
 

 

 

Summary of the E-rate Modernization Order 

Overview 
In July, the Federal Communications Commission (FCC) issued a Report and Order on Modernizing the E-
rate Program for Schools and Libraries. The Order set three performance goals for the E-rate program:  

• Ensuring affordable access to high-speed broadband sufficient to support digital learning in 
schools and robust connectivity for all libraries. 

• Maximizing the cost-effectiveness of spending for E-rate supported services. 
• Making the E-rate application process and other E-rate processes fast, simple, and efficient. 

Changes to the program represent a common sense first step toward reforming and modernizing the E-
rate program to ensure this important program helps accelerate the transition to 21st century learning in 
our schools.  Specific key changes include: 

New goals 

• Establishing an internet connectivity target of 100 Mbps per 1,000 users (short term) and 1 Gbps 
per 1,000 users (longer term) 

Increased support for internal and broadband connections 

• Setting aside a target budget of $1b for Category Two services (internal connections) 
• Lowering the maximum discount rate for Category Two services from 90 percent to 85 percent  
• Establishing a $150 per-student budget over five years 
• Phasing out and eliminating support for legacy services such as telephone services and pagers 

Maximizing cost effectiveness 

• Encouraging consortia by prioritizing application review 
• Increasing transparency around prices paid for E-rate-supported services 

Administrative changes that will streamline application processes 

• Simplifying the application process for multi-year contracts 
• Simplifying discount rate calculations (district-wide rather than building-by-building) 
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Introduction 
On July 23, 2014, the Federal Communications Commission (FCC) culminated a year-long rulemaking 
process by issuing a Report and Order and Notice of Proposed Rulemaking on Modernizing the E-rate 
Program for Schools and Libraries (the Modernization Order).  

The Foundation for Excellence in Education (ExcelinEd) has been on the front lines throughout the E-rate 
rulemaking process, bringing together an “Education Coalition” consisting of a diverse group of 
education reform organizations, submitting comments, and advocating for reforms that will ensure that 
this important federal program helps accelerate the transition to digital learning. 

The current E-rate program is as complex as the changes being made. Our E-rate Policy Brief provides a 
primer on the current E-rate program and helps explain the need for reform. For additional information 
on the current E-rate program, visit the Universal Service Administration’s Schools and Libraries (E-rate) 
Program website. 

Timeline for Reforms 
The majority of changes to the E-rate program enacted by the Modernization Order will be implemented 
in funding year 2015, which begins on July 1, 2015.   

Overall Goals of the E-rate Modernization Order 
The FCC’s E-rate Modernization Order sets the following three performance goals: 

• Ensuring affordable access to high-speed broadband sufficient to support digital learning in 
schools and robust connectivity for all libraries. 

• Maximizing the cost-effectiveness of spending for E-rate supported services. 
• Making the E-rate application process and other E-rate processes fast, simple, and efficient. 

In addition to establishing these goals, the E-rate Modernization Order makes the following significant 
changes to the E-rate program: 

A. Increasing support for internal and broadband connections; 
B. Maximizing the cost effectiveness of E-rate dollars; 
C. Making administrative changes to ease the application process; and 
D. Seeking comment on additional changes to the E-rate program. 

A. Increasing Support for Internal and Broadband Connections 
In general, the E-rate modernization order shifts the program from support for a broad range of telecom 
services to an approach focused on services necessary to support broadband to and within schools and 
libraries.  This shift will occur by focusing the program on broadband and Wi-Fi- as opposed to legacy 
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services such as plain old telephone services and paging.  For the first time, there will be a dedicated 
“budget target” of $1 billion set aside just for Wi-Fi.   

The FCC sets three performance goals for internal and broadband connections supported by E-rate: 

• Internet Connectivity Targets: Following State Educational Technology Directors Association 
(SETDA) recommendations, the FCC set the goal for Internet access of at least 100 Mbps per 
1,000 users (students and staff) in the short term and 1 Gbps per 1,000 users in the long term. 
SETDA recommends the short-term target be achieved by 2014-15 and the longer term target by 
2017-18, which is also consistent with President Obama’s ConnectEd initiative aiming to connect 
99 percent of students to high-speed broadband within five years.  

• WAN/Last-mile Targets: School districts frequently connect to one central access point or 
data hub, which hosts the Internet demarcation point for the entire district system. This is 
referred to as a Wide Area Network (WAN) or last mile connection. The FCC recommends that 
districts have a WAN/Last-Mile infrastructure that has the capacity to be scalable up to 10 Gbps 
per 1,000 users. 

• Internal Connections: A survey of school districts and libraries will be conducted to determine 
the state of internal connections – this will help develop a bandwidth measure for internal 
connectivity in the future.  

Notably, in order to continue to give schools and districts the flexibility to determine their own 
connectivity needs, the FCC has not tied these connectivity goals to funding decisions.  The goals will be 
used to inform policy decisions, but applicants will not receive any consequences for failure to reach 
these goals.  

