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I. INTRODUCTION 

1. In this Order, we take major steps to simplify and streamline the operation of our 
universal service mechanism for schools and libraries, while improving our oversight over the 
support mechanism.  In section 254 of the 1996 Act, Congress directed the Commission to 
establish explicit universal service support mechanisms to ensure the delivery of affordable 
telecommunications service to all Americans, including low-income consumers, rural health care 
providers, and eligible schools and libraries.1  Pursuant to section 254, eligible schools, libraries, 
and consortia that include eligible schools and libraries, may receive discounts for eligible 

                                                           
1 47 U.S.C. § 254.  See also Telecommunications Act of 1996, Pub. L. No. 104-104, 110 Stat. 56 (1996) (“1996 
Act”).     
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telecommunications services, Internet access, and internal connections.2  The Commission has 
issued several orders interpreting rules governing the operation of the schools and libraries 
universal service support mechanism.3   

2. Since the inception of the schools and libraries support mechanism in 1997, 
schools and libraries have received over $9.6 billion in funding commitments.4  This funding has 
provided millions of school children and library patrons access to modern telecommunications 
and information services.  The Commission previously sought comment in a Notice of Proposed 
Rulemaking (Schools and Libraries NPRM) on ways to streamline the operation of the schools 
and libraries support mechanism, in order to ensure that the benefits of this universal service 
support mechanism for schools and libraries are distributed in a manner that is fair and equitable 
and improve our oversight over this program to ensure that the goals of section 254 are met 
without waste, fraud, and abuse.5      

3. In response to the Schools and Libraries NPRM, the Commission received a 
tremendous outpouring of ideas and suggestions relating to the operation of the schools and 
libraries mechanism.  In this Second Report and Order (Order), we adopt a number of rules to 
streamline program operation and promote the Commission’s goal of reducing the likelihood of 
fraud, waste, and abuse.6  First, we modify certain rules regarding eligible services.  In particular, 
we clarify the statutory term “educational purposes.”  We clarify that our rules prohibit the 
funding of discounts for duplicative services.  We also clarify our rules to ensure that wireless 
services are eligible to the same extent wireline services are eligible.  We modify our rules to 
make voice mail eligible for discounts.  Second, we direct the Universal Service Administrative 
Company (USAC or Administrator) to develop a pilot program testing an online list of internal 
connections equipment that is automatically eligible for discounts, provided the uses are eligible 
and all other funding requirements are satisfied.  Third, we codify the “30 percent” policy, which 
is a processing benchmark currently used by the Administrator when reviewing requests that 
include both ineligible and eligible services.     

                                                           
2 47 C.F.R. §§ 54.502, 54.503. 
3 See, e.g., Universal Service Order; Request for Review by Brooklyn Public Library, Federal-State Joint Board on 
Universal Service, Changes to the Board of Directors of the National Exchange Carrier Association, Inc., File No. 
SLD-149423, CC Dockets No. 96-45 and 97-21, Order, 15 FCC Rcd 18598 (2000) (“Brooklyn Order”); Request for 
Review by the Department of Education of the State of Tennessee of the Decision of the Universal Service 
Administrator, Request for Review by Integrated Systems and Internet Solutions, Inc., of the Decision of the 
Universal Service Administrator, Request for Review by Education Networks of America of the Decision of the 
Universal Service Administrator, Federal-State Joint Board on Universal Service, Changes to the Board of 
Directors of the National Exchange Carrier Association, Inc., CC Docket Nos. 96-45 and 97-21, Order, 14 FCC 
Rcd 13734 (1999) (“Tennessee Order”). 
4 See Universal Service Administrative Company, Schools and Libraries Division website, 
<http://www.sl.universalservice.org/funding/y1/national.asp> (1998 
data);  <http://www.sl.universalservice.org/funding/y2/national.asp> (1999 data); 
<http://www.sl.universalservice.org/funding/y3/national.asp> (2000 data); 
<http://www.sl.universalservice.org/funding/y4/national.asp> (2001 data); 
<http://www.sl.universalservice.org/funding/y5/national.asp> (2002 data). 
5 Schools and Libraries Universal Service Support Mechanism, CC Docket No. 02-6, Notice of Proposed 
Rulemaking and Order, 17 FCC Rcd 1914 (2002) (“Schools and Libraries NPRM”). 
6 We do not address in this Order all issues raised in the Schools and Libraries NPRM.  We anticipate addressing 
additional issues raised in the Schools and Libraries NPRM in subsequent proceedings. 
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4. With regard to post commitment program administration, we adopt a rule 
requiring service providers to give applicants the choice each funding year whether to pay the 
discounted price or pay the full price and then receive reimbursement through the Billed Entity 
Applicant Reimbursement (BEAR) process, and adopt a rule expressly requiring service 
providers to remit BEAR payments to the applicant within 20 days after receipt of such 
payments from the Administrator.   

5. With regard to appeals, we permanently extend the time limit for filing an initial 
appeal with the Schools and Libraries Division (SLD) and the Commission from 30 to 60 days 
and conclude that all appeals should be treated as filed on the date that they are postmarked.   We 
also conclude that all successful appeals should be funded to the extent that they would have 
been funded had the discounts been awarded through the normal funding process.  We also make 
a minor procedural change to our rules relating to filing appeals in this docket. 

6. As part of our ongoing efforts to limit waste, fraud, and abuse, we adopt rules to 
prevent bad actors from receiving benefits associated with the schools and libraries mechanism.  
In particular, we conclude that anyone convicted of a criminal violation or found civilly liable for 
actions relating to this program shall be debarred from participation for three years, absent 
extraordinary circumstances.  Also, we decline at this time to adopt further measures to reduce 
unused funds, in light of our prior actions to streamline the program and increase the efficiency 
of fund use.  We make conforming rule changes in accord with the No Child Left Behind Act of 
2002, and we delete certain obsolete sections of our rules.       

7. After consideration of many of the important issues raised in the comments to the 
Schools and Libraries NPRM, we find that it is appropriate to seek further comment on several 
additional matters.  Therefore, in the Further Notice of Proposed Rulemaking (Further Notice), 
we seek comment on additional proposals to further improve the operation of the schools and 
libraries support mechanism.  In particular, we seek comment on specific rules and procedures 
implementing the Commission’s policy to carry forward unused funds from the schools and 
libraries support mechanism in subsequent funding years of the schools and libraries support 
mechanism adopted in the First Report and Order (First Order) adopted in this docket.7  We seek 
comment regarding our existing rules governing the filing of an applicant’s technology plan, and 
the viability of an online computerized eligible services list.  We also seek comment on 
additional measures to limit waste, fraud, and abuse.   

II. PROGRAM OVERVIEW AND BACKGROUND 

8. Under the schools and libraries universal service support mechanism, eligible 
schools, libraries, and consortia that include eligible schools and libraries, may receive discounts 
for eligible telecommunications services, Internet access, and internal connections.8  In order to 
receive discounts on eligible services, the Commission’s rules require that the school or library 
submit to the Administrator a completed FCC Form 470, in which the applicant sets forth its 
technological needs and the services for which it seeks discounts.9  Once the school or library 
                                                           
7 See Schools and Libraries Universal Service Support Mechanism, CC Docket No. 02-6, Report and Order, 17 FCC 
Rcd 11521 (2002) (“First Order”).     
8 47 C.F.R. §§ 54.502, 54.503. 
9 47 C.F.R. § 54.504(b)(1), (b)(3).  
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has complied with the Commission’s competitive bidding requirements and entered into 
agreements for eligible services, it must file an FCC Form 471 application to notify the 
Administrator of the services that have been ordered, the service providers with whom the 
applicant has entered into an agreement, and an estimate of funds needed to cover the discounts 
to be given for eligible services.10  

9. The Administrator reviews the FCC Forms 471 that it receives and issues funding 
commitment decisions indicating discounts that the applicant may receive in accordance with the 
Commission’s rules.  Subsequently, the applicant either:  (1) pays the bill in full, and seeks 
reimbursement for discounts from the Administrator via the service or equipment provider, or (2) 
pays the non-discount portion of the service cost to the service provider, who, in turn, seeks 
reimbursement from the Administrator for the discounted amount.11   

10. The Administrator acts on these requests pursuant to established procedures in 
accord with Commission directions and decisions.  If the Administrator denies a request for 
funding, the applicant may either appeal directly to the Commission, or appeal to the 
Administrator.  If rejected on appeal by the Administrator, the applicant may appeal to the 
Commission.12    Since inception, the program has experienced a tremendous expansion of both 
the number of applicants and recipients, and the number of appeals regarding decisions and 
procedures.   

11. As the program approached its fifth year of operation, the Commission issued the 
Schools and Libraries NPRM to seek comment on ideas raised by both the applicant and service 
provider communities for improving the program.  In particular, the Commission sought 
comment on ways to ensure that the program funds are utilized in an efficient, effective, and fair 
manner, while preventing waste, fraud, and abuse.  One hundred and twenty-seven parties filed 
comments and 25 parties filed reply comments.13   

12. On June 13, 2002, we released the First Order, which adopted a framework for 
the treatment of unused funds from the schools and libraries universal service support 
mechanism.14  In that order, we determined that it was in the public interest to take immediate 
action to stabilize the contribution factor, while the Commission considered whether and how to 
reform the way in which contributions to the universal service mechanism are assessed.15  We 

                                                           
10 47 C.F.R. § 54.504(c). 
11 Schools and Libraries Universal Service, Billed Entity Applicant Reimbursement Form, OMB 3060-0856 
(October 1998) (FCC Form 472 or BEAR Form); Schools and Libraries Universal Service, Service Provider Invoice 
Form, OMB 3060-0856 (October 2001) (FCC Form 474 or SPI Form). 
12 See 47 C.F.R. § 54.719. 
13 See Appendix A.   
14 See Schools and Libraries Universal Service Support Mechanism, CC Docket No. 02-6, Report and Order, 17 
FCC Rcd 11521 (2002) (“First Order”).  
15 See id.; Federal-State Joint Board on Universal Service, 1998 Biennial Regulatory Review - Streamlined 
Contributor Reporting Requirements Associated with Administration of Telecommunications Relay Service, North 
American Numbering Plan, Local Number Portability, and Universal Service Support Mechanisms, 
Telecommunications Services for Individuals with Hearing and Speech Disabilities, and the Americans With 
Disabilities Act of 1990, Administration of the North American Numbering Plan and North American Numbering 
Plan Cost Recovery Contribution Factor and Fund Size, Number Resource Optimization, Telephone Number 

(continued....) 
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also concluded that beginning no later than the second quarter of 2003, which began April 1, 
2003, any unused funds from the schools and libraries support mechanism shall, consistent with 
the public interest, be carried forward for disbursement in subsequent funding years of the 
schools and libraries support mechanism.16  Additionally, we stated our intent to “develop 
specific rules implementing this policy not later than second quarter 2003 in order to maximize 
the availability of these funds for schools and libraries.”17 

III. SECOND REPORT AND ORDER   

A. Eligible Services 

13. Background  In section 254 of the Act, Congress instructed the Commission to 
establish a universal service support mechanism for eligible schools and libraries.  Section 
254(c)(3) states that “[I]n addition to the services included in the definition of universal service 
under paragraph (c)(1), the Commission may designate additional services for such support 
mechanisms for schools, [and] libraries . . . for the purposes of subsection [254](h).”18 

14. Section 254 imposes a number of restrictions on schools and libraries receiving 
discounted services under the universal service mechanism.  Among other things, section 
254(h)(1)(B) requires that any services requested by schools and libraries be used for 
“educational purposes.”  That section also specifies that schools and libraries make a “bona fide 
request” for services within the definition of universal service.19    

15. In implementing these statutory provisions, the Commission concluded that 
telecommunications services, internet access, and internal connections would be funded.20  The 
Commission concluded that schools and libraries “should have maximum flexibility to purchase 
the package of services they believe will most effectively meet their communications needs.”21   
The Commission adopted a requirement, codified in section 54.504(b)(2)(ii) of the rules, that 
schools and libraries certify that the services obtained through discounts would be used solely for 
educational purposes.22  The Commission also adopted a requirement that schools and libraries 
prepare a technology plan, to be approved by the state, the Administrator, or an independent 
agency approved by the Commission, to ensure that requests for discounts “are based on the 
reasonable needs and resources of the applicant.”23 

                                                           
(...continued from previous page) 
Portability, Truth-in-Billing Format, CC Docket Nos. 96-45, 98-171, 90-571, 92-237, 99-200, 95-116, 98-170, 
Further Notice of Proposed Rulemaking and Report and Order, FCC 02-43, 67 FR 11268, paras. 15, 71 (rel. Feb. 26, 
2002) (Contribution FNPRM).   
16 First Order, 17 FCC Rcd at 11523-11524.   
17 Id. at 11524.   
18 47 U.S.C. § 254(c)(3). 
19 47 U.S.C. § 254(h)(1)(B). 
20 See 47 C.F.R. §§ 54.506, 54.503, 54.502. 
21 Universal Service Order, 12 FCC Rcd at 9002, para. 425. 
22 47 C.F.R § 54.504(b)(2)(i). 
23 See Universal Service Order, 12 FCC Rcd 9078, para. 574.  See also 47 C.F.R. § 54.504(b)(vii).  
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16. In the Schools and Libraries NPRM, we sought comment on changes in the 
application process that relate to eligible services.  We invited parties to submit proposals for 
changes that would improve the operation of the eligibility determination process in terms of 
efficiency, predictability, flexibility, and administrative cost.  In response, commenters addressed 
a broad range of issues relating to the eligibility process, including the scope of the requirement 
that services be used for educational purposes, whether support is available for duplicative 
services, eligibility of wireless services, eligibility of voice mail, and the potential use of a 
computerized eligible services list. 

