseaeby t

Commission from other Federal agencies

Program Costs - FY 2006

Program Intragovernmental Public Total
Broadband $ 7,179]| $ 19,6169 26,79p
Competition 28,049 7,230,95b 7,259,004
Spectrum 128,091 318,25Y 446,348
Media 7,966 22,921 30,88f
Homeland Security 10,19 27,654 37,85[
Modernize the FCC 11,978 38,255 50,228
Total $ 193,455| $ 7,657,65B% 7,851,118
Program Earned Revenue - FY 2006

Program Intragovernmental Public Total
Broadband $ - $ 30,374$ 30,374
Competition - 117,840 117,84p
Spectrum 53,499 194,798 248,29
Media - 33,58¢ 33,584
Homeland Security 1,03y 40,159 41,196
Modernize the FCC - 54,573 54,578
Total $ 54,536| $ 471,328 % 525,864
Program Costs - FY 2005

Program Intragovernmental Public Total
Broadband $ 6,792| $ 17,90p$ 24,69p
Competition 29,987 6,649,26b 6,679,25p
Spectrum 316,376 187,141 503,51y
Media 8,328 22,10p 30,43B
Homeland Security 9,76p 25,680 35,445
Modernize the FCC 13,023 40,311 53,3341
Total $ 384,271 $ 6,942,40p$ 7,326,678
Program Earned Revenue - FY 2005

Program Intragovernmental Public Total
Broadband -19$ 26,995% 26,99p
Competition - 118,231 118,231
Spectrum 102,729 387,158 489,88y
Media - 31,897 31,88)
Homeland Security 990 35,963 36,958
Modernize the FCC - 54,240 54,28p
Total $ 103,719] $ 654,514 $ 758,238
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Note 16 - Apportionment Categories of Obligationsrcurred

The following summarizes Apportionment Categoriébligations Incurred September 30, 2006 and
2005:

FY 2006 FY 2005
Budgetary Non-Budgetary Budgetary Non-Budgetary

Direct

Category A $ 372,116 $ - $ 365848 $ -

Category B 142,232 278,958 9,864,270 306,351

Exempt from Apportionment 8,139,024 - - -
Total Direct $ 8,653,372 % 278,958  $10,230,118 $ 306,351
Reimbursable

Category A $ 1,778  $ - $ 1,359 $ -

Category B - - - -
Total Reimbursable $ 1,778 - $ 1,359 $ -

Category A —Apportioned by Quarter
Category B— Apportioned by Purpose

Note 17 - Available Borrowing/Contract Authority, End of Period

The Commission receives borrowing authority coesitstwith the FCRA of 1990, as amended. The
borrowing is authorized through an indefinite pemewat authority at interest rates the Treasury sath
year. In addition, the Commission has permanedéfinite authority for subsidizing the spectrum
auction direct loan program.

All borrowings are from the BPD. In accordancehnapplicable standards, all funds are borrowetieat t
beginning of the period. Therefore, the Commissioas not carry over any unused borrowing authority
Repayments of borrowings are made in accordande thé terms of the FCRA of 1990, as amended.
Financing sources for repayment are collectionsflmrrowers or subsidy. The Commission had no
borrowing authority at September 30, 2006.

Note 18 - Terms of Borrowing Authority Used

The Commission has three types of financing soulces payments made by the public, interest from
the Treasury, and subsidy expenses received frenTtbasury. The FCRA of 1990 stipulates that the
rate used for subsidy calculations, borrowings, mmerest on uninvested funds must be for a maturit

comparable to the maturity of the direct loans medéne public. The majority of the Commission’s

direct loans have a maturity of ten years.
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Note 19 — Legal Arrangements Affecting Use of Unolgated Balances

The Commission may carry forward regulatory feeseneed for use in the next fiscal year, subject to
notification of the congressional appropriationbgammittees. All other no-year unobligated balance
are available at the start of the next fiscal yalgwing apportionment by the OMB.

Note 20 - Explanation of Differences Between the &ement of Budgetary Resources (SBR) and the
Budget of the U.S. Government

The schedule below presents differences for FY 200%eBudget of the United States Governmeith
actual numbers for FY 2006 has not been publishedrsuant to 31 USC § 1105, tBeidget of the
United States Governmentill be released the first Monday in February, amtl be available at the
following website: http:/www.whitehouse.gov/omb.