Services eligible for E-rate support are now grouped as “Category One” or “Category Two,” rather than 
“Priority One” and “Priority Two.” Category One services refers to services to connect schools and 
libraries to a broadband system, while Category Two services are meant for connections within a school 
or library that would help facilitate broadband. For example, a Category One service might be a digital 
transmission service, such as wide area networks, and Category Two services might be managed Wi-Fi or 
caching. Not many changes are being made to support for Category One services – however, support for 
Category Two services will undergo a litany of changes summarized in the subsections below. 

Total Target Budget for Category Two Services (Wi-Fi) 
The FCC is first establishing a $1 billion annual target budget for Category Two services. However, the 
target budget gives some flexibility to the FCC: if the demand for Category One services goes beyond the 
funds available for Category One in a particular year, the FCC can move funding from the Category Two 
pot ($1 billion) to Category One to meet the gap. This would then limit the amount of funds available to 
Category Two services, potentially creating a greater-than-expected gap between the demands for 
Category Two services and the supply of funds.  
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A gap would likely only arise beginning in Funding Year 2017 – for funding years 2015 and 2016, the FCC 
has identified $2 billion that could be freed from existing reserve accounts and other sources. The $2 
billion for Wi-Fi over the next two years outlined in the Order comes from these reclaimed reserves.  
After Funding Years 2015 and 2016, the FCC expects the $1 billion target for Wi-Fi to be met through the 
elimination of support for other current Priority One services as well as other costs savings generated 
through future reforms.  

Allocation of Category Two Funds  
For funding years 2015 and 2016, schools can request E-rate discounts on purchases of up to $150 per 
student for Category Two services over a five-year period. However, the $150 per student is the pre-
discount rate – so if a school is at an 80% discount rate, then they must contribute 20% of the $150 per 
student – or $30 per student – over the five-year window.  

The FCC will test the pre-discounted per-student budget of $150 for the 2015 and 2016 funding, and 
those applicants that receive funding in those two years will operate on that five-year budget. The five-
year budget for Category Two applies on a per-school or per-library basis, allowing districts and schools 
to decide how to use the funding. It will be a substitute for the current 2-in-5 rule, which limits internal 
connections funding for any given school or district to two out of five consecutive years. The FCC also 
establishes a minimum pre-discount budget – a funding floor – of $9,200 for schools.  

Discount rates for Category Two services have also been adjusted. In order for schools and districts to 
have more buy-in to the E-rate program, the maximum discount rate is reduced to 85 percent from the 
previous 90 percent.   

While these budget reforms will apply to the next two funding years, the budgets themselves are five-
year budgets.  Thus, in the first funding year that an applicant requests Category Two support, the full 
amount of the pre-discount $150 per student budget will be available to request. In later years, 
applicants will calculate the available budget base of $150 per student less any support received in the 
prior four funding years. For example, applicants that receive support in funding year 2015 will have a 
pre-discount budget of $150 per student divided over funding years 2016, 2017, 2018, and 2019. 
Applicants that receive support in funding year 2016, but not in 2015, will have a pre-discount budget of 
$150 per student divided over funding years 2017, 2018, 2019, and 2020. 

If the demand for Category Two funding exceeds the available funding in a given year, applications will 
be prioritized according to poverty discount levels, then prioritized within each discount level based on 
the exact percentage of students that are eligible for free and reduced-price lunch.  Therefore, given 
that demand for these funds has been pent up for several years, applicants at lower discount levels may 
have to wait until 2016 (or later) to receive their first Category Two funds.  

Eligible Services and Phasing Out Legacy Services 
In order to increase the funds available to support broadband connectivity, the FCC will be eliminating or 
phasing out support for non-broadband “legacy services.”  
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Voice telephone services will be phased out, with the discount rate decreasing by 20 percent each 
funding year. Effective in funding year 2015, support for other legacy and non-broadband services will be 
eliminated, such as paging, text messaging, email, web hosting, and voicemail. Data plans will only be 
supported when the school or library demonstrates that data plans are the most cost-effective option for 
providing internal broadband access.  

On the other hand, the FCC has added managed Wi-Fi and caching to the eligible services list, at least for 
the next two years.   

Newly eligible for E-rate support (at least for 2015 and 2016) 
• Managed Wi-Fi 
• Caching  

Services that will continue to be eligible for E-rate support: 
• Basic maintenance (at least for 2015 and 2016) 
• Routers 
• Switches 
• Internal cabling 
• Racks 
• Wireless access points 
• Firewall services 
• Uninterruptable power supply 
• Wireless controller systems 
• Software supporting each of these components 

E-rate support eliminated starting in 2015 for: 
• Paging 
• Email 
• Web hosting 
• Voice mail 
• Directory assistance 
• Text messaging 
• Custom calling features 
• Direct inward dialing (“DID”) 
• 900/976 call blocking 
• Inside wire maintenance plans 

Voice telephone services phase-out (decreased by 20% each year): 
• Local and long distance phone service (“POTS”) 
• Wireless telephone service (including cellular voice services) 
• Circuits dedicated to providing voice services 
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• Centrex 
• 800 service 
• Voice over IP 
• Satellite telephone 

 

B. Maximizing Cost-Effectiveness  
The FCC has also taken a number of significant steps to drive down the costs of services and products 
purchased with E-rate support. 