17. Educational Purpose  We find it appropriate to clarify the scope of the 
requirement that services be used for an educational purpose.  Accordingly, we amend section 
54.500 of our rules to clarify the meaning of educational purposes.24  Pursuant to this 
requirement, the Administrator has denied requests for services to be used by support staff not 
involved in instructional activities.25  We reiterate our recognition that the technology needs of 
participants in the schools and libraries program are complex and unique to each participant.26  
We find that, in the case of schools, activities that are integral, immediate, and proximate to the 
education of students, or in the case of libraries, integral, immediate, and proximate to the 
provision of library services to library patrons, qualify as educational purposes under this 
program.  To guide applicants in preparing their applications and to streamline the 
Administrator’s review of applications, we further establish a presumption that activities that 
occur in a library or classroom or on library or school property are integral, immediate, and 
proximate to the education of students or the provision of library services to library patrons.   

18. This clarification, however, is not intended to allow the general public to use  
services and facilities obtained through this support mechanism for non-educational purposes.  In 
the Alaska Order, the Commission granted the State of Alaska a limited waiver of section 
54.504(b)(2)(ii) of the Commission’s rules, allowing members of rural remote communities in 
Alaska that lack local or toll-free dial-up access to the Internet to use excess service obtained 
through the support mechanism, when the services are not in use by the schools and libraries. 27  
The clarification we adopt today does not affect the terms of Alaska’s waiver or allow schools or 
libraries outside the scope of that waiver to provide services to the general public in that manner. 

19. Under this standard, reasonable requests for any supported service – over any 
technology platform – to be used by any school or library staff while in a library, classroom, or 
on school or library property, shall be eligible for discounts.  Moreover, we conclude that in 

                                                           
24 See Appendix B.   
25 See SLD web site, Eligible Services List (October 17, 2001) 
<http://www.sl.universalservice.org/reference/eligible.asp>. 
26 See Universal Service Order, 12 FCC Rcd at 9076, para. 571.  
27 Federal-State Joint Board on Universal Service, Petition of the State of Alaska for Waiver for the Utilization of 
Schools and Libraries Internet Point-of-Presence in Rural Remote Alaska Villages Where No Local Access Exists 
and Request for Declaratory Ruling, CC Docket No. 96-45, Order, FCC 01-350 (rel. Dec. 3, 2001) (Alaska Order).  
The waiver applied where: (1) there is no local or toll-free Internet access available in the community; (2) the school 
or library has not requested more services than are necessary for educational purposes; (3) no additional costs will 
be incurred; (4) any use for non-educational purposes will be limited to hours in which the school or library is not 
open; and (5) the excess services are made available to all capable service providers in a neutral manner that does 
not require or take into account any commitments or promises from the service providers.  Id. 
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certain limited instances, the use of telecommunications services offsite would also be integral, 
immediate, and proximate to the education of students or the provision of library services to 
library patrons, and thus, would be considered to be an educational purpose.28  By adopting this 
standard, we provide to schools and libraries and the state and local authorities that govern them 
a more definitive interpretation of educational purposes, in order to assist them in pursuing their 
programmatic objectives.   

20. We find that our clarification is consistent with statutory mandates that the 
purpose for which support is provided be for educational purposes in a place of instruction.29  
Moreover,  this clarification benefits applicants because it simplifies the application process by 
making the approval of discounted services more predictable, without sacrificing flexibility, thus 
furthering our streamlining goals.  Because of the difficulties inherent in implementing changes 
in eligibility in the middle of a funding cycle, services will be available under this clarification 
beginning with the start of the next funding year (Funding Year 2004), on July 1, 2004. 

21. We believe that this interpretation of educational purpose should not result in an 
increase in waste, fraud, or abuse.  First, as the presumption set forth above demonstrates, 
discounts will only be awarded to support activities that have a defined nexus to education, or, in 
the case of libraries, to the delivery of library services to library patrons.  Thus, for instance, 
using a school’s or a library’s discounted telecommunications services to support a private 
enterprise or a political campaign will continue to be a violation of the Act and our rules.  In 
addition, because our rules require schools and libraries to pay a percentage of the cost of 
services, schools and libraries are unlikely to request services that are not economical.  This is 
particularly true in an environment where many institutions face shrinking budgets.  We 
therefore conclude this clarification of educational purpose should increase program efficiency 
without leading to waste, fraud, or abuse.   

22. Funding of Duplicative Services  In the Universal Service Order, the Commission 
indicated that an applicant’s request for discounts should be based on the reasonable needs and 
resources of the applicant, and bids for services should be evaluated based on cost-
effectiveness.30  Pursuant to this requirement, the Administrator has denied discounts for 
duplicative services.31  Duplicative services are services that deliver the same functionality to the 
same population in the same location during the same period of time.  We emphasize that 
requests for discounts for duplicative services will be rejected on the basis that such applications 
cannot demonstrate, as required by our rules, that that they are reasonable or cost effective.   

23. We find that the use of discounts to fund duplicative services contravenes the 

                                                           
28 The following are examples off-site activities that would be integral, immediate, and proximate to the education of 
students or the provision of library services to library patrons, and thus, would be considered to be an educational 
purpose: a school bus driver’s use of wireless telecommunications services while delivering children to and from 
school, a library staff person’s use of wireless telecommunications service on a library’s mobile library unit van, and 
the use by teachers or other school staff of wireless telecommunications service while accompanying students on a 
field trip or sporting event. 
29 47 U.S.C. §§ 254(h)(1)(B), 254(b)(6), 254(h)(2)(A).   
30 Universal Service Order, 12 FCC Rcd at 9029-9030, 9078, paras. 481, 574.   
31  See, e.g., SLD website, Eligibility for On-Premise Priority 1 Equipment, 
<http://www.sl.universalservice.org/reference/OnPremP1.asp>.   
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requirement that discounts be awarded to meet the “reasonable needs and resources” of 
applicants.32  We find that requests for discounts for duplicative services are unreasonable 
because they impact the fair distribution of discounts to schools and libraries.  The schools and 
libraries mechanism of the universal service fund is capped at $2.25 billion dollars.33  Under our 
rules, when total demand exceeds the cap, discounts for Priority Two services (internal 
connections) are awarded after all Priority One requests are satisfied, beginning with the most 
economically disadvantaged schools and libraries as determined by the schools and libraries 
discount matrix.34  Total demand for discounts from the schools and libraries program has 
exceeded the funding cap in the past two funding years and we expect this trend to continue.35  
Thus, funding duplicative services would operate to award discounts to applicants higher on the 
matrix twice for the same services, while some others, because of their lower rank on the matrix, 
could not receive discounts for the same service because the Priority Two funds available under 
the cap had had been exhausted. 

24. In addition, we find that it is inconsistent with the Commission’s rules to deliver 
services that provide the same functionality for the same population in the same location during 
the same period of time.  We believe that requests for duplicative services are not consistent with 
the Commission’s rules regarding competitive bidding, which require applicants to evaluate 
whether bids are cost effective.  In the Universal Service Order, the Commission stated that price 
is the primary of several factors to be considered.36  Thus, applicants must evaluate these factors 
to determine whether an offering is cost effective.37  We find that it is not cost effective for 
applicants to seek discounts to fund the delivery of duplicative services.   Therefore, we conclude 
that this rule can be violated by the delivery of services that provide the same functionality for 
the same population in the same location during the same period of time.38  We recognize that 
determining whether particular services are functionally equivalent may depend on the particular 
circumstances presented.  In addition, we amend section 54.511(a) of our rules to make clear that 

                                                           
32 Universal Service Order, 12 FCC Rcd at 9078, para. 574.  
33 47 C.F.R. § 54.507. 
34 Id.  The discount matrix reflects an applicant’s urban or rural status and the percentage of students eligible for a 
free or reduced price lunch under the national school lunch program or another federally-approved alternative 
mechanism.  See 47 C.F.R. § 54.505.  
35 USAC notified the Wireline Competition Bureau (formerly the Common Carrier Bureau) that estimated demand 
for Funding Year 2002 (July 1, 2002 to June 30, 2003) was $5.736 billion.  See Letter from George McDonald, Vice 
President, Universal Service Administrative Company, Schools and Libraries Division, to Dorothy Attwood, Chief, 
Common Carrier Bureau, Federal Communications Commission, dated February 28, 2002.  Estimated demand for 
Funding Year 2001 (July 1, 2001 to June 30, 2002) was $5.195 billion.  See Letter from Kate L. Moore, President, 
Universal Service Administrative Company, Schools and Libraries Division, to Dorothy Attwood, Chief, Common 
Carrier Bureau, Federal Communications Commission, dated April 17, 2001. 
36 Universal Service Order, 12 FCC Rcd at 9029-9030, para. 481.  Additional factors that an applicant should 
consider—when permitted by state and local procurement rules—include “prior experience, including past 
performance; personnel qualifications, including technical excellence; management capability, including schedule 
compliance; and environmental objectives.” Id.  
37 Universal Service Order, 12 FCC Rcd at 9029-9030, para. 481.   
38 For example, requests for discounts to support internal connections provided through a Private Branch Exchange 
(PBX) and through a Com Key System at the same location during the same time period would be considered 
duplicative.   
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applicants must consider whether the service is cost effective.39   

25. Eligibility of Wireless Services  Under section 254(h)(1)(B), eligible schools, 
libraries, and consortia that include eligible schools and libraries, are eligible for discounts on 
telecommunications services.40  Accordingly, basic telephone service, which includes mobile and 
fixed wireless service, is eligible for discounts pursuant to the schools and libraries universal 
service support mechanism.  The cost of telephones or associated maintenance of equipment is 
not eligible for discount.41   In the Schools and Libraries NPRM, we sought comment on whether 
we needed to modify any rules and policies regarding the eligibility of wireless services.42  We 
also sought comment on whether broadening the eligibility of wireless services under the schools 
and libraries universal service support mechanism, consistent with the statute, would improve the 
application review process.43  

26. We reiterate that wireline and wireless telecommunications services are equally 
eligible under our current rules.  If wireless service is used at the school or library for educational 
purposes, that service is eligible for support to the same extent as requests for wireline-based 
telecommunications services.  We emphasize that, under existing rules, requests for wireline and 
wireless services must be reviewed under the same standard.  It would be inappropriate, for 
instance, to presume that wireline services are used for educational purposes while presuming 
that wireless services are not used for similar purposes.  What is relevant, for purposes of 
determining compliance with the statutory standard, is whether the service in question is integral, 
immediate, and proximate to the provision of education or library services, regardless of the 
technology platform.  As we stated above, we presume that activities that occur in a library or 
classroom or on library or school property, are integral, immediate, and proximate to education 
of students, or, in the case of libraries, to the provision of library services to library providers, 
and therefore qualify as educational purposes. 

27. We believe that this restatement of technology neutrality, in tandem with our 
clarification of educational purposes set forth above, will serve to reduce confusion and 
uncertainty regarding the eligibility of wireless services and thus further our streamlining efforts 
by making the application process more predictable for applicants.  

28. Eligibility of Voice Mail   In the Universal Service Order, the Commission 
decided that certain information services44 –  namely Internet access – would be funded.  The 
                                                           
39 See Appendix B.   
40 See 47 U.S.C. § 254(h)(1)(B).   
41 See SLD web site, Eligible Services List (October 17, 2001) 
<http://www.sl.universalservice.org/reference/eligible.asp>. 
42 Schools and Libraries NPRM, 17 FCC Rcd at 1923, para. 21. 
43 Id. 
44 Information service is defined as “the offering of a capability for generating, acquiring, storing processing, 
retrieving, utilizing or making available information via telecommunications…” 47 U.S.C. § 153(20).  Voice mail 
and voice messaging services have been classified as enhanced or information services.  See Bell Operating 
Companies Joint Petition for Waiver of Computer II Rules, Order, 10 FCC Rcd 13,758, 13,770-74 (1995); 
Implementation of Sections 255 and 251(a)(2) of the Communications Act of 1934, Access to Telecommunications 
Service, Telecommunications Equipment and Customer Premises Equipment by Persons with Disabilities, WT 
Docket No. 96-198, Report and Order and Further Notice of Inquiry, 16 FCC Rcd 6417, 6452 (1999). 
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Commission also determined, without further discussion, that voice mail would not “at [that] 
time” be eligible, based, in part, on the recommendation of the Federal-State Joint Board on 
Universal Service that such information services not be eligible.45  Specifically, the Joint Board 
had recommended that, “by establishing a discount mechanism for telecommunications and 
Internet access, we conclude that the intent of Congress will be met and it is not necessary to 
support the full panoply of information services at this time.”46  We now think it appropriate to 
revisit this issue, in light of our experience over the last five years.   