Combined Statement President’s
of Budgetary ResourcesBudget

Budgetary Resources ($ in millions): 2005 2005 Difference
Unobligated Balance, Brought Forward, Oct. 1 832 $ 310 $ 22 A
Recoveries of Prior Year Unpaid Obligations 664 662 2 B
Budget Authority:

Appropriations Received 9,900 9,900

Borrowing Authority 38 38 -

Spending Authority From Offsetting Collections 3,397 680 2,717 C
Temporarily Not Available Pursuant to Public Law  (12) - (12) D
Permanently Not Available (2,708) - (2,708) E
Total Budgetary Resources 11,611 11,590 21

Status of Budgetary Resources ($ in millions):

Obligations Incurred $ 10,537 $10,537 $ -
Unobligated Balances — Available 218 ,058 (835) F
Unobligated Balances — Not Available 856 - 856 F
Total, Status of Budgetary Resources 11,611 11,590 21

Change in Obligated Balance ($ in millions):

Obligated balance, net — Beginning of Period @85, $ 3,085 $ -
Obligations, Incurred net (+/-) 10,537 10,537 -
Less: Gross Outlays 9,695 9,695 -
Less: Recoveries of PY unpaid obligations, actual 664 662 2 B
Change in Uncollected Customer Payments From

Obligated Balance, net, End of Period (calculated) 3,263 3,265 (2)

Net Outlays ($ in millions):

Gross Outlays $ 9,695 $ 9,695 -
Less: Offsetting Collections 3,397 3,397 -
Less: Distributed Offsetting Receipts 25 25 -
Net Outlays $ 6,273 $ 6,273 $ -
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Note 20 - Explanation of Differences Between the &ement of Budgetary Resources and the
Budget of the U.S. Government (continued)

A —The President's Budget (the Budget) excludes ®#Ron in unobligated balances - unavailable
because the funds are not available for use.

B — The Budget does not include $2 million of rezdes in single year appropriations because thésfun
are expired and not available for use.

C — The President's Budget recognizes the tempoeghyction in authority related to FY 2004 excess
regulatory fees of $12 million as a reduction ttsetting collections while the SBR reflects thiscamt

on a separate line. The remaining $2,705 represkeatCommission's Debt repayment to Treasury which
is also a reduction to offsetting collections i tBudget but shown separately under Permanently Not
Available on the SBR.

D — See explanation for excess regulatory feesru@ide

E — The Budget does not include cancelled and attterned authority of $3 million and reflects the
Debt repayment to Treasury of $2,705 million ag péoffsetting collections (see explanation C).

F — The unapportioned balances for the USF andFitencing Account, $768 and $67 respectively, are
reflected in the SBR as “not available while thedBet reflects these funds as available.” Thesdswo
become available to the Commission at the stadach fiscal year. These funds account for alhef t
available variance and $835 of the not availabléanae. The remaining $21 is accounted for by the
combination of explanation A through E above.

Note 21 - Explanation of the Relationship Betweeniabilities Not Covered by Budgetary Resources
on the Balance Sheet and the Change in Componentgdiring or Generating Resources in Future
Periods

Two amounts are shown in Note 10 as not coveredunjgetary resources: FECA Liability and
Unfunded Leave. The changes in both of these batahetween FY 2006 and FY 2005 are reflected as
part of Components Requiring or Generating Ressurc&uture Periods on the Statement of Financing.
The decrease in unfunded leave of $111 is incluéige increase in Annual Leave line on the Statéme
of Financing, and the decrease in FECA Liability$é# is included as part of the Resources that fund
expenses recognized in prior periods line item.

Note 22 - Description of Transfers that Appear as &econciling Item on the Statement of Financing

The Commission collects application fees to cover tost of processing license applications. The
Commission reports the revenue associated withetfess as a revenue source on its Statement of Net
Cost, but does not retain the fees. Additionathe Commission collected $10,000 in off-setting
collections in FY 2006 at the request of Congrebglwvhas been recorded in the same receipt account
with application fees. To reflect the transfer loéde fees to the Treasury, the Commission recagize
transfer out on the Statement of Changes in Neiti®os The amount of $32,233 included in the
Offsetting Receipts line on the Statement of Fiinayes the total transferred for FY 2006.
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Note 23 — Earmarked Funds

U.S. telecommunications companies are obligatgehjoassessments for Universal Service support and
for Telecommunications Relay Service, establishgdthe Commission. These assessments are
accounted for in the Budget of the U.S. Governnaanthe “Universal Service Fund.” The Commission
currently recognizes the assessments collectedr uthddJSF Program as non-exchange revenue on its
Statement of Changes in Net Position, and the eglatisbursements as program expenses on the
Statement of Net Cost.