Increase Transparency 
Under its existing practices, USAC lacks the capacity to track the prices being paid by applicants for E-
rate services.   

To maximize the cost-effectiveness of spending for E-rate supported services going forward, the FCC will 
increase transparency around the pricing of services and equipment purchased by schools and libraries 
beginning in funding year 2015. Unlike in the past, this information will be standardized and available on 
USAC’s website. 

Encourage Consortia 
Going forward, the FCC will prioritize consortia application review – a change that has already 
noticeably shortened approval timelines. 
 
To ensure that consortia formation has the desired effects of aggregating demand and lowering prices, 
the Modernization Order also reminds applicants that consortium leads can seek bids on behalf of all 
the members of the consortia. Bids are not limited to only consortium members for which the lead has 
the authority to order services. In addition, consortia are not required to select a single service provider 
– instead, consortia can choose a variety of vendors to help meet the needs of the individual schools or 
districts.  

Notably, as discussed further below, the FCC is also seeking additional comments in its Further Notice of 
Proposed Rulemaking (FNPRM) on whether it should take additional steps to incent consortia formation. 

Preferred Master Contracts 
The FCC grants authority to the Wireline Competition Bureau to designate “preferred master contracts” 
for Category Two services. Preferred master contracts offer excellent prices and eliminate some of the 
burden on schools and libraries by allowing them to select a service provider from the preferred master 
contract list without taking part in competitive bidding.  
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C. Administrative Changes 
To make the E-rate application and surrounding processes faster, simpler, and more efficient, the FCC 
directs USAC to make a series of administrative changes, some of which are described below. 

Simplifying the application process through: 
• Providing a simplified application process for multi-year contracts of no more than five years 
• Eliminating the technology plan requirement (which is currently required for Category Two 

services) 
• Exempting low-dollar (less than $3,600 per year) purchases of commercially available business-

class internet access from competitive bidding rules  
• Easing the signed contract requirements 
• Requiring USAC to phase in required electronic filing over the next three years 

Simplifying discount rate calculations by: 
• Requiring districts to adopt district-wide discount rates, rather than building-by-building rates  
• Updating the definition of rural to use the U.S. Census Bureau definition 
• Allowing districts to use the same approach to determine their E-rate discount rate as they use 

for their National School Lunch Program reimbursement rate 
• Requiring schools and districts to calculate their discount rates based on the income surveys 

actually collected from their students 

Simplifying the invoicing and distribution process by:  
• Allowing an applicant that pays the full cost of E-rate supported services to receive direct 

reimbursement from USAC through direct invoicing 
• Adopting invoicing deadlines that allow applicants to request and automatically receive one 

120-day extension of the invoicing deadline 

Directing USAC to adopt additional measures to improve the administration of 
the E-rate program, including: 

• Adopting specific funding commitment targets in order to speed review of applications,  
commitment decisions, and funding disbursements 

• Modernizing USAC’s E-rate information technology systems 
• Requiring USAC to provide all non-confidential data in open, standardized, electronic formats 
• Requiring USAC to correspond with applicants using plain language 

Protecting Against Waste Fraud and Abuse 
• Extending the E-rate document retention period from 5 years to 10 years 
• Clarifying that applicants and service providers must permit auditors and other inspectors to 

conduct compliance inspections 
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D. Further Notice of Proposed Rulemaking (FNPRM) 
The FCC acknowledges that the Modernization Order is incomplete. The FCC is, therefore, seeking 
further comments and reply comments by September 15 and September 30 on the following additional 
discrete issues.  

Encouraging Consortium Participation 
The FCC seeks comment on ways to encourage schools to join consortia.  Specifically, the FCC asks for 
feedback on the Education Coalition’s proposal to provide an additional five percent discount rate for 
consortia meeting certain minimum size standards as a means to incent the formation of large consortia 
that can aggregate demand and expertise and facilitate smart spending. In addition to drafting the 
proposal currently under review, the Education Coalition – brought together by ExcelinEd – has 
advocated strongly for the consortia “discount bump” and will continue to do so.   

Meeting Future Funding Needs 
The FCC also seeks comment on the future funding levels needed to meet the connectivity goals of the 
E-rate program.  The FNPRM seeks, in particular, data on the specific levels of funding needed for 
schools and districts to reach the connectivity goals established by the Modernization Order.  

Ensuring that Multi-Year Contracts are Efficient 
Finally, the FCC seeks comments on its proposal that multi-year contracts have a maximum duration of 
five years (with a proposed exemption for contracts for existing multi-year E-rate contracts).  
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