29. The prevalence of and need for voice mail as a way of communicating with 
school and library staff for educational purposes causes us to reexamine the eligibility of voice 
mail.  Virtually all commenters supported making voice mail an eligible service, including the 
state members of the Federal-State Joint Board on Universal Service. 47  After reviewing the 
record on this issue, we conclude that voice mail should be eligible for discounts as a Priority 
One service under the universal service support mechanism in the same way that Internet access, 
i.e., e-mail, is currently eligible.  Voice mail services are used in conjunction with 
telecommunications services.  We agree with commenters that voice mail is functionally 
equivalent to e-mail.48  Therefore, we believe that it is administratively and operationally 
appropriate for such requests to be processed within the same priority as telecommunications 
services and Internet access.49  After five years of experience with the schools and libraries 
universal service support mechanism, we find that making voice mail now eligible for discount is 
consistent with Congress’s intent “to enhance…access to advanced telecommunications and 
information services” for schools and libraries.  Indeed, voice mail is an integral part of 
communications, especially in schools.  We conclude that voice mail enhances access to 
information services for schools and libraries by allowing meaningful communication among 
parents, teachers, and school and library administrators.50    

                                                           
45 Universal Service Order, 12 FCC Rcd at 9013, para. 444; see Federal-State Joint Board on Universal Service, CC 
Docket 96-45, Recommended Decision, 12 FCC Rcd 87, 324 (1996) (Recommended Decision).   
46 Recommended Decision, 12 FCC Rcd at 324.   
47 See Letter from G. Nanette Thompson, State Chair of the Joint Board on Universal Service to Michael K. Powell,  
Chairman, Federal Communications Commission, filed November 8, 2002.   
48 See, e.g., California DOE at Comments at 5; Cleveland MSD Comments at 4; Great City Comments at 3; LA 
USD Comments at 3-4; New York State Education Department Comments at 2; Rural School and Community Trust 
Comments at 2; Wisconsin DPI Comments at 5; York County Library Comments at 2. 
49 In order to prevent an unnecessary administrative burden for applicants associated with the addition of voice mail 
as an eligible service, we conclude that applicants may include requests for voice mail in funding requests for 
telecommunications services or Internet access services.  Our conclusion is not intended in any way to alter 
longstanding Commission precedent that voice mail is an information service.   
50 See, e.g., Edison Schools Comments at 1 (“Voicemail allows for parents and teachers to stay in meaningful 
contact with a minimal disruption of critical instruction time”); Illinois BOE Comments at 14 (“Voice mail has 
become more and more important in communicating with school staff for educational purposes”); Inclusive 
Technologies Comments at 3 (“Voice mail has been used to create better school-home coordination”); Memphis 
City Schools Comments at 1 (“Voice mail can play a significant role in communicating with parents and 
constituents…”); Montana Independent Telecommunication System Comments at 5 (“Voice mail is routinely used 
as a way of communicating with school and library staff for educational purposes”); NEA et al Comments at 8-9 
(“Voicemail has made it possible for parents to contact teachers to express concerns about their children”); Siemens 
Reply at 2 (“Voice mail and messaging servers are a cost-effective method of exchanging information between the 
classroom, faculty, and administrators”).  We note that E-Rate Elite argued that no costs savings in administration 

(continued....) 
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30. Moreover, making voice mail eligible will reduce administrative costs, because 
neither applicants nor USAC will need to go through the exercise of breaking out the cost of 
voice mail from a bundled price for telecommunications service.  We believe this modification 
will further our goals of improving program operation, without increasing opportunities for 
waste, fraud, and abuse.  Accordingly, we deem voice mail to be eligible for discounts under the 
schools and libraries universal service support mechanism and amend sections 54.503, 54.507, 
and 54.517 of our rules.51  We instruct USAC to process funding requests for voice mail services 
starting in Funding Year 2004 consistent with this Order. 

31. Computerized Eligible Service List  We conclude that it would be beneficial to 
develop a process that would simplify applicants’ selection of eligible services.  The 
Commission currently directs the Administrator to determine whether particular services fall 
within the eligibility criteria established under the 1996 Act and the Commission’s rules and 
policies.  The Administrator evaluates, in consultation with the Commission on an ongoing basis, 
particular services and products offered by service providers, and determines their eligibility.  In 
order to provide applicants with general guidance, the Administrator makes available on its 
website a list of categories of service that are conditionally eligible or ineligible, although it does 
not identify specific eligible brands or items.52  Applicants or service providers may appeal the 
Administrator’s decision that a given service is ineligible for discounts only after a requested 
discount for that service is denied.   

32. In the Schools and Libraries NPRM, we specifically sought comment on whether 
to establish an online computerized list of actual products and services, whereby applicants could 
select a specific product or service as part of their FCC Form 471 application.53  We suggested 
that under such a proposal, the number of instances in which applicants seek funding for 
ineligible services might decrease.  We also suggested that such a process would considerably 
simplify the application review process. 54  We sought comment on the desirability and 
feasibility of this approach.  Specifically, we sought comment on how often such a list should be 
updated; how to ensure that such a list would not inadvertently limit access to products and 
services newly introduced to the marketplace; and how to obtain input on an ongoing basis 
regarding what specific products and services should be eligible.55 

33. After reviewing the record, we conclude that there is merit to creating an online 
computerized list system for internal connections.  We decline, however, to mandate a similar 
computerized list system at this time for telecommunications services and Internet access. 

                                                           
(...continued from previous page) 
review would be realized by making voice mail an eligible service.  See E-Rate Elite Comments at 14.  We base our 
decision here, in part, on the need for voice mail as part of an integrated telecommunications system in schools and 
libraries.   
51 See Appendix B.   
52 See SLD web site, Eligible Services List (October 17, 2001) 
<http://www.sl.universalservice.org/reference/eligible.asp>. 
53 See FCC Form 471. 
54 Schools and Libraries NPRM, 17 FCC Rcd at 1921, para. 14.    
55 Id. 
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34. In general, we agree with commenters that such a list would aid applicants to 
more clearly understand which items have already been approved by USAC as eligible.56  Use of 
such a list should facilitate expedited processing of many funding requests, decrease rejection of 
requests for ineligibility, and decrease the chances that any ineligible request would be 
accidentally awarded discounts.  The use of this list by applicants, therefore, should reduce the 
burden on applicants in completing their applications.  In addition, use of such a list would 
streamline review by the Administrator, allowing it to focus on more complex matters arising in 
the application process.  Finally, by helping to avoid support of ineligible services, an online 
computerized list would further the Commission’s goal of preventing fraud and abuse. 

35. At the same time, we are persuaded by the Administrator’s concerns and those of 
certain commenters that such a list should be developed with care.  For example, the list should 
be careful not to favor certain vendors over others.  Thus, we conclude that the development of 
such a list should proceed in stages.  The Administrator should first test the use of such a list on a 
limited portion of the eligible services and products list.  Therefore, we direct USAC, in 
conjunction with the Wireline Competition Bureau (Bureau), to develop and test as a pilot 
program an online list for internal connections equipment.  We believe that such a pilot program 
would assist in further developing a record regarding how such a list could, in practice, provide 
clearer guidance about the potential eligibility of telecommunications and Internet access 
services than the current website posting.   

36. We direct the Administrator to design a pilot program in consultation with the 
Bureau that is in keeping with the following principles:  (1) the pilot system should continue to 
allow flexibility of choice of products by applicants; (2) this list should operate as a safe harbor, 
rather than a complete list of all eligible items; (3) all equipment and services listed will be 
automatically eligible for discounts provided the use is eligible and other funding requirements 
are satisfied; (4) there should be a procedure to have new products added to the list; (5) 
applicants and service providers may use the existing appeals procedures to appeal decisions by 
the Administrator rejecting the addition of specific items on the list; (6) applicants may also seek 
support for internal connections equipment that is not on this list; (7) such requests will be 
evaluated consistent with the Administrator’s existing practice of ensuring that the equipment 
and proposed use are consistent with educational purposes.57   

37. We expect that the Administrator will be able to implement the pilot program no 
later than Funding Year 2005.  The Administrator will timely report to the Commission about the 
effectiveness of the program during and after successful implementation.  USAC’s report should 
include information that details the effect of the list on the administrative review process, 
including the cost, and the number of applicants making use of such a list.  We will evaluate this 
data and take it into consideration when evaluating whether and how to proceed to make this list 
accessible from the online FCC Form 471, and whether and how to incorporate 
telecommunications and Internet access services into such a list.  In addition, in the 
accompanying Further Notice we seek further comment on the feasibility of an online eligible 

                                                           
56 See Colorado DOE Comments at 2; Rural Schools Community and Trust Comments at 3.   
57 See generally SLD web site, Eligible Services List (October 17, 2001) 
<http://www.sl.universalservice.org/reference/eligible.asp>. 
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services brand name list for telecommunications services and Internet access.58 

B. Codification of 30 Percent Policy 

38. Background  Currently, the Administrator utilizes a 30 percent processing 
benchmark when reviewing requests that include both eligible and ineligible services.59  If less 
than 30 percent of the request seeks discounts for ineligible services, the Administrator normally 
will consider the request and issue a funding commitment for the eligible services, denying 
discounts only for the ineligible part.  If 30 percent or more of the request seeks discounts for 
ineligible services, the Administrator will deny the funding request in its entirety.  Because the 
Administrator’s annual administrative costs are drawn from the same $2.25 billion that supports 
the award of discounts, an increase in the administrative costs of eligibility review directly 
reduces the amount of funds available for actual discounts.  

39.  In the Schools and Libraries NPRM, we sought comment on the operational 
benefits and burdens of the 30 percent policy.60  We also sought comment on whether there are 
alternative procedures that would improve program operation, while still providing appropriate 
incentives to applicants to seek discounts only for eligible services.61 

40. Discussion  We conclude that the 30 percent policy should be codified in the 
Commission’s rules.   We find that the procedure improves program operation and is important 
in reducing the administrative costs of the program because it enables SLD to efficiently process 
requests for support for services that are eligible for discounts but that also include some 
ineligible components.  We further find that the 30 percent policy provides an appropriate 
incentive to applicants to seek discounts for only eligible products and services.  We find that the 
30 percent policy provides an adequate safe harbor for applicants that inadvertently request 
ineligible products or services, and appropriately balances applicant accountability with effective 
administrative review.  The 30 percent policy allows the Administrator to process efficiently 
requests for funding that contain only a small amount of ineligible services without expending 
significant fund resources working with applicants to determine what part of the discounts 
requested is associated with eligible services.62  It also provides an incentive to applicants to 
eliminate ineligible services from their requests before submitting their applications, further 
reducing the Administrator’s administrative costs.63  Accordingly, we add section 54.504(c)(1) to 

                                                           
58 See infra para. 101.    
59 See Changes to the Board of Directors of the National Exchange Carrier Association, Inc., Federal-State Joint 
Board on Universal Service, CC Docket Nos. 97-21 and 96-45, Third Report and Order in CC Docket No. 97-21 and 
Fourth Order on Reconsideration in CC Docket No. 97-21 and Eighth Order on Reconsideration in CC Docket No. 
96-45, 13 FCC Rcd 25058 (1998);  Brooklyn Order, 15 FCC Rcd 18598, 18602, 18607, at nn. 23, 46. 
60 Schools and Libraries NPRM, 17 FCC Rcd at 1925-6, paras. 26-27. 
61 Id. at 1926, para. 27. 
62 See Request for Review of the Decision of the Universal Service Administrator by Anderson School, Federal-State 
Joint Board on Universal Service, Changes to the Board of Directors of the National Exchange Carrier Association, 
Inc., File No. SLD-133664, CC Docket Nos. 96-45 and 97-21, Order, 15 FCC Rcd 25610, 25612-25613, at para. 8 
(Com. Car. Bur. 2000) (Anderson School Order).  Therefore, we reject the argument of Intelenet that the 
administrative cost savings from the 30 percent policy are illusory.  See Intelenet Comments at 3. 
63 Anderson School Order, 15 FCC Rcd at 25612-15613, para. 8. 
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our rules as provided in Appendix B.64 

41. We decline to adopt one suggestion that would require SLD to inform an 
applicant that its application is about to be rejected under the 30 percent procedure and allow that 
applicant to provide evidence to refute SLD’s determination.65  Applicants bear the burden of 
ensuring that the items requested are eligible for support under the program rules.  
Implementation of such a proposal would result in greater administrative costs and burden, 
thereby defeating the primary purpose of this policy.  Moreover, the applicant still has an 
opportunity to refute SLD’s determination by availing itself of the appeals process.   

C. Choice and Timing of Payment Method 

42. Background  Under existing law and Commission procedure, the Administrator of 
the universal service support mechanism does not provide funds directly to schools and libraries, 
but rather, provides funds to eligible service providers who offer discounted services to eligible 
schools and libraries.66  Under existing procedures, service providers and applicants are advised 
to work together to determine whether the applicant will either (1) pay the service provider the 
full cost of services, and subsequently receive reimbursement from the provider for the 
discounted portion, after the provider receives reimbursement through the Billed Entity 
Applicant Reimbursement (BEAR) process, or (2) pay the non-discounted portion of the cost of 
services, with the service provider seeking reimbursement from the Administrator for the 
discounted portion.67  Currently, service providers reimbursing billed entities via the BEAR 
process must remit the discount amount authorized by the Administrator to the billed entity 
within ten days of receiving the reimbursement payment from the Administrator and prior to 
tendering or making use of the payment from the Administrator.68   

43. In the Schools and Libraries NPRM, we sought comment on certain problems that 
have arisen in connection with the BEAR payment method.  Because it is not clear in our rules 
whether the provider or the applicant may make the final determination of which of the two 
payment processes to pursue, we observed that the potential exists for service providers to insist 
that applicants to which they provide services use the BEAR method of paying the upfront costs, 
and later seeking reimbursement.  Indeed, some providers require recipients to use the BEAR 
form.69  We also noted that, in certain cases, services providers using the BEAR method had, 
after receiving the discount check from the Administrator, failed to remit this payment to the 

                                                           
64 See Appendix B. 
65 See Funds for Learning Comments at 8. 
66 See Changes to the Board of Directors of the National Exchange Carrier Association, Inc., Federal-State Joint 
Board on Universal Service, CC Docket Nos. 97-21 and 96-45, Order, FCC 99-291, paras. 8-9 (rel. October 8, 1999) 
(reconsideration pending); Changes to the Board of Directors of the National Exchange Carrier Association, Inc., 
Federal-State Joint Board on Universal Service, CC Docket Nos. 97-21 and 96-45, Order, FCC 00-350 (rel. October 
26, 2000) (appeal pending), United States Telecommunications Association v. Federal Communications 
Commission, No. 00-1500, filed November 27, 2000. 
67 See SLD website, Form 472 BEAR Filing Guidance (April 27, 2001) 
<http://www.sl.universalservice.org/reference/8bear.asp>; FCC Form 472; FCC Form 474. 
68 See FCC Form 472 at 4.   
69 See LAUSD Comments at 5; NEC Comments at 17. 
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applicant until well past the ten-day limit.70  In response to these problems, we sought comment 
on whether we should mandate that all service providers give applicants a choice between paying 
a discounted price and using the BEAR payment method.71  We also sought comment on whether 
we should expressly provide in our rules that service providers are required to remit BEAR 
payments to the applicants within 20 days of having received them, in order to improve 
enforcement of the BEAR payment remittance deadline.   