The following summarizes the significant assetjilities, and related costs incurred with managirey
USF Program.
Total Earmarked

Funds
Balance Sheet as of September 30, 2006
ASSETS
Investments 4,723,516
Cash and Other Monetary Assets 96,203
Acounts Receivable, net 1,120,982
General Property, Plant, and Equipment, net 1,540
Other Assets 10,013
Total Assets 5,952,254
Accounts Payable 294,116
Deferred Revenue 30,920
Prepaid Contributions 63,357
Accrued Liabilities 451,860
Total Liabilities 840,253
Unexpended Appropriations -
Cumulative Results of Operations 5,112,001
Total Liabilities and Net Position 5,952,254
Statement of Net Cost For the Period
Ended September 30, 2006
Gross Program Costs 7,147,210
Less Earned Revenues -
Net Cost of Operations 7,147,210
Statement of Changes in Net Position
For the Period Ended September 30, 2006
Net Position Beginning of Period 4,276,827
Non-Exchange Revenue 7,982,384
Other Financing Sources -
Net Cost of Operations 7,147,210
Change in Net Position 835,174
Net Position End of Period 5,112,001
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Note 23 — Earmarked Funds (continued)

Administrative costs are expenses related to magagnd overseeing the USF Program. The USF
Program is charged administrative expenses by &QJand the NECA for expenses such as salaries
and benefits of the employees dedicated to manapmainiversal service support mechanisms and the
telecommunications relay services mechanism; rewt atilities for office space used; providing
accounting and other financial reporting relatewises; and other miscellaneous activities.

Note 24 — Change in Accounting Principles

In FY 2006 the Commission adopted a change in théhod it uses to account for expenditures against
Salaries & Expenses (S&E) funding. The S&E fundiegresents a combination of offsetting collections
and congressional appropriations. In previoussjglie Commission has recognized expenses incurred
in its S&E fund as coming first from offsetting tmitions and second from appropriations. This
accounting treatment was elected because unexpe®®lEdfunds were recorded under a single year
Treasury Account Fund Symbol and were cancelled ratarned at the end of the fifth year after
availability. To mirror the cancellation processigh is generally associated with appropriatiohg, t
Commission elected to spend against appropriatestsso that the cancellation of funding was adains
appropriations.

Since the adoption of the initial accounting methtigk portion of Commission operations funded by
offsetting collections has grown to the point wherdy a net of $1,000 in appropriations is receitgd
the Commission annually. Additionally, offsettiogllections represents funding that remains aviglab
to the Commission until expended. Given theseofacit was preferable to the Commission to chatsge
method of accounting to reverse the order in witigpplies funding so that funding would come first
from appropriations and then from offsetting cdileas.

The change has a beginning balance impact of $®886e following balances:

Statement of Changes in Net Position:

Before After
Unexpended Appropriations $ 24,617 94,731
Cumulative Results of Operations $ 4,409,609 489,495

Note 25 — Custodial Fines and Penalties Collections

The unusual increase in Fines and Penalties cdigictaans resulted from the collection of a single
settlement payment totaling $94,866.

Note 26 — Comparability of the Statements
Balance Sheet
The Commission listed TDA Interest as a separaee din the face of the Consolidated Balance Sheet,

since it was a material balance in FY 2006. Fanmarability purposes the amount was broken out of
Other Liabilities for FY 2005.
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Note 26 — Comparability of the Statements (continud

Statement of Budgetary Resources

The presentation used for the Statement of Budg&asources (SBR) prior to FY 2006 has been revised
to reflect a new format required pursuant to the BOMTircular A-136, “Financial Reporting
Requirements.Circular A-136 requires agencies to present bathRY 2006 and 2005 SBR in the same
format. Accordingly, certain reclassifications wemade to the previously issued FY 2005 SBR to

conform to the new format.
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REQUIRED SUPPLEMENTARY INFORMATION

REQUIRED SUPPLEMENTARY INFORMATION - DEFERRED MAINT ENANCE

As of September 30, 2006
(Dollars in thousands)