44. Discussion  We first conclude that we should adopt a rule requiring service 
providers to give applicants the choice each funding year either to pay the discounted price or to 
pay the full price and then receive reimbursement through the BEAR process.  In addition, we 
find that the period for remittance of the BEAR payment should be 20 days.  Accordingly, we 
amend section 54.514 of our rules as set forth in Appendix B.72   

45. Some commenters argued that the choice of payment method should ultimately be 
made by the service provider, asserting that a mandate requiring all providers to adopt billing 
systems capable of handling both payment methods would impose significant financial and 
administrative burdens, particularly on small providers.73  However, the vast majority of 
commenters that responded to the Schools and Libraries NPRM supported the Commission’s 
proposal.74  Numerous commenters noted instances of services providers requiring applicants to 
use the BEAR method.75 

46. We find that providing applicants with the right to choose payment method is 
consistent with section 254.  Although section 254(h)(1)(B) requires that telecommunications 
carriers providing discounted service be permitted to choose the method by which they receive 

                                                           
70 Schools and Libraries NPRM, 17 FCC Rcd at 1929, para. 35.   
71 Id., 17 FCC Rcd at 1929, para. 34. 
72 See Appendix B.   
73 See, e.g., Kellog Consulting Comments at 2; Sprint Comments at 9-10; Tel/Logic Comments at 10-11; Verizon 
Comments at 7-8; WorldCom Comments at 10-11.  Some commenters suggest that applicants and providers should 
reach a mutual agreement as to the method of payment, but do not explain how the appropriate payment method 
would be determined in cases where the parties are unable to agree.  See, e.g., BellSouth/SBC Comments at 14.   
74 See, e.g., ALA Comments at 38; Arkansas E-rate Comments at 6; Bakersfield SD Comments at 2; Boston 
Comments at 6-7; California DOE Comments at 3; Carnegie Library Comments at 1; Central Susquehanna 
Comments at 2; Colorado DOE Comments at 7; CCSSO Comments at 34; EdLiNC Comments at 17; Edu. Service 
D. 101 Comments at 3; Coalition for E-rate Reform Comments at 7; E-Rate Elite Comments at 6; Great City 
Comments at 4; Harris (Alabama DOE) Comments at 4; Illinois BOE Comments at 21; Integrity Comments at 2; 
Iowa DOE Comments at 8; Kila Comments at 1; LAUSD Comments at 5; Maine PUC Comments at 6; Marian High 
School Comments at 1; Memphis City Schools Comments at 2; Missouri OPC Comments at 3; MOREnet 
Comments at 9; Montana PSC Comments at 4; NEA et al Comments at 17; NYPL Comments at 4; NYCBOE 
Comments at 5; NC Library Comments at 1; Pennsylvania DOE Comments at 4; Scranton PL Comments at 1; 
Software & Info Comments at 4; Seattle PL Comments at 2; SVETN Comments at 2; TDI Comments at 10; Three 
Rivers Comments at 3; Trillion Comments at 2; Weisiger Comments at 26; Wisconsin DPI Comments at 5; York 
County Library Comments at 7.  Few commenters discussed the impact upon small providers.  See Rural School and 
Community Trust Comments at 4-6 (suggesting small providers should be allowed to choose), Alaska (saying 
BEAR is a burden on small providers), cf. Excaliber Comments (BEAR is not a burden on small providers if 
payment is timely).   
75 See, e.g., Great City Comments at 3; LAUSD Comments at 5; MOREnet Comments at 9; NEA et al Comments at 
17; Scranton PL Comments at 1; Three Rivers Comments at 3. 
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reimbursement for the discounts that they provide to schools and libraries, i.e., between receiving 
either a reimbursement for the discount or an off-set against their obligations to contribute to the 
universal service fund, the statute does not require that they be permitted to choose the method 
by which they provide those discounts to the school or library in the first place.76   

47. In addition, we find that providing applicants with the right to choose which 
payment method to use will help to ensure that all schools and libraries have affordable access to 
telecommunications and Internet access services.77  The Commission previously noted in the 
Universal Service Order that “requiring schools and libraries to pay in full could create serious 
cash flow problems for many schools and libraries and would disproportionately affect the most 
disadvantaged schools and libraries.”78  The comments in the present record have confirmed that 
many applicants cannot afford to make the upfront payments that the BEAR method requires.79  
In light of the record before us, we conclude that the potential harm to schools and libraries from 
being required to make full payment upfront, if they are not prepared to, justifies giving 
applicants the choice of payment method.   

48. As with any agreement, one way that applicants could memorialize the particular 
payment method chosen would be to place the agreement in the service agreement, or, where 
there is no written service contract, in a separate agreement.80  Although applicants are not 
required to take such action, it has been suggested that doing so would decrease the number of 
customer complaints and strengthen the Administrator’s ability to take action for compliance 
failures.81 

49. Once an applicant has made and memorialized its choice for a funding year, the 
applicant may not unilaterally shift from one form of payment to the other within that funding 
year.82  Commenters argued that, in cases where the service begins before the Administrator 
makes its funding decision, applicants should be able to make discounted payments and then 
shift to BEAR payments after the funding decision is issued.83  We find that the administrative 
costs of such a procedure exceed the limited benefits to the applicant.84  Furthermore, service 
providers are under no obligation to provide discounts or reimbursements until a funding 
decision is approved, and we therefore find that it would be inappropriate to require providers to 
offer discounted service before any funding decision is made to authorize such discounts. 

                                                           
76 See 47 U.S.C. § 254(h)(1)(B); Universal Service Order, 12 FCC Rcd at 9085, para. 586. 
77 We note that the commenters said the current methodology imposes a financial and administrative burden on 
small schools and libraries.  See, e.g., CCSSO Comments at 38, Montana PSC Comments at 4. 
78 See, e.g., CCSSO Comments at 41; Universal Service Order, 12 FCC Rcd at 9083, para. 586. 
 
79 See, e.g., Great City Comments at 3-4; Harris (Alabama DOE) Comments at 5; LAUSD Comments at 5; Maine 
PUC Comments at 6; Pennsylvania DOE Comments at 4. 
80 USAC Comments at 21. 
81 Id.   
82 See, e.g., Colorado DOE Comments at 7. 
 
84 A change in payment modality results in a change in the entity invoicing SLD.  To protect program integrity, and 
ensure that the same services are not reimbursed twice, USAC would have to devote more resources to monitoring 
the invoices that it receives.   
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50. In response to service providers that argue that such a change will result in 
significant administrative costs to them, we reiterate that it is consistent with section 254 to 
provide applicants with the right to choose their payment method.  Nevertheless, we anticipate 
that applicants and service providers will be able to work together in order to determine which 
payment method is most suitable.  For example, a small carrier may enter into an agreement with 
a school district to provide telecommunications services.  Under this contract, the payments 
could change from month to month based on usage.  If the costs of instituting a new billing 
system to account for the changing levels of discounted service are significant, and the service 
provider is going to pass on the costs of such a system to the school district, the parties may find 
it more appropriate to negotiate a set discounted amount to be billed each month, with a true-up 
bill at the end of the contract.85  In recognition, however, of potential changes to billing systems 
that some providers may need to undertake in order to allow any applicant to elect the BEAR 
process, this rule change concerning election of payment type will be effective for the start of 
Funding Year 2004.86   

51. We also conclude that we should adopt a rule expressly requiring service 
providers to remit BEAR payments to the applicant within 20 days after receipt of such 
payments from the Administrator.  BEAR payments are reimbursements for services that have 
already been provided to and paid for by a school or library.  The structure of the schools and 
libraries support mechanism necessitates that reimbursement must flow to the applicant through 
the services provider.87  BEAR payments are not the property of the service provider, which has 
been paid in full.  The Administrator has received many complaints about service providers 
failing to remit the BEAR payments in a timely fashion or, in some cases, at all.  According to 
the Administrator, formalizing the remittance requirement in a rule would strengthen its ability to 
ensure compliance.88 The majority of commenters found that 20 days is an appropriate period for 
remittance.89  We therefore adopt a rule requiring a provider who receives a BEAR check from 
the Administrator to remit payment to the applicant within 20 days of receipt.  Because providers 
are already required to remit BEAR payments within a limited timeframe, and thus should not 
need to implement major billing system changes, this rule change, like other rule changes unless 
otherwise noted, will be effective upon publication in the Federal Register.   

D. Appeals Procedure 
                                                           
85 We instruct the Administrator to work with the Bureau in order to develop procedures to implement such a 
mechanism at the appropriate time.  We caution service providers and applicants that such agreements must be 
consistent with program rules and anticipate that parties would consider the possible costs and benefits of such 
agreements.   
86 See, e.g., Verizon Comments at 7-9. 
87 See Changes to the Board of Directors of the National Exchange Carrier Association, Inc., Federal-State Joint 
Board on Universal Service, CC Dockets No. 96-45 and 97-21, Order, 15 FCC Rcd 7197 (1999).   
88 USAC Comments at 22. 
89 See, e.g., ALA Comments at 45; AASA Comments at 20; BellSouth/SBA Comments at 16; California DOE 
Comments at 3; Colorado DOE Comments at 7; Integrity Comments at 2; Intelenet Comments at 6; Iowa Comm. 
Net. Comments at 1; Kellogg Consulting Comments at 2; LAUSD Comments at 5; Marian High Comments at 1; 
Memphis City Schools Comments at 2; Michigan Comments at 14; Montana Comments at 4; NEA et al Comments 
at 17; Seattle PL Comments at 2; Software & Info Comments at 4; TAMSCO Comments at 3; TDI Comments at 10; 
Tel/Logic Comments at 13; Trillion Comments at 2; Verizon Comments at 10; Weisiger Comments at 27; 
WorldCom Comments at 11-12. 
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52. Background  In this section we address several issues regarding the appeals 
procedure.  First, in the Eighth Order on Reconsideration, the Commission established a process 
by which aggrieved parties could seek review from the Commission of decisions of the 
Administrator.90  Under program rules, any party aggrieved by a decision of any Division of the 
Administrator may appeal the decision of a Division within 30 days of the date of the decision to 
the relevant Committee governing that Division.  The time for filing an appeal with the 
Commission is tolled during the pendency of the appeal before the Committee.91  Once the 
Committee has issued a decision on the appeal, the party then has up to 30 days to appeal that 
decision to the Commission.92  Alternately, the party may file an appeal directly with the 
Commission within 30 days of the date of the issuance of the decision.93   In either case, the 30-
day time limit for filing an appeal commences on the date of the decision and runs until the filing 
of the appeal.94  In each case, an appeal is deemed filed on the date that it is received, not the 
date it is postmarked.95  Due to disruptions in the reliability of the mail service, however, we 
extended the appeal filing period on an emergency basis to 60 days for requests seeking review 
of decisions issued on or after August 13, 2001.96  

53. In January 2002, the Commission created a new docket, CC Docket No. 02-6, to 
address issues relating to the schools and libraries program.  This new docket, the schools and 
libraries universal support mechanism docket, was launched with the Schools and Libraries 
NPRM.97  The development of this docket facilitates the review of material by Commission staff 
and outside parties because it isolates schools and libraries material from the extremely large 
general universal service fund dockets, CC 97-21 and CC 96-45.  

54. In the Schools and Libraries NPRM, we sought comment on whether to amend 
our rules to extend permanently the time limit for filing an appeal with the Committee of the 
Schools and Libraries Division and the time limit for filing an appeal with the Commission from 
30 to 60 days.98  We also sought comment on whether we should treat appeals to the 
Administrator or to the Commission as having been received on the date they are postmarked 
rather than the date they are filed.99  We noted that this change would depart from the 
Commission practice for filings in general, but would make the appeal procedure consistent with 
                                                           
90 Changes to the Board of Directors of the National Exchange Carrier Association, Inc., Federal-State Joint Board 
on Universal Service, CC Docket Nos. 97-21 and 96- 45, Third Report and Order in CC Docket No. 97-21 and 
Fourth Order on Reconsideration in CC Docket No. 97-21 and Eighth Order on Reconsideration in CC Docket No. 
96-45, 13 FCC Rcd 25058 (1998) (“Eighth Order on Reconsideration”). 
91 47 C.F.R. §§ 54.719(a), 54.720(b).  
92 47 C.F.R. §§  54.719(c), 54.720(a).   
93 47 C.F.R. §§  54.719(c), 54.720(a). 
94 47 C.F.R. § 54.720.  
95 47 C.F.R. § 54.720. 
96 See Implementation of Interim Filing Procedures for Filings of Requests for Review, Federal-State Joint Board on 
Universal Service, CC Docket No. 96-45, Order, FCC 01-376 (rel. December 26, 2001; erratum rel. December 28, 
2001; second erratum rel. January 4, 2002). 
97 Schools and Libraries NPRM. 
98 Id., 17 FCC Rcd at 1935, paras. 51-52. 
99 Id. 
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the Administrator's practice of treating FCC Form 471 applications and other forms as having 
been filed as of the postmark date.100 

55. Deadline Extension  In the first four funding years of the school and libraries 
universal service support mechanism, twenty-two percent of all appeals to the Commission were 
dismissed as being untimely filed.101   In addition, the Administrator states that eighteen percent 
of all appeals filed with the Administrator for Funding Year 2001 were dismissed as being 
outside of the 30-day period.102  In light of this information, we sought comment on how to 
modify the current appeals procedures.   