To determine the original estimated cost of detemaintenance in FY 2000, the Commission contracted
with professional building inspectors to insped feal property holdings, including buildings and
structures. In most cases the inspection repate womprehensive reviews of the buildings and mptou
conditions and included all items that requireceratibn, whether critical to the functionality ofeth
building or a cosmetic feature. Each year, the @@sion updates the report from the previous year f
items completed and newly identified projects. Hstimated deferred maintenance for FY 2006 is
$1,413.
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REQUIRED SUPPLEMENTARY INFORMATION — STATEMENT OF

BUDGETARY RESOURCES

For the Year Ended September 30, 2006

(Dollars in thousands)

STATEMENT OF BUDGETARY RESOURCES

The Office of Management and Budget (OMB) Bulletin No. O1F@®m and Content of Federal Agency Financial Statemeetgjires additional

disclosure of an entity's budgetary information by majaigbtary account if the information was aggregated for misien purposes on the

Statement of Budgetary Resources. The major budget actmintle the FCC and the Universal Service Fund. Refletthd chart below are the

major accounts of the FCC that are aggregatedesehfed in the Septemmber 30, 2006 Combined StiatefrBeidgetary Resources.

FY2006
Budgetary Resources:

Unobligated balances - brought forward, October 1:
Recoveries of prior year unpaid obligations

Budget authority:

Temporarily not available pursuant to Public Law
Permanently not available

Total budgetary resources

Status of Budgetary Resources:

Obligations incurred

Unobligated balances - available
Unobligated balances - not available
Total, status of budgetary resources

Change in Obligated Balance:

Obligated balance, net

Obligations incurrred, net

Less: Gross outlays

Less: Recoveries of prior year unpaid obligatactsial

Change in uncollected customer payments from
Federal sources

Obligated balance, net, end of period

Net Outlays

Gross outlays

Less: offsetting collections

Less: distributed offsetting receipts
Net outlays

SCE Credit Auctions

$ 88 $ 72145 $

3595 1
312179 1,648,945
306) -

(258)  (1,007,860)

3798 $
917 $
84,999

(2,428;

978815%  1,073563
950,444 954,957
8160463 10,206,586
- (25,300)
- (1,010,546)

$ 309025 713231 $

87,286 $ 10,089,722% 11,199,260

$ 288838 $ 421,00 $
10,751 8,186
9432 283,955

85156 $
194
1,936

8,139,024% 8,934,108
136,154 155,285
1,814,544 2,109,867

$ 309,08 713231 $

87,286 $ 10,089,722% 11,199,260

$ 33010 $ 10553 $
288,837 421,090
278,847 421,165
3,595 1

(31) -
39376 10476

$ 278847 $ 421165 $
299,146 1,320,706
32,233 -

29484 $

85,157

83,856
917

29,868

83856 $
85,000

3,192,072% 3,265,119
8,139,024 8,934,108
7,561,774 8,345,642

950,444 954,957

- (31)
2818876  2,8985%

7,561,774% 8,345,642
- 1,704,852
- 32,233

$ (52532 $ (899,541) $

(1,144 $

7,561,774$ 6,608,557
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APPENDIX A

FEDERAL COMMUNICATIONS COMMISSION

STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No.

| Condition/Audit Area

Recommendation

Current Status

Material Weaknesses

I. Control Environment Changes

1

Control Environment
Changes

FCC Order 04-163 was
intended to publicly clarify
the office responsible for
all of FCC's financial
activities, including those
of the component entities.
The Chairman, as the
Chief Executive Officer of
the FCC should assess th
need and role of his office
to participate in the day-tq
day financial activities of
the agency rather than the
Managing Director, and
determine if the order
should be rescinded and
replaced with one that fits
the results of his
assessment, clarifying any
future confusion and
strengthening the control
environment by aligning
the roles and functions
with the appropriate
activities.

Closed

Control Environment
Changes

To clarify and strengthen
the Office of the
Chairman-delegated roles
the Chairman should issu
explicit and agency-wide
(or publicly available)
delegations of authority
for individuals instructed
or asked to represent his
office, even if that
delegation is one of a
temporary nature.

1%

Closed

Control Environment
Changes

Because financial
reporting is mandated ang
must be complete at a
time-definite, managemen
should ensure that it meet
all delivery timeframes,
external and internal, to
ensure effective and
efficient use of agency

wn —+

resources, and to achieve

Closed




APPENDIX A

FEDERAL COMMUNICATIONS COMMISSION
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

more positive results.

Recommendation No.

Condition/Audit Area

Recommendation

Current Status

4

Control Environment
Changes

To protect the agency fron
compromising its

requirement to support the

independence of the Offic
of Inspector General,
senior management,
including OCM, should
become acquainted with
the Inspectors General
Act, its purpose, and
become more familiar with
the Inspector General's
role and responsibilities tg
the agency, that is, if it ha
not already done so.

nClosed

U7y

Il. Component Entities' Fi

nancial Reporting Controls

5

A. Control Over
Budgetary Transactions

Ensure that the financial
policies and procedures
are finalized and include,
among others, monthly
reconciliation of budgetary
and proprietary accounts,
consistent application of
budgetary transactions,
and follow-up procedures
on weaknesses identified
in reports issued by its
service organizations.

Open: Now a reportable
condition

A. Control Over
Budgetary Transactions

Ensure the component
entities’ full
implementation of the
USSGL posting model at
the transaction level.

Open: Now a reportable
condition

A. Control Over
Budgetary Transactions

Design the Pre-Petition
Bankruptcy accounts
receivable sub ledger to
report the net receivable
amount from each Filer

Closed

ID.




APPENDIX A

FEDERAL COMMUNICATIONS COMMISSION

STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No.

Condition/Audit Area

Recommendation

Current Status

8

A. Control Over
Budgetary Transactions

Finalize and consistently
implement the FCC
policies and procedures
related to the reporting
components’ financial
reporting, compilation, an
review process to include
review procedures that

integrity, completeness,
existence, quality and
reliability of the financial
data.

Open: Now a reportable
condition

will assess and assure data

A. Control Over
Budgetary Transactions

Institute a methodology to
record the correct
receivable amount at the
time of recognition insteag
of recording duplicate

the entry at a later time.

receivables and correcting

Open: Now a reportable
condition

10

A. Control Over
Budgetary Transactions

Develop a subsidiary
ledger for USF account
payable details to support
the reported balances.

Open: Now a reportable
condition

11

A. Control Over
Budgetary Transactions

Require the administrator
of TRS to obtain an
accountant with related
experience to take
responsibility for TRS
accounts and compile
consolidating TRS
financial data into GAAP
financial statements.

Open: Now a reportable
condition

12

B. Universal Service Fun|
Commitments

dThe USF administrator
should establish written
policies and procedures,
and implement internal
controls to ensure
completeness, existence,
and proper valuation of th
commitment letter

amounts.

Closed

)
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FEDERAL COMMUNICATIONS COMMISSION

STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No.

Condition/Audit Area

Recommendation

Current Status

13

B. Universal Service Fun
Commitments

dTo support future [audit]
representations, the FCC
in coordination with USF
administrator should verify
and validate commitment
letter balances, activity,
and transactions as of
September 30, 2005, no
later than the second
quarter of fiscal year 2006
to determine if the
balances are fairly
materially stated in
accordance with generally
accepted accounting
principles.

Closed

14

B. Universal Service Fun|
Commitments

dEstablish a cross-bureau
and cross-entity task force
to address the USF
commitment and
obligations issue. The tag
force should be similar in
scope and approach as th
Spectrum Auction Loan
Servicing Activity task
force that was used to
address the material issue
related to FCC spectrum
auction loans.

Closed

h

[0)

¢S

15

C. Timelines of
Transactions Entry and
Reconciliation

Implement procedures to
ensure that the reporting
components’ unadjusted
balances are reconciled
and supported with
appropriate roll-forward
analysis.

Open: Now a reportable
condition

16

C. Timelines of
Transactions Entry and
Reconciliation

Ensure that the reporting
components received and
understood the year-end
adjusting entries which
should be promptly
recorded on their books.

Open: Now a reportable
condition




APPENDIX A

FEDERAL COMMUNICATIONS COMMISSION
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No.

Condition/Audit Area

Recommendation

Current Status

17 C. Timelines of Improve quality control Open: Now a reportable
Transactions Entry and | reviews of audit schedules condition
Reconciliation to ensure material
differences are identified
and closed timely.
18 D. Control Over USF Review the reasonablenes<Closed
Investment Transactions | and accuracy of the bank
investment reports before
recording them in the
books and submitting the
financial information to
FCC.
19 D. Control Over USF Modify the existing Closed
Investment Transactions | template used for
calculating unamortized
discounts and premiums tp
ensure correctness of the
calculations.
20 D. Control Over USF Ensure all accounts are | Closed
Investment Transactions | properly classified in the
financial statements.
21 E. Controls Over Implement appropriate Open: Now a reportable

Compliance with Laws
and Regulations

corrective action plan to
address the
recommendations
contained in the report.

condition

Ill. Auction Transactions

22

A. Auction Revenue and
Receivables

Issue a directive for WTB
to ensure that all auction
and licensing activities
with financial impact are
reported to FOC for timely

Open: Now a reportable
condition

and proper recording.
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FEDERAL COMMUNICATIONS COMMISSION

STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No.