56. We agree with commenters that it is appropriate to increase the time limit for 
filing initial appeals with the Administrator and with the Commission to 60 days.  Unlike many 
parties that typically practice before the Commission, many applicants in this program have no 
experience with regulatory filing processes.  Thus the 30-day time period is often not adequate to 
allow potential petitioners to gather the documents and synthesize the arguments needed to file 
pleadings in order to challenge funding decisions.  Commenters suggest that extending the filing 
period meets the goals of improving program operations and ensuring equitable distribution of 
benefits.103  Commenters suggest that given schools’ and libraries’ unique resource limitations, 
the extension of time for filing appeals will also provide applicants an opportunity to review the 
relevant decision and determine whether there are valid bases for appeal.104  We conclude that 
the time limit for filing an initial appeal with the Administrator and with the Commission should 
be extended to 60 days.105  We therefore amend section 54.720(a)-(d) of our rules.106 

                                                           
100 Id., see also 47 C.F.R. § 1.7 (“Unless otherwise provided in this title, by Public Notice, or by decision of he 
Commission or of the Commission’s staff acting on delegated authority, pleadings and other documents are 
considered to be filed with the Commission upon their receipt at the location designated by the Commission.”) 
101 Schools and Libraries NPRM, 17 FCC Rcd at 1935, para. 51. 
102 See USAC Comments at 28. 
103 See, e.g., Great City Comments at 5 (“This rule change meets the goals of fairness, and by allowing applicants 
sufficient time to gather the necessary information and review the legitimacy of their appeals, may reduce the 
amount of trivial cases submitted to the Administrator”); MITS Comments at 8 (“In some instances, schools and 
libraries…did not even receive copies of funding commitment letters within 30 days of the decision.  We therefore 
support increasing the time limit for appeals to 60 days…”). 
104 See, e.g., GCI Comments at 9 (“Increasing the time limit for filing appeals to 60 days will allow applicants a 
greater opportunity to review their situation to determine if an appeal is appropriate”); Missouri Research and 
Education Network Comments at 10 (“Most applicants are neither telecommunications nor legal experts... . 
Applicants do not want to file frivolous appeals, but without time to research the issue and understand the context in 
which a decision is made, it has been necessary to file appeals to maintain applicants’ rights”); NC OIT Comments 
at 9 (“Non-substantive appeals only burden the program, artificially escalating administrative costs… . Lengthening 
the appeals filing period should reduce the number of appeals.”). 
105 Parties should take note that the period for filing a petition for reconsideration is still 30 days, even if the petition 
seeks reconsideration of a decision on a request for review.  The period for filing petitions for reconsideration is set 
in the Act, and cannot be altered by regulation.  See 47 U.S.C. § 405(a). 
106 See Appendix B, Final Rules.  In amending these rules, we make no distinction between appeals from decisions 
by the Schools and Libraries Division of USAC and appeals from other USAC divisions.  Thus, the 60 day appeal 
period will apply to all USAC decisions.  This is appropriate to avoid administrative complexity and confusion and 
because the other programs of USAC, such as the rural health care support mechanism, also involve parties that do 
not typically practice before the Commission.  
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57. Postmark  We also agree with commenters that we should treat appeals to the 
Administrator or the Commission has having been received on the date that they are postmarked 
rather than the date they are filed.  Commenters note that this change would be consistent with 
other program filing deadlines.107  For example, such a change would make the appeal procedure 
consistent with the Administrator’s practice of treating FCC Form 471 applications as having 
been filed as of the postmark date.  In cases where a postmark is unclear or illegible, the 
Commission will require the applicant to submit a sworn affidavit stating the date that the appeal 
was mailed.  Given this possibility, we continue to encourage parties to file appeals 
electronically, in order to ensure timely submission.  In addition, we agree with commenters that 
using the postmarked date furthers the goals of improving program operation and ensuring a fair 
and equitable distribution of the benefits of the program.108  Thus, we find that it is consistent 
with public interest that we treat appeals to the Administrator or the Commission as having been 
filed on the date they are postmarked.  We therefore add a new section 54.720(e) to our rules.109   

58. Docket Number Change  We adopt a minor procedural amendment conforming 
our rules to reflect the change in docket numbers for filing appeals.  Specifically, we change the 
wording of section 54.721, which describes the filing requirements for requests for reviews for 
the entire Universal Service program, to replace the last line of paragraph (a) as follows:  instead 
of stating “and shall reference FCC Docket Nos. 97-21 and 96-45,” the line shall read “and shall 
reference the applicable docket numbers.”110  The docket number for schools and libraries 
appeals is CC Docket No. 02-6, and the docket number for Rural Health Care support 
mechanism appeals is WC Docket No. 02-60.  Petitioners should reference these docket numbers 
when filing pleadings with the FCC.   

E. Funding of Successful Appeals 

59. Background  Each funding year, the Administrator sets aside a portion of the 
funds available that year for the schools and libraries universal service mechanism to ensure that 
sufficient funds will be available for any appeals that may be granted by the Administrator or the 
Commission.111 The Administrator calculates this reserve amount, in part, by generating a 
prediction of the percentage of its decisions that will be reversed based on historical experience.  
Because the prediction may underestimate the actual number of reversed decisions, it is possible 
that the appeal reserve fund in a particular year will ultimately be inadequate to fund all 

                                                           
107 See, e.g., Alaska Comments at 9, CSSOC Comments at 49, Illinois BOE Comments at 24, NC OIT Comments at 
9 (“[S]ince almost every other E-Rate deadline has been based on the postmarked date… some applicants have been 
confused about the differing deadlines for appeals.”). 
108 See, e.g., EdLiNC Comments at 16 (“It is more equitable to isolated communities that may need to build in extra 
mail time or use funds to pay for express shipping that guarantees delivery”); E-rate Elite Comments at 7 (The 
current procedure subjects the applicant to a multitude of circumstances including prompt delivery by the chosen 
delivery carrier. It also prevents the applicant from obtaining any documentation that would be used to support that 
appeal as timely filed). 
109 See Appendix B.   
110 Id.   
111 Changes to the Board of Directors of the National Exchange Carrier Association, Inc., Fifth Order on 
Reconsideration in CC Docket No. 97-21, Federal-State Joint Board on Universal Service, Eleventh Order on 
Reconsideration in CC Docket No. 96-45, and Further Notice of Proposed Rulemaking, 14 FCC Rcd 6033, n.15 
(1999) (Eleventh Reconsideration Order and Further Notice). 
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successful appeals in that year, although this has not happened to date. 

60. In the Eleventh Reconsideration Order and Further Notice, the Commission 
proposed certain rules establishing funding priorities for the Administrator to apply when 
distributing funds from the appeal reserve to schools and libraries that successfully appeal 
decisions of the Administrator.112  Specifically, the Commission proposed that the Administrator 
should first fund all Priority One appeals, and then allocate any remaining funds in the appeal 
reserve to Priority Two appeals in order of descending discount rate.113  The Commission further 
proposed that if funds were not available for all Priority One appeals, then all funding should be 
allocated to Priority One appeals on a pro-rata basis.114  To ensure correct distribution of funds to 
Priority One appeals, the Commission proposed that the Administrator should wait until a final 
decision has been issued on all Priority One service appeals before allocating funds to such 
services on a pro-rata basis.115 

61. In the Schools and Libraries NPRM, we sought further comment on the funding 
of successful appeals.116  Specifically, we asked whether, instead of adopting the proposal set 
forth in the Eleventh Reconsideration Order and Further Notice, we should fully fund successful 
appeals to the same extent that they would have been funded in the ordinary application process.  
We also sought comment on the source of funding in the unlikely event that the funds allocated 
for successful appeals were not sufficient to fund all such successful appeals.117  We asked for 
comment on what effect funding of successful appeals in the face of a depleted appeals reserve 
would have on the Administrator’s allocation of schools and library funds to according Priority 
One and Priority Two requests.   

62. Discussion  Based on the record, we conclude that all successful appeals should 
be awarded discounts to the extent they would have been had the discounts been awarded 
through the normal funding process.  We further conclude that the Administrator should not wait 
to grant post-appeal funding until all appeals have been decided, but should instead fund 
applications if and when they are granted.  We further find it appropriate to adopt a rule that 
authorizes using funds budgeted for future funding years, if the Administrator-set appeals reserve 
is inadequate to award discounts to all successful appeals.118  We recognize that utilizing such 
funds will reduce the total amount of funding available in subsequent funding years.  However, 
we believe that this result is necessary in order to assure that no applicants are prejudiced 
because they were awarded discounts through the appeal process rather than through the initial 
application process.   

63. The few commenters that addressed the use of funding from future years were 
                                                           
112 See, generally, Eleventh Reconsideration Order and Further Notice, 14 FCC Rcd at 6037-38, paras. 9-12. 
113 Id., 14 FCC Rcd at 6037, para. 9. 
114 Id., 14 FCC Rcd at 6038, para. 10. 
115 Id. 
116 Id., 17 FCC Rcd at 1936, para. 55. 
117 Id., para. 56. 
118 We note that, due to careful and cautious calculations, the Administrator has never exhausted the appeals reserve.  
However, given the importance of funding all meritorious appeals, it is appropriate to be prepared should we ever be 
faced with those circumstances. 
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mixed in their assessment.119  In particular, we disagree with commenters such as the Council of 
Chief State School Officers, who state that using funding budgeted for future years would 
penalize applicants in the next funding year.120  We conclude that the inequity of failing to award 
discounts for a timely appeal far outweighs the impact granting such appeals would have in 
reducing the overall available funding in future funding years.  Indeed, any modest reduction in 
the total amount of funds budgeted for future funding years is equally distributed among all 
successful applicants.  In contrast, the alternative imposes any shortfall on an individual 
applicant, who, after successfully appealing, has done nothing to merit the denial of funding.  In 
balancing these outcomes, we conclude the more equitable solution is to spread the impact by 
using funds budgeted for future funding years, should the appeal reserve be exhausted.  
Consequently, we adopt a rule that authorizes USAC to use funds budgeted from subsequent 
funding years to fund discounts for successful appeals in the unlikely case that the appeals 
reserve is exhausted. 

F. Suspension and Debarment  

64. Background  Since the inception of the schools and libraries support mechanism, 
the Commission and the Administrator have worked to strengthen and develop measures to 
eliminate the potential for waste, fraud, and abuse so that schools and libraries are able to benefit 
from the discounts provided for under section 254.  It is important that the application and 
disbursement process be as streamlined and straightforward as possible for participants.  At the 
same time, it is vital to the integrity of the program that there are sufficient procedural safeguards 
to ensure accountability.   

65. In the Schools and Libraries NPRM, the Commission observed that the 
Administrator has exercised its existing authority to combat waste, fraud, and abuse.121  It is 
essential, however, that we continue to improve our efforts.  Thus, in the Schools and Libraries 
NPRM, the Commission sought comment on various possible approaches to limit waste, fraud, 
and abuse.122  It noted that while section 503(b) of the Act permits us to initiate forfeiture 
proceedings against those that willfully or repeatedly fail to comply with statutory and regulatory 
requirements, there are no provisions in the rules to bar such entities or individuals from 
participating in the program.123  The Commission sought comment on whether to adopt rules 
barring applicants, service providers, and others (such as consultants) that willfully or repeatedly 
fail to comply with program rules from involvement with the program for a period of years.  The 
Commission asked for comment on, for example, standards for barring such entities, the 

                                                           
119 See NEA et al Comments at 25, NYBOE Comments at 8, New York State Education Department Comments at 3, 
Software & Info Comments at 5, SVETN Comments at 2, Tel/Logic Comments at 16 (endorsing the idea of 
borrowing from future funding years to fund successful appeals); but see Arkansas E-rate Comments at 6, California 
DOE Comments at 5, CCSSO Comments at 50, Memphis City Schools Comments at 3, MOREnet Comments at 11, 
NC OIT Comments at 10, Weisiger Comments at 33 (opposing borrowing funds from a future funding year).   
120 CCSSO Comments at 51. 
121 Schools and Libraries NPRM, 17 FCC Rcd at 1937, para. 58. 
122 Id. 
123 Id. at 1937-38, para. 60 (citing section 503(b) of the Act, which provides for forfeitures in the case of any person 
who “willfully or repeatedly failed to comply with any of the provisions of this Act or any rule, regulation, or Order 
issued by the Commission under this Act . . . .”  47 U.S.C. § 503(b)(1)(B)). 
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appropriate period of debarment, and whether the debarment might apply to individuals. 

66. Discussion  We agree with the majority of commenters that we should adopt rules 
to prevent bad actors from receiving the benefits associated with the schools and libraries support 
mechanism.124  By prohibiting bad actors from involvement with the schools and libraries 
support mechanism, we will deter waste, fraud, and abuse, thus helping to ensure that support is 
used for schools’ and libraries’ access to advanced telecommunications and information services 
consistent with section 254.125  It is not our intention to use this debarment to punish.  Rather, 
debarring applicants, service providers, consultants, or others that have defrauded the 
government or engaged in similar acts through activities associated with or related to the schools 
and libraries support mechanism is necessary to protect the integrity of the program.  We 
conclude that these debarment procedures are prudent and consistent with our goal of ensuring 
that the universal service support mechanisms operate without waste, fraud, or abuse.126 

67. We conclude that persons convicted of criminal violations or held civilly liable 
for certain acts arising from their participation in the schools and libraries support mechanism 
shall be debarred from activities associated with or related to the schools and libraries support 
mechanism for a specified period, absent extraordinary circumstances.127  The debarment rules 
we adopt are informed by the nonprocurement debarment regulations for federal agencies, which 
do not apply to independent agencies such as the Commission.128  Specifically, we find that 
persons convicted of, or held civilly liable for, the attempt or commission of criminal fraud, 
theft, embezzlement, forgery, bribery, falsification or destruction of records, making false 
statements, receiving stolen property, making false claims, obstruction of justice, or other fraud 
or criminal offense arising out of activities associated with or related to the schools and libraries 
universal service support mechanism shall be debarred from involvement with the schools and 
libraries support mechanism for a period of three years.129 Where circumstances warrant, a 
longer period of debarment may be imposed if the extension is necessary to protect the public 
interest.  In the case of multiple convictions or judgments, the Commission shall determine based 

                                                           
124 See, e.g., Alabama Department of Education Comments at 5; ALA Comments at 44; BellSouth Comments at 37; 
CCSSO Comments at 54; EdLiNC Comments at 15; Erate Elite Comments at 11; Excaliber Comments at 2; Funds 
For Learning Comments at 26; Integrity Comments at 4-5; Kellogg Consulting Comments at 3; Kentucky 
Department of Education Comments at 2; LA Unified School District Comments at 8; Memphis Comments at 3; 
Montana Comments at 7; NY PL Comments at 7; TelLogic Comments at 21; New York Comments at 14; USAC 
Comments at 31-33. 
125 See 47 U.S.C. § 254(b)(6) and (h)(1)(B)(2). 
126 47 U.S.C. § 254. 
127 Although there may be extraordinary circumstances not foreseeable at this time in which a person convicted of, 
or held civilly liable for, the specified actions should not be debarred, we anticipate that this burden will not often be 
met.  
128 See, e.g., 28 C.F.R. § 67.100 et seq (Department of Justice rules implementing governmentwide rules); 28 C.F.R. 
§ 67.105 (noting inapplicability of rules to independent agencies).  This approach was recommended by the 
Administrator in its comments during this proceeding.  See USAC Comments at 32-33 (referring to Department of 
Justice rules).   We note that changes to the existing federal agency debarment rules were proposed early in 2002.  
See Governmentwide Debarment and Suspension (Nonprocurement) and Governmentwide Requirements for Drug-
Free Workplace (Grants), Proposed Rule, 67 Fed. Reg. 3266 (2002). 
129 The time period of three years is consistent with the governmentwide rules regarding debarment.  See, e.g., 28 
C.F.R. § 67.320(a)(1). 
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on the facts before it whether debarments shall run concurrently or consecutively.   

68. A person subject to debarment, or a person that has contracted or intends to 
contract with a person subject to debarment to provide or receive services in connection with the 
schools and libraries support mechanism, may file arguments in writing and supported by 
documentation in opposition to the proposed debarment action or supporting a reduction in the 
period or scope of debarment.  The Commission shall consider any such request, and may, upon 
the filing of arguments against the proposed suspension or debarment by an interested party or 
on its own motion, grant such a request for extraordinary circumstances.  For example, reversal 
of the conviction or civil judgment upon which the debarment was based shall constitute 
extraordinary circumstances.130   

69. In light of the serious nature of a conviction or civil judgment relating to 
participation in the support mechanism, upon becoming aware of a person’s criminal conviction 
or civil judgment under the specified circumstances, the Commission shall suspend the person 
from activities associated with or related to the schools and libraries support mechanism.131  
Suspension is an immediate but temporary measure pending a final determination of debarment.  
Suspension will help to ensure that a person that has been convicted or held civilly liable for 
behavior with respect to the schools and libraries support mechanism cannot continue to benefit 
from the mechanism pending resolution of the debarment process.  The Commission shall send 
notice to the person’s last known address by certified mail, return receipt requested, and shall 
publish notice in the Federal Register.  Suspension is effective immediately upon the earlier of 
the person’s receipt of such notice or publication in the Federal Register.  

70. The notice of suspension shall include notice of debarment proceedings.  Such 
notice shall (1) give the reasons for the proposed debarment in terms sufficient to put the person 
on notice of the conduct or transaction(s) upon which it is based and the cause relied upon, 
namely, the entry of a criminal conviction or civil judgment; (2) explain the applicable 
debarment procedures; (3) describe the potential effect of debarment.132  A person subject to 
debarment or a person that has contracted or intends to contract with a person subject to 
debarment to provide or receive services in connection with the schools and libraries support 
mechanism, that elects to file arguments in opposition to the suspension and proposed 
debarment, must do so with any relevant documentation within 30 days after receiving notice or 
publication in the Federal Register, whichever is earlier.  Any suspended person or person who 
has contracted or intends to contract with a suspended person also may request, in writing and 
supported by documentation, reversal of the suspension action or a reduction in the period or 
scope of suspension.  The Commission shall consider such a request, but such action will not 
ordinarily be granted.  Within 90 days of receipt of any such request, the Commission, in the 
absence of extraordinary circumstances, shall provide the person prompt notice of the decision to 
debar, and shall publish the decision in the Federal Register.  Debarment shall be effective upon 
the earlier of receipt of notification or publication in the Federal Register. 

71. Consistent with the federal agency regulations, we define “person” as “[a]ny 
                                                           
130 See, e.g., 28 C.F.R. § 67.320. 
131 See, e.g., 28 C.F.R. § 67.400. 
132 See, e.g., 28 C.F.R. § 67.312. 
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individual, corporation, partnership, association, unit of government or legal entity, however 
organized.”133  Under this definition, persons may include applicants, service providers, 
consultants, or others engaged in activities associated with or related to the support mechanism.   

72. Consistent with the federal agency regulations, suspension or debarment of a 
corporation, partnership, association, unit of government or legal entity, however organized, 
defined as a “person” under these regulations, constitutes suspension or debarment of all its 
divisions and other organizational elements from all activities associated with or related to the 
schools and libraries support mechanism for the debarment period, unless the suspension or 
debarment decision is limited by its terms to one or more specifically identified individuals, 
divisions, or other organizational elements or to specific types of transactions.134   

73. Consistent with the federal agency regulations, we define “conviction” as “a 
judgment or conviction of a criminal offense by any court of competent jurisdiction, whether 
entered upon a verdict or a plea, including a plea of nolo contendere” and “civil liability” or 
“civilly liable” as “the disposition of a civil action by any court of competent jurisdiction, 
whether entered by verdict, decision, settlement with admission of liability, stipulation, or 
otherwise creating a civil liability for the wrongful acts complained of, or a final determination 
of liability under the Program Fraud Civil Remedies Act of 1988 (31 U.S.C. §§ 3801-12).”135  
We further conclude that, for purposes of these rules, “activities associated with or related to the 
schools and libraries support mechanism” include the receipt of funds or discounted services 
through the schools and libraries support mechanism, or consulting with, assisting, or advising 
applicants or service providers regarding the schools and libraries support mechanism. 

74. A conviction or civil judgment in the specified circumstances therefore 
automatically results in suspension and the initiation of debarment proceedings, providing a clear 
and stringent response on the part of the Commission and serving to deter waste, fraud, and 
abuse in the program.  Although the governmentwide rules provide that agencies “may” debar or 
suspend persons convicted or held civilly liable, we conclude that a rule requiring the 
Commission to suspend and debar such persons absent extraordinary circumstances will better 
serve the Commission’s goal of limiting waste, fraud, and abuse.  In light of our statutory 
obligation to preserve and advance universal service, we believe it appropriate to set a very high 
threshold for parties seeking to persuade us that debarment is not warranted in circumstances 
where a court of competent jurisdiction has concluded that person has committed some form of 
fraud related to the schools and libraries program.  We conclude that under our rules the 
Commission shall debar persons convicted or held civilly liable after immediate suspension, 
absent extraordinary circumstances.  These automatic actions in the clear circumstances where 
legal proceedings have concluded with due process are an appropriate and prudent means of 
maintaining the integrity of the schools and libraries support mechanism.     

75. We recognize that where a service provider is debarred, an applicant relying on 
                                                           
133 See, e.g., 28 C.F.R. § 67.105.  The definition in the federal agency rules also provides an exception for various 
foreign entities, but those distinctions are not germane to the schools and libraries support mechanism because of its 
existing eligibility rules. 
134 Id.  For example, if Company X and its President were each charged or sued, but only the President was 
convicted or found civilly liable, only the President would be debarred.   
135 Id. 
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that service provider for discounted services may need to change service providers for that 
funding year in order to continue to receive the benefits of the support mechanism.  Under 
existing USAC procedures, after an application has been approved and before the last day for 
invoicing, an applicant may change its service provider.136  Consistent with these procedures, 
therefore, applicants whose service providers have been debarred after an application has been 
approved may change service providers for that funding year.137    

76. The Enforcement Bureau shall undertake suspension and debarment proceedings 
under this section.  The Wireline Competition Bureau shall make any necessary changes to FCC 
forms, including a notification that a person convicted of or held civilly liable for the conduct 
specified above shall be suspended and debarred absent extraordinary circumstances.  We also 
direct the Wireline Competition Bureau to oversee the implementation and coordination of 
debarment procedures and policies with the Administrator, including, but not limited to, the 
publication and maintenance of a list on the Administrator’s web site of persons suspended or 
debarred from the program.  We direct the Wireline Competition Bureau to ensure that the 
Administrator implements procedures to ensure that any person who has been suspended or 
debarred not benefit from the schools and libraries support mechanism for the specified period of 
time.   

77. These rules constitute an important step in continuing to ensure program integrity.  
We are committed to considering other deliberate and appropriate measures in order to provide 
for compliance with statutory requirements and our rules, thereby ensuring that the benefits of 
this universal service support mechanism are available to the largest number of schools and 
libraries on an equitable basis.  In the accompanying Further Notice, we seek further comment 
on whether to debar persons in other circumstances and related issues.138   

G. Utilization of Unused Funds 

78. Background  In the Schools and Libraries NPRM, we sought comment on what to 
do with undisbursed funds, to the extent that they remain despite our reduction efforts.139  This 
question was addressed recently in the First Order in this docket.140  We also sought comment to 
develop a record on the reasons why applicants may fail to fully use committed funds under the 

                                                           
136 See < http://www.sl.universalservice.org/reference/OperationalSpin.asp>.  In particular, applicants may make 
operational Service Provider Indictor Number (SPIN) changes when an applicant certifies that (1) the SPIN change 
is allowed under its state and local procurement rules, (2) the SPIN change is allowable under the terms of any 
contract between the applicant and its original service provider, and (3) the applicant has notified its original service 
provider of its intent to change service providers.  Id. 
137 Current procedures, however, do not permit applicants to change service providers prior to approval of an 
application or after the last date for invoices.  Id.  In the Further Notice, we seek comment on how to treat applicants 
whose service providers have been debarred prior to action on the application.  We also seek comment on whether 
we should prohibit applicants who have been complicit in the actions of a debarred service provider from changing 
service providers in that funding year, and how such complicity should be defined.  We note that to the extent that it 
is determined that the debarred company’s assistance is temporarily necessary to enable transition to another 
company’s services, the Commission may direct such assistance. 
138 See infra para. 102. 
139 Schools and Libraries NPRM, 17 FCC Rcd at 1940-1941, paras. 69-70.   
140 See First Order. 
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program.141  In addition, we sought comment on whether there are modifications to the 
application and funding disbursement process that would reduce the level of unused funds in 
each funding year.142   

79. Discussion  We decline, at this time, to adopt additional measures to reduce 
unused funds.  The First Order adopted a framework for the treatment of unused funds from the 
schools and libraries universal service support mechanism.143  In that Order, we determined that 
it was in the public interest to take immediate action to stabilize the contribution factor, and that 
beginning no later than the second quarter of 2003, any unused funds from the schools and 
libraries support mechanism shall, consistent with the public interest, be carried forward for 
disbursement in subsequent funding years of the schools and libraries support mechanism.144   

80. As noted below, the Administrator has taken certain measures that will also 
address the issue of unused funds from the schools and libraries program.145  We find that these 
changes will help improve the disbursement of program funds.  In addition, we continue to 
explore procedural and programmatic changes to the schools and libraries support mechanism 
that may help reduce the amount of funds that are not disbursed.  We find that such actions will 
help us to most effectively implement the goals of section 254 of the Act. 

81. Commenters noted that during the application process, applicants have difficulty 
predicting needs, usage, and non-contracted rates.  Therefore, applicants may apply for more 
funding than is actually needed.146  Commenters also cited certain factors beyond the program’s 
control that contribute to unclaimed funds.147  Indeed, the Administrator and the Commission are 
aware of these issues.  In an effort to reduce the amount of unused funds, starting with Funding 
Year 2001, the Administrator is issuing funding commitments slightly in excess of the $2.25 
billion funding cap.148  The Administrator reports that as of October 28, 2002, it had committed 
approximately $2.257 billion for Funding Year 2001.149  Specifically, the Administrator is basing 
overcommitments on past levels of unused funds, allowing a margin for error.    

82. Commenters also state that some committed funds go unused because of late 
funding commitment decisions.150  We agree with commenters that receiving funding 
                                                           
141 See Schools and Libraries NPRM, 17 FCC Rcd at 1940, para. 68. 
142 Id. 
143 First Order.    
144 First Order, 17 FCC Rcd at 11523-11524, para. 3.   
145 See infra para. 83.   
146 See, e.g., Alaska Comments at 14, BellSouth/SBA Comments at 40, Colorado DOE Comments at 10-11, CCSSO 
Comments at 59-62.  
147 Some of the factors listed by commenters include changes in technology (see, e.g., Bakersfield SD Comments at 
2, EdLINC Comments at 5, West Virginia DOE Comments at 7); changes in the amount of funding from other 
sources and organizational issues, such as staff turnover (See, e.g., Kellogg Consulting Comments at 3-4, 
Pennsylvania DOE Comments at 10).   
148 See Schools and Libraries NPRM, 17 FCC Rcd at 1939, para. 67.    
149 See SLD website, Cumulative National Data – Funding Year 2001, 
<http://www.sl.universalservice.org/funding/y4/national.asp>. 
150 See, e.g., Funds for Learning Comments at 27.   
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commitment decisions earlier in the process would help reduce the amount of unused funds.  The 
Administrator has continued to improve its processing.  An increasing percentage of applicants 
now receive funding decisions earlier in the funding cycle.151  In addition, the Administrator has 
created a new website where the public, applicants and providers, can view funding commitment 
data the day after it is released, rather than having to wait for the delivery of funding letters.152  
We believe that each of these changes will help prevent the likelihood of waste by improving the 
disbursement of program funds.   

83. In addition, several commenters noted that there is no incentive for applicants to 
turn committed funds back to USAC when an applicant realizes that it will not use the full 
committed amount.153  Some commenters also stated that the Form 500, which applicants may 
use to notify the Administrator that committed funds are no longer required, is an ineffective tool 
for commitment cancellation.154  The form is still a relatively new addition to the program.  At 
this time, we do not believe that it is appropriate or necessary to change the Form 500.  As with 
all aspects of the program, should the Administrator have recommendations about how to 
improve the Form 500 or related processes, the Administrator will bring these issues to our 
attention.  We trust that as applicants become more familiar with the form and are better able to 
judge their funding supply through data newly provided on the Administrator’s website, 
applicants will inform the Administrator when they will not fully use committed funds.  