Condition/Audit Area

Recommendation

Current Status

23

A. Auction Revenue and
Receivables

Establish a database for
WTB that is capable of
being linked or interfaced
with the core financial
system to create an audit
trail and record of
delinquent winning
bidders whose licenses
were cancelled and then

amounts collected or
received from the re-
auction. Until this
database becomes
operational, FCC should
create and maintain a
comprehensive schedule
that will provide this
information. The
comprehensive schedule
should be periodically
reviewed and reconciled.

re-auctioned, including the

Open: Now a reportable
condition

24

B. Spreadsheet Subsidiaj
Ledger System (Modified
Repeat Condition)

rymplement change contro
procedures over
spreadsheet applications
ensure that changes are
reviewed and authorized,
and formula cells are
protected.

Closed

(0]

IV. FCC's Contingency Plans

25

FCC's Contingency Plans

Complete the developn
and implementation of a
comprehensive
contingency plan that
integrates the individual
plans of FCC’s data
centers, networks, and
telecommunications

né&tlosed

facilities.
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FEDERAL COMMUNICATIONS COMMISSION

STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No.

Condition/Audit Area

Recommendation

Current Status

26

FCC's Contingency Plang

Ensure that the COOP
includes the recovery of
FCC'’s major applications
in accordance with
recovery times deemed
critical to mission and
operations of the bureaus
and offices.

Closed

27

FCC's Contingency Plans

Develop a contingency
plan for certain FCC
system assets.

Closed

REPORTABLE CONDITIONS

V. Financial Reporting

28

A. Integrated Financial
Management Systems
(Repeat Condition)

Ensure the integration of
the overall financial
management systems.
These integrations should
include all receivable
transactions to be recorde
in RAMIS, the fee billing
system, the auction
subsidiary systems, and
various stand-alone
systems such as the
property management
system, databases,
spreadsheets and reportir]
components’ financial
reporting.

Open

29

A. Integrated Financial
Management Systems
(Repeat Condition)

Authorize the loan service
provider to implement the
necessary functional
requirements to meet
JFMIP’s loan servicing
system standards.

Open

30

A. Integrated Financial
Management Systems
(Repeat Condition)

Ensure that the USF
general ledger system is i
full compliance with the
Financial Management
System requirements and
the USSGL.

Open
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FEDERAL COMMUNICATIONS COMMISSION

STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No. Condition/Audit Area Recommendation Current Status
31 B. Federal Financial Perform a periodic or Open
System Setup and Posting quarterly update of FFS
Model Definitions (Repeat system setup and posting
Condition) model definitions to
ensure timely correction of
outdated models and
compliance with the latest
transaction posting models
consistent with USSGL
guidance and policies for
recording and classifying
transactions.
32 C. Financial Statement | Ensure timely Open
and Federal Agencies' communications of
Centralized Trial-Balance| adjusting entries and
System Il (FACTS II) reconciliations between all
Differences (Repeat groups within FCC with
Condition) financial reporting
responsibilities.
VI. Cost Accounting
33 A. Minimum Level of Enhance BEAMS Open
Cost Accounting functionality to satisfy the
(Modified Repeat minimum level of cost
Condition) accounting required in a
managerial cost
accounting system by
SFFAS No. 4.
34 A. Minimum Level of Define outputs produced | Open
Cost Accounting by the responsibility
(Modified Repeat segments and incorporate
Condition) the definition into the
Statement of Net Costs
allocation methodology.
35 B. Matching Revenue to | Review the propriety of | Open
Cost (Repeat Condition) | the costing methodology
and the matching of earned

revenue against costs.
Include a review of
different program
activities that generate
revenue and apply the
revenue to those activities
that produce the earned
revenue.




APPENDIX A
FEDERAL COMMUNICATIONS COMMISSION
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No. Condition/Audit Area

Recommendabn

Current Status

VII.