H. Conforming Rule Changes 

84. Background  Under the Act, only eligible schools and libraries may receive 
universal service funds under the schools and libraries universal service mechanism.155  To be 
eligible, a school must, among other things, meet the statutory definition of “elementary school” 
or “secondary school” contained in section 254(h)(7) of the Act.156  Section 254(h)(7) provides 
that the terms “elementary school” and “secondary school” mean elementary schools and 
secondary schools as defined in paragraphs (14) and (25) of section 14101 of the Elementary and 
Secondary Education Act of 1965 (Education Act), as codified at 20 U.S.C. § 8801(14) and 
8801(25), respectively.157  

85. At the time that section 254 was added to the Act, an elementary school was 
defined at 20 U.S.C. § 8801(14) as “a nonprofit institutional day or residential school that 

                                                           
151 See infra note 179.   
152 See SLD website, Funding Request Data Retrieval Instructions, 
<http://www.sl.universalservice.org/funding/OpenDataSearch>. 
153 See, e.g., Bell South Comments, E-Rate Elite Comments at 12; Iowa Communications Network Comments at 2; 
Iowa DOE Comments at 11; Michigan Comments at 26 (Comments supported by letters from Merit Networks, Inc., 
State of Michigan Department of Education, and State of Michigan Department of History, Arts and Libraries); 
York County Library Comments at 15-16. 
154 See, e.g., BellSouth/SBA Comments at 40; Iowa Communications Network Comments at 2; Iowa DOE 
Comments at 11.  
155 47 C.F.R. § 54.501; see Universal Service Order, 12 FCC Rcd at 9066, para. 522. 
156 47 U.S.C. § 254(h)(7)(A). 
157 Id. 
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provides elementary education, as determined under State law.”158  A secondary school was 
defined at 20 U.S.C. § 8801(25) as “a nonprofit institutional day or residential school that 
provides secondary education, as determined under State law, except that such term does not 
include any education beyond grade 12.”159  In the Universal Service Order, the Commission 
concluded that all schools that fall within the definition contained in the Elementary and 
Secondary Education Act of 1965 and that meet the other criteria for eligibility established in 
section 254 should be eligible.160  Thus, the Commission’s rules implementing section 254 
directly reflected the statutory definitions in the Education Act, defining elementary school as “a 
nonprofit institutional day or residential school that provides elementary education, as 
determined under State law” and stating that a secondary school was “a non-profit institutional 
day or residential school that provides secondary education, as determined under State law,” but 
that “[a] secondary school does not offer education beyond grade 12.”161  The Commission 
further provided expressly that “[o]nly schools meeting the statutory definitions of ‘elementary 
school,’ as defined in 20 U.S.C. 8801(14), or ‘secondary school,’ as defined in 20 U.S.C. 
8801(25) . . . shall be eligible for discounts on telecommunications and other supported services 
under this subpart.”162 

86. Following the Commission’s implementation of section 254, Congress made 
certain statutory changes to the definitions of “elementary school” and “secondary school” in the 
Education Act, most recently in the No Child Left Behind Act of 2001.163  Currently, the 
Education Act defines “elementary school” as “a nonprofit institutional day or residential school, 
including a public elementary charter school, that provides elementary education, as determined 
under State law,” and “secondary school” as “a non-profit institutional day or residential school, 
including a public secondary charter school, that provides secondary education, as determined 
under State law.”164  The definitions for elementary school and secondary school have also been 
moved to 20 U.S.C. § 7801(18) and 7801(38), respectively.165 

87. Discussion  We adopt minor changes to our rules to conform our definitions of 
eligible schools to the current definitions of and citations for “elementary school” and 
“secondary school” following the passage of the No Child Left Behind Act.  First, we amend the 
definition of elementary school at section 54.500(b) by adding, after “residential school,” the 
phrase “including a public elementary charter school,” and the definition of secondary school at 
section 54.500(j) by adding, after “residential school,” the phrase “including a public secondary 

                                                           
158 See 20 U.S.C. § 8801, as added, Improving America’s Schools Act of 1994, Section 14101, Pub. L. 103-382, 
Title I, § 101, October 20, 1994, 108 Stat. 3887. 
159 Id. 
160 Universal Service Order, 12 FCC Rcd at 9068, para. 554 
161 47 C.F.R. §§ 54.500(b), 54.500(j). 
162 47 C.F.R. § 54.501(b)(1). 
163 See The No Child Left Behind Act, Pub. L. 107-110, § 901, 115 Stat. 1425, 1956 (Jan. 8, 2002) (codified at 20 
U.S.C. §§ 7801(18), (38)), Pub. L. 106- 554, § 1606(a), 114 Stat. 2763, 2763A-334 (Dec. 21, 2000) (redesignating 
paragraphs (15) through (29) as paragraphs (16) through (30), respectively; Charter School Expansion Act of 1998, 
Pub. L. 105-278, § 3(j), 112 Stat. 2688 (Oct. 22, 1998). 
164 20 U.S.C. §§ 7801(18) (emphasis added), 7801(38) (emphasis added). 
165 Id. 
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charter school.”166 

88. In so doing, we are not expanding the scope of either definition because public 
elementary and secondary charter schools were already eligible under the original definitions.  
Under these definitions, the Commission looked to applicable State law to determine which 
entities qualified as public elementary and secondary schools.167  Thus, where applicable State 
laws provided for public elementary and secondary charter schools, such schools were eligible 
for discounts under the old definition.  The regulatory change merely makes this eligibility 
explicit. 

89. Second, we amend section 54.501(b)(1) of our rules, to reflect the new citations 
for the elementary school and secondary school definitions following the passage of the No 
Child Left Behind Act.168  Specifically, we replace the citations to 20 U.S.C. § 8801(14) and 
8801(25) with citations to 20 U.S.C. §§ 7801(18) and 7801(38), respectively.169  Because the 
new provisions are substantively the same as the original definitions, we conclude that all of 
these rule changes are minor and technical, and we therefore find good cause to conclude that 
notice and comment procedures of the Administrative Procedure Act (APA) are unnecessary.170 

I. Deletion of Obsolete Rules 

90. The Biennial Regulatory Review 2000 Staff Report (Staff Report) recommended 
that sections 54.701(b) through (e) of our rules, which mandate the merger of the Schools and 
Libraries Corporation and the Rural Health Care Corporation into the Universal Service 
Administrative Company, be deleted.171  Given that the merger has been completed, the Staff 
Report concluded that these transitional provisions were no longer applicable.172  We now adopt 
the recommendations of the Staff Report and delete section 54.701(b) through (e), and renumber 
current provisions 54.701(f) through (h) as 54.701(b) through (d). Again, because the rule 
sections in question are now obsolete, we conclude that these rule changes are minor and 
technical, and we therefore find good cause to conclude that notice and comment under the APA 
is not necessary. 

                                                           
166 See Appendix B.   
167 Request for Review by Arkansas Department of Correction, Federal-State Joint Board on Universal Service, 
Changes to the Board of Directors of the National Exchange Carrier Association, Inc., File No. SLD-177074, CC 
Dockets No. 96-45 and 97-21, Order, 17 FCC Rcd 7100, para. 2 (Wireline Comp. Bur. 2002). 
168 See Appendix B.   
169 Id. 
170 See 5 U.S.C. § 553(b)(3)(B) (providing that notice and comment are not required "when the agency for good 
cause feels (and incorporates the finding and a brief statement therefore in the rules issued) that notice and public 
procedures thereon are impractical, unnecessary or contrary to the public interest."). 
171 See Federal Communications Commission Biennial Regulatory Review 2000, Staff Report, September 18, 2000 
(Staff Report) at 88, <http://www.fcc.gov/Reports/biennial2000report.pdf>. 
172 Id. 
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IV. FURTHER NOTICE OF PROPOSED RULEMAKING 

A. Background 

91. In the First Order, we determined that unused funds from the schools and 
libraries mechanism should be used to stabilize the contribution factor while the Commission 
considers whether and how to reform its methodology for contributions to the universal service 
support mechanism.  We also determined that beginning no later than the second quarter of 2003, 
which began April 1, 2003, unused funds shall be carried forward for disbursal in subsequent 
funding years of the schools and libraries mechanism.  Accordingly, in this Further Notice we 
seek comment on proposed rules regarding the carryover of unused funds from funding year to 
funding year of the schools and libraries support mechanism.   

92. We also seek comment on several other matters relevant to the schools and 
libraries mechanism.  We seek comment regarding our rules pertaining to when applicants file a 
technology plan.  We seek further comment on the establishment on an online computerized 
eligible services list for telecommunications services and Internet access.  Finally, we seek 
comment on additional measures to limit waste, fraud, and abuse. 

B. Proposed Unused Funds Carryover Rules  

93. In this Further Notice, we propose specific rules implementing the Commission’s 
decision to carry forward unused funds for use in subsequent funding years of the schools and 
libraries program.173  In general, we propose to amend our rules to require USAC to provide 
quarterly estimates to the Commission regarding the amount of unused funds that will be 
available to be carried forward.174  We further propose to amend our rules so that the 
Commission would carry forward available unused funds from prior years on an annual basis for 
use in the following full funding year of the schools and libraries program.175  We seek comment 
on the proposed rules and our proposed procedures implementing these rules.         

94. We propose that on a quarterly basis, USAC, after consultation with the Schools 
and Libraries Committee, provide the Commission with an estimate of unused funds from the 
schools and libraries support mechanism for each of the prior funding years.176  By providing 
quarterly estimates of unused funds, we would establish a regular reporting cycle for USAC.  In 
addition, quarterly estimates would provide schools and libraries with general notice regarding 
the amount of unused funds that may be made available for use in the subsequent funding year.  
We seek comment on this proposal.   

95. We propose that USAC’s estimate of unused funds for a particular funding year 
generally total the difference between the amount of funds collected, or made available for that 
particular funding year, and the amount of funds disbursed or to be disbursed.  We expect that 
                                                           
173 See Appendix C.   
174 Id.   
175 Id. 
176 We note that USAC estimated unused funds from the schools and libraries support mechanism in prior quarterly 
submissions to the Commission.  See, e.g., Proposed First Quarter 2000 Universal Service Contribution Factors 
and Proposed Actions, CC Docket No. 96-45, Public Notice, DA 99-2780 (rel. Dec. 10, 1999).     
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USAC’s estimates will become more refined as a particular funding year progresses, given its 
unique skills and experience administering the schools and libraries mechanism.  We seek 
comment on this proposal.   

96. In addition, we propose that in the second quarter of each calendar year, the 
Commission will announce a specific amount of unused funds from prior funding years to be 
carried forward in accordance with the public interest for use in the next full funding year, in 
excess of the annual funding cap.177  For example, unused funds as of second quarter 2004 would 
be carried forward for use in the Schools and Libraries Funding Year 2004.178   Carrying forward 
unused funds in the second quarter of the calendar year would coincide with the time of year the 
SLD makes funding commitment decisions, which typically occurs in the second and third 
quarters of the calendar year.179   Once added, the funding year would continue to operate 
normally, with the benefit of any additional unused funds.  We believe that this will ensure 
minimal disruption of the administration of the schools and libraries program.   

97. We also propose that after unused funds are identified and carried forward in the 
second quarter of the calendar year, USAC will begin to re-calculate unused funds, beginning 
with unused funds as of the third quarter of the calendar year.  Such funds would be carried 
forward to the next full funding year.  As a result, we believe that the above-described rolling 
methodology will provide certainty regarding when unused funds will be carried forward for use 
in the schools and libraries program.  In addition, the proposed rules would ensure that schools 
and libraries have reasonable notice from the quarterly estimates of the approximate amount of 
funds that we expect to become available in the second quarter of the calendar year.  In general, 
schools and libraries submit applications for funding between November and January, preceding 
the start of the funding year.180  Under our proposal, applicants would have the benefit of three 
quarterly estimates of unused funds before the filing window closes, and would be able to 
structure their applications appropriately.  We seek comment regarding this proposal.   

98. Further, we propose that USAC begin estimating unused funds from the schools 
and libraries mechanism in 2003, and that unused funds would be carried forward in accordance 
with the public interest for use in Funding Year 2004 of the schools and libraries program.  In the 
First Order, the Commission determined that it would begin to carry forward unused funds from 
the schools and libraries program no later than second quarter 2003.181  We seek comment 
regarding this proposal.   

                                                           
177 The annual funding cap on federal universal service support for schools and libraries is currently $2.25 billion.  
See 47 C.F.R. § 54.507(a).  A calendar year, for example, commences on January 1 and ends on December 31.   
178 See 47 C.F.R. § 54.507(b) (“A funding year for purposes of the schools and libraries cap shall be the period July 
1 through June 30.”).  Funding years are described by the year in which the funding period starts.  For example, the 
funding period which begins on July 1, 2003 and ends on June 30, 2004, is called Funding Year 2003.  The funding 
period which begins on July 1, 2004 and ends on June 30, 2005, is called Funding Year 2004. 
179 Applicants learn about their funding commitments via a Funding Commitment Decision Letter.  SLD issues these 
letters in “waves” which are released every other week.  For Funding Year 2001, the first wave of letters was 
released on July 23, 2001.  For Funding Year 2002, the first wave of letters was released on April 24, 2002.   
180 See SLD website, E-Rate Discounts for Schools and Libraries:  E-Rate Timetable and List of Deadlines, 
<http://www.sl.universalservice.org/overview/duedates.asp>.   
181 First Order, 17 FCC Rcd at 11524, para. 3.   
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C. Technology Plan 

99. To ensure that purchased services are used in a cost-effective manner, the 
Commission requires applicants to base their requests for services on an approved technology 
plan.182  Section 54.504(b)(vii) states that in its FCC Form 470 the applicant must certify that its 
technology plan has been approved by its state, the Administrator, or an independent entity 
approved by the Commission.183   

100. We propose modifying our existing rules governing the timing of the certification 
regarding the approval of the applicant’s technology plan so that applicants can indicate that their 
technology plan will be approved by an authorized body by the time that services supported by 
the universal service mechanism for schools and libraries begin.  We believe that the rule change 
will improve program operation by recognizing that it may be difficult for an applicant to obtain 
approval of a technology plan well in advance of the commencement of a funding year.  We seek 
comment on the costs and benefits of our proposal. 