Reconciliation of Intragovernmental Transaction

Balances

36

Reconciliation of
Intragovernmental
Transaction Balances

Perform quarterly
reconciliation of
intragovernmental
transactions and balances
with other Federal
agencies. The
reconciliation process
should be completed
quarterly and include
procedures to resolve any
differences identified in a
timely mannerThe
procedure should also
include confirming
amounts with trading
partners and meeting with
trading partners to resolve
differences identified.

Closed

VIIl. Payroll and Personnel Activities

37

A. Payroll Activities

Increase the NFC and F(
system reconciliation
procedures to include all
leave categories.

COpen

38

A. Payroll Activities

Ensure that timekeepers
reconcile time and
attendance report errors
generated from the FCC's
desktop payroll
reconciliation system.

Open

39

A. Payroll Activities

Enhance the LES systemn
capabilities to reject
incorrect project codes
from being entered in the
system in the first place.

Open

40

A. Payroll Activities

Issue guidance to estsibli
timeframes for employeeg
to correct invalid project
code errors.

Open

41

A. Payroll Activities

Provide the FCC contact
person at NFC with a
listing of uncorrected
project codes monthly.

Open
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FEDERAL COMMUNICATIONS COMMISSION
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No.

Condition/Audit Area

Recommendation

Current Status

42

B. Personnel Activities

Ensure documentation
related to personnel
actions or employee
benefits are promptly
updated and filed in the
OPF.

Closed

43

B. Personnel Activities

Implement procedures t|
ensure that the network
accounts of separating
employees are terminated
at the effective date of
separation.

oOpen

IX. Debt Collection Impro

vement Act

44

Debt Collection
Improvement Act

Refer all eligible
delinquent debt more thar
180 days old to the
Department of the
Treasury for offset or
timely cross servicing.

Open

45

Debt Collection
Improvement Act

Perform a review of the
delinquency debt letter
procedures to ensure that
all delinquent debtors
receive dunning letters an
interest, penalties, and
administrative fees are
assessed in conjunction
with the submission of the
letters to the debtors.

Open

46

Debt Collection
Improvement Act

Strengthen quality control
surrounding preparation
and submission of reports
to external government
agencies, including
independent review and
reconciliation.

5 Open

X. Electronic Data Processing (EDP) Controls

47

A. OMB Circular No. A-
130 Requirement for a
Comprehensive Security
Plan (Modified Repeat
Condition)

Issue a new directive to
replace the expired
information security
directive 1131.1.

Open
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FEDERAL COMMUNICATIONS COMMISSION

STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS
September 30, 2006

Recommendation No. Condition/Audit Area Recommendation Current Status
48 A. OMB Circular No. A- | Make a determination on | Closed
130 Requirement for a whether the contractor
Comprehensive Security | loan servicing system
Plan (Modified Repeat application should be a
Condition) major application given
that FCC identified
RAMIS and the loan
servicing spread sheets as
major applications.
49 A. OMB Circular No. A- | Ensure that transmission | Open
130 Requirement for a of all sensitive data to and
Comprehensive Security | from FCC’s contractors
Plan (Modified Repeat and business partners is
Condition) protected and encrypted.
50 A. OMB Circular No. A- | Ensure that the “principle | Open
130 Requirement for a of least privilege” is
Comprehensive Security | adequately enforced across
Plan (Modified Repeat all major applications and
Condition) general support systems.
51 A. OMB Circular No. A- | Ensure that periodic Open
130 Requirement for a recertification of users’
Comprehensive Security | access to its major
Plan (Modified Repeat applications is adequately|
Condition) enforced and operating
effectively to ensure the
“principle of least
privilege” is in place and
that incompatible duties
are properly segregated.
52 A. OMB Circular No. A- | Ensure that the Open
130 Requirement for a recertification process for
Comprehensive Security | all systems (including
Plan (Modified Repeat contractors) is thorough
Condition) and complete.

53 B. RAMIS Application Complete the Closed
implementation of
recommendations made in
the report on RAMIS.

54 C. Security Training and | Require that upon an Closed

Education (Modified
Repeat Condition)

acceptance of an FCC
position, the new
employee receive a packe
with IT security training
courses and dates, and a
copy of FCC'sRules of

—

Behavior
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FEDERAL COMMUNICATIONS COMMISSION
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS

September 30, 2006

Recommendation No.

Condition/Audit Area

Recommendation

55 C. Security Training and | Ensure and require that o
Education (Modified the first day of work each
Repeat Condition) employee reads and signg
theRules of Behavioas
part of the orientation
process.
56 C. Security Training and | Require each employee tq
Education (Modified accomplish a certain
Repeat Condition) amount of security training
per year to continue in his
or her position.
57 D. Employee Duties and| Review and approve the
Position Risk Designation| Personnel and Security
(Modified Repeat Suitability Manual
Condition)
58 D. Employee Duties and| Prioritize individual
Position Risk Designation| position reviews and makg
(Modified Repeat the necessary funds
Condition) available to perform the
task.
59 E. OMB Circular No. A- | USF administrator should
130 Requirements for USFcomplete the certification
(Modified Repeat and accreditation of its
Condition) major applications and
general support systems.
60 F. USF Password Strengthen password

Controls (Modified Repea
Condition)

[ controls in accordance
with USF administrator’s

password policy.

Current Status
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Office of the Managing Director

MEMORANDUM

DATE: November 14, 2006
TO: Kent R. Nilsson, Inspector General
FROM: Anthony J. Dale, Managing Director and Mark Stephens, Chief Financial Officer

SUBJECT: Management’s Response to Independent Auditor’s Reports on Internal Controls and
Compliance with Laws and Regulations for Fiscal Year 2006

Thank you for the opportunity to review and comment on the draft reports entitled Independent Auditor’s Report
on Internal Control and Independent Auditor’s Report on Compliance with Laws and Regulations. We
appreciate the efforts of your team and the independent auditor, Clifton Gunderson LLP, to work with the
Federal Communications Commission (Commission) throughout the fiscal year (FY) 2006 audit process.

We are pleased that the audit opinion was unqualified and that the independent auditor found that the
Commission’s consolidated financial statements for FY 2006 present fairly, in all material respects, the financial
position of the Commission as of September 30, 2006. We have worked very hard over the past year to
strengthen the Commission’s internal controls and improve its financial management. We are also pleased that,
for the first time, the independent auditor has found that no “material weaknesses” affect the Commission’s
operations.

Despite these successes and efforts, additional work remains. The FY 2006 Report on Internal Control notes
seven reportable conditions, and the Report on Compliance with Laws and Regulations notes instances on non-
compliance with one law and two regulations. We concur with the recommendations made by the independent
auditor in its report.

In addressing the reportable conditions, the Commission understands that the greatest opportunity and challenge
to improving its financial reporting is to implement an integrated financial management system. The
Commission has made the acquisition and implementation of a new core financial management system a top
priority and has started an aggressive plan to acquire and deploy a new system. The Commission plans to
complete the first phase of this project in FY 2007, and will implement its new core financial management
system no later than October 1, 2009. A new core financial system will substantially improve the Commission’s
financial management by enabling more efficient operations and by addressing several audit recommendations
that were raised in the independent auditor’s report.

In FY 2007, the Commission also will continue to enhance its oversight and control over the activities of its
reporting components in order to improve fiscal management, strengthen accountability, and resolve the
independent auditor’s longstanding findings on this issue. The Commission will also work with the reporting
components to ensure that their financial systems meet the appropriate standards and expectations.




The remaining reportable conditions in the independent auditor’s report relate to operational issues at the
Commission, including flaws with payroll and personnel reporting processes; lack of timely and comprehensive
referral of outstanding debts to the Department of the Treasury for collection activities; and compliance with
Office of Management and Budget (OMB) guidance on information security controls for the Commission’s
information systems. The Commission is already working to assess fully these reportable conditions and to
develop corrective action plans. During FY 2007, the Commission will make every effort to implement
corrective action plans for each of the recommendations associated with these findings.

Finally, the Commission notes that the findings of hon-compliance in the Report on Compliance with Laws and
Regulations were also generally referenced in the Report on Internal Controls. The Commission will take the
appropriate steps to ensure future compliance as part of its efforts to remediate the reportable conditions raised
by the independent auditor.

We are committed to continually strengthening the internal controls of the Commission and its reporting
components. This commitment includes developing timely, accurate, and useful performance and financial
information to ensure the most effective stewardship of both the funds that the Commission oversees and the
funds that the Commission uses to finance its operations. We look forward to working in FY 2007 to resolve
the FY 2006 audit findings and to enhance the culture of integrity, accountability, and excellence that exists here
at the Commission.

Anthony J. Dale, Managing Director
Office of Managing Director

Mark Stephens, Chief Financial Officer
Office of Managing Director