D. Computerized Eligible Services List   

101. In the Order, we have directed the Administrator to develop a pilot for an online 
computerized list for internal connections.  While we gain operational experience through this 
pilot program, we seek further comment on the feasibility of an online eligible services list with 
brand name products in the telecommunications services and Internet access categories. We are 
concerned, as were many commenters, about the difficulties in describing and amassing 
information regarding brand name products in these categories.184  We seek comment on whether 
this list should be a “safe harbor.” We seek comment on whether such a list raises any legal 
issues.  We seek comment on what effect such a list would have on our statutory mandate to 
evaluate requests for discounts on a competitively neutral basis. For example, how would we 
create a safe harbor telecommunications services provider list? Would such a list vary by 
location, state, or region?  If a geographic area only had one telecommunications carrier, would it 
foster or impede competition to place that carrier on the list?  We further seek comment on these 
and other issues raised by the establishment of an online eligible services list.   

E. Other Measures to Prevent Waste, Fraud, and Abuse 

102. In the Order, we have established rules to debar persons convicted or held civilly 

                                                           
182 See § 254(h)(1)(B); Universal Service Order, 12 FCC Rcd at 9077-78, paras. 572-574.  See also SLD’s website, 
<http://www.sl.universalservice.org/apply/step2.asp>.  To qualify as an approved Technology Plan for a Universal 
Service discount, the plan must meet five criteria.  The plan must establish clear goals and a realistic strategy for 
using telecommunications and information technology to improve education or library services.  The plan must have 
a professional development strategy to ensure that staff know how to use these new technologies to improve 
education or library services.  The plan must include an assessment of the telecommunication services, hardware, 
software, and other services that will be needed to improve education or library services.  The plan must provide for 
a sufficient budget to acquire and support the non-discounted elements of the plan: the hardware, software, 
professional development, and other services that will be needed to implement the strategy.  Finally, the plan must 
include an evaluation process that enables the school or library to monitor progress toward the specified goals and 
make mid-course corrections in response to new developments and opportunities as they arise.  
183 47 C.F.R. § 54.505(b)(vii).  See also Universal Service Order, 12 FCC Rcd at 9078, para. 574. 
184 See supra para. 35.   
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liable with respect to the schools and libraries support mechanism from participating in the 
program.185  We also believe, however, that there may be circumstances not culminating in a 
criminal conviction or civil judgment that may warrant debarment.  We accordingly seek to 
further develop the record on debarment in situations where evidence of misconduct is less clear-
cut.  We also seek further comment on other measures to limit waste, fraud, and abuse. 

103. Adoption of Governmentwide Regulations  As noted above, an NPRM is pending 
that proposes, among other things, to allow independent regulatory agencies to elect to 
participate in governmentwide debarment rules.186  We seek comment on whether we should 
adopt the governmentwide nonprocurement debarment regulations, which inform the rules we 
adopt today.  The current governmentwide rules do not apply to independent agencies.187  
However, the proposed governmentwide rules explicitly allow for adoption by independent 
agencies.188  We seek comment on whether, if these governmentwide rules are adopted, we 
should elect to participate in the governmentwide debarment rules for purposes of the schools 
and libraries universal service support mechanism, or whether, given the unique nature of the 
program, adoption of the  proposed governmentwide rules would be inappropriate or less 
effective than other rules we adopt. 

104. Debarring willful or repeated violators  A rule allowing for debarment of willful 
or repeated violators of our rules could be an important tool for ensuring the integrity of the 
program, because there may be situations in which persons may not be convicted or held civilly 
liable, yet their continued program participation may still constitute a threat to the integrity of the 
program.189  Moreover, some applicants or service providers may reach settlement with 
prosecuting authorities in a given case without admission of liability, that otherwise would have 
resulted in a conviction or civil judgment.  Accordingly, we tentatively conclude that the 
Commission should have the flexibility to debar a person whose willful or repeated violation of 
Commission rules threatens to undermine program integrity and result in waste, fraud, or abuse.  
Debarring those who have violated program rules in this manner not only ensures accountability 
within the program, but allows for additional funding for more deserving persons.   

105. The “willful or repeated” standard is based upon existing Commission forfeiture 
authority under section 503(b).190  Consistent with section 312(f) of the Act, we propose to 
define “willful” as “the conscious and deliberate commission or omission of any act, irrespective 
of any intent to violate any provision of this Act or any rule or regulation of the Commission 
authorized by this Act or by a treaty ratified by the United States.”191  We propose to define 
“repeated” as “the commission or omission of any act more than once or, if such commission or 

                                                           
185 See supra para. 64. 
186 See supra n. 128. 
187 See, e.g., 28 C.F.R. § 67.105. 
188 See Governmentwide Debarment and Suspension (Nonprocurement) and Governmentwide Requirements for 
Drug-Free Workplace (Grants), Proposed Rule, 67 Fed. Reg. 3266, 3288 (2002) (Proposed Rule __.645). 
189 For example, unindicted co-conspirators may not be convicted. 
190 See 47 U.S.C. § 503(b)  
191 See 47 U.S.C. § 312(f). 
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omission is continuous, for more than one day.”192  We seek comment on the proposed 
definitions. 

106. Because it is not our intention to debar persons that inadvertently make mistakes, 
even if repeated, with respect to program rules, we propose debarring only those willful or 
repeated offenders whose actions threaten to undermine program integrity and result in waste, 
fraud, or abuse.  We believe that this standard adequately balances the need to strictly enforce 
our rules with our desire not to debar applicants whose mistakes do not undermine program 
integrity.193  We seek comment on these tentative conclusions.  

107. Determination of violation resulting in debarment  We seek comment on how the 
Commission should determine when a person whose willful or repeated violation of Commission 
rules (or the Administrator’s procedures) threatens to undermine program integrity and result in 
waste, fraud, or abuse.  We also seek comment on whether only the violations of certain rules or 
procedures should be considered, and if so, which ones.  We seek comment on the appropriate 
period of debarment and whether such period should be fixed or discretionary.   

108. We also seek comment on the process whereby the Commission would determine 
that willful or repeated violations of our rules (or of the Administrator’s procedures) have 
occurred.  Ordinarily, SLD determines in the first instance whether an applicant has complied 
with program requirements in the course of reviewing requests for discounts.  If SLD concludes 
that an application is not consistent with the Commission’s rules, it issues a decision, and the 
applicant may seek Commission review of SLD’s decision to deny discounts.194  We seek 
comment on how to implement debarment in the absence of a formal SLD decision denying a 
request for discounts.  We propose that if SLD suspects that a person has willfully or repeatedly 
committed acts that threaten to undermine program integrity and result in waste, fraud, or abuse, 
either in the course of application review or subsequently, it may refer the matter to the 
Commission, which would then begin an investigation that may culminate in notice of proposed 
debarment to the person.  We seek comment on this approach. 

109. Notification procedures for debarment  We also seek comment on what 
procedures would ensure adequate notice to persons subject to debarment proceedings for willful 
or repeated violations, while still providing for expeditious Commission determinations in order 
to adequately protect the program.  As informed by the federal agency rules, we propose that the 
Commission shall give notice of proposed debarment on the ground of willful or repeated 
violations to the person by:  (1) giving the reasons for the proposed debarment in terms sufficient 
to put the person on notice of the conduct or transaction(s) upon which it is based and the cause 
relied upon; (2) explaining the applicable debarment procedures; (3) describing the potential 
effect of debarment.  The person would be afforded an opportunity to respond and submit 
information and argument within 30 days after the notice is published.  The Commission would 
then make a decision on the basis of all the information in the administrative record, including 
any submission made by the respondent, and provide notice to the respondent.  We seek 
                                                           
192 Id. 
193 For example, an applicant who repeatedly violates Commission rules one year only by failing to observe the 28-
day waiting period, and who fails to make the required FCC Form 470 certifications the next, would likely not 
undermine program integrity.  See 47 U.S.C. § 54.504. 
194 47 U.S.C. § 54.719. 
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comment on these procedures. 

110. Other grounds for debarment  We also seek comment on whether we should 
adopt a rule debarring persons who, in the course of their participation in the schools and 
libraries support mechanism, commit any other act indicating a lack of business integrity or 
business honesty that seriously and directly affects the present responsibility of the person.195  
We also seek comment on whether to exercise discretion to debar persons who commit any other 
act indicating a lack of business integrity or business honesty that seriously and directly affects 
the present responsibility of the person, even if unrelated to schools and libraries support 
mechanism, and invite comment on specific examples of conduct that would warrant 
debarment.196  We seek comment on how, if the Commission adopts either provision, the 
Commission should implement debarment.   

111. Imputation for debarment  We recognize that there may be circumstances in 
which debarment of one entity—whether under rules we adopt today or under any additional 
rules we may adopt in the future—may not adequately protect the integrity of the program.  For 
example, there may be circumstances where one person is found liable for certain actions, but 
other individuals have also engaged in misconduct that threatens the integrity of the program.  
We seek comment on rules for imputation of conduct from one person to another, based upon the 
federal agency rules governing imputation of conduct.  Under our proposed rules, the conduct of 
a person may be imputed to another person when the conduct occurs in connection with the 
former’s performance of duties for or on behalf of the latter, or with the latter’s knowledge, 
approval, or acquiescence.  One example of evidence of such knowledge, approval, or 
acquiescence could be the latter’s acceptance of the benefits derived from the conduct.197  The 
conduct may be imputed to any officer, director, shareholder, partner, employee, or other 
individual associated with the person who participated in, knew of, or had reason to know of the 
person’s conduct.  In addition, the conduct of one person may be imputed to other persons in a 
joint venture or similar arrangement if the conduct occurred for or on behalf of the joint venture 
or similar arrangement, or with the knowledge, approval, or acquiescence of those persons.  One 
example of evidence of such knowledge, approval, or acquiescence could be the latter’s 
acceptance of the benefits derived from the conduct.198  We seek comment on the administrative 
process for making a finding that the conduct of one person should be imputed to another.  We 
seek comment on these proposed rules. 

112. Effect of debarment  We seek comment on what effect, if any, suspension or 
debarment of a person should have with regard to the person’s participation in other activities 
associated with the Commission.  For example, should suspension or debarment of a service 
provider from the schools and libraries support mechanism preclude participation in providing 
certain services to the Commission, such as Internet access or telephone service?  Similarly, 
should suspension or debarment from the schools and libraries support mechanism also result in 
suspension or debarment from other universal service support mechanisms?   

                                                           
195 See, e.g., 28 C.F.R. § 67.305; see also 48 C.F.R. § 9.407-3 (Federal Acquisition Regulations). 
196 See, e.g., 28 C.F.R. § 67.305. 
197 See, e.g., 28 U.S.C. § 67.325. 
198 Id. 
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113. Changing service providers post-debarment  We seek comment on whether our 
rules should permit applicants whose service provider has been debarred to change their service 
provider before their application for discounted services has been approved or after the last date 
for invoices.  SLD’s current operating procedures permit applicants whose service providers 
have been debarred to change service providers only after SLD has issued a funding commitment 
decision letter, and no later than the last date to submit an invoice.199  The existing procedure 
allowing SPIN changes within this window balances fairness to applicants and flexibility in the 
program with goals of program efficiency, including the importance of certainty and finality so 
that the Administrator can properly allocate limited funds among a large pool of applicants.  If 
applicants were permitted to change service providers after they had applied for discounts but 
before SLD had made a funding commitment decision, it may be more difficult for SLD to 
determine whether program requirements are met if an applicant changed service providers 
because of potential irregularities.  Permitting applicants to change service providers after the 
last date for invoices to be submitted could introduce a lack of finality into the process, 
undermining our efforts to streamline program procedures. 

114. We seek comment on whether applicants whose service providers have been 
debarred should be permitted to change service providers before a funding commitment decision 
has been issued, or after the last date for invoices.  We seek comment on how such a rule might 
reconcile our goals of ensuring both fairness and finality.  We seek comment on what procedures 
SLD might implement in such situations.    

115. We further seek comment on whether applicants that are complicit in the bad acts 
of a debarred service provider, but who are not themselves convicted or held civilly liable, 
should be permitted to change service providers in the same manner as applicants that were not 
so complicit.  While we do not intend to punish applicants that are merely innocent victims of a 
particular service provider, we also do not want to create incentives for applicants to undermine 
the goals of the program through complicity in program violations by a service provider.  We 
therefore seek comment on whether complicit applicants should not be permitted to change 
service providers (and therefore are effectively debarred for that funding year), and if so, how 
such a standard of “complicity” should be defined.  Finally, we seek comment generally on 
whether any other rules should be adopted relating to debarment that would serve our goals of 
protecting against waste, fraud, and abuse. 

V. PROCEDURAL ISSUES 

A. Paperwork Reduction Act Analysis 

116. The action contained herein has been analyzed with respect to the Paperwork 
Reduction Act of 1995 (PRA) and found to impose new or modified reporting and/or 
recordkeeping requirements or burdens on the public.  Implementation of these new or modified 
reporting and/or recordkeeping requirements will be subject to approval by the Office of 
Management and Budget (OMB) as prescribed by the PRA.  Specifically, section 54.514(b) will 
go into effect upon announcement in the Federal Register of OMB approval, and sections 
54.500(k), 54.503, 54.507(g)(i-ii), 54.517(b), and 54.514(a) will go into effect July 1, 2004.  

                                                           
199 See supra para. 75.  See also SLD website, Operational Spin Change (January 2, 2003)  
http://www.sl.universalservice.org/reference/OperationalSpin.asp>. 
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B. Final Regulatory Flexibility Analysis 

117. As required by the Regulatory Flexibility Act of 1980, as amended (RFA),200 an 
Initial Regulatory Flexibility Analysis (IRFA) was incorporated in the Schools and Libraries 
NPRM.201  The Commission sought written public comment on the proposals in the Schools and 
Libraries NPRM, including comment on the IRFA.  This present Final Regulatory Flexibility 
Analysis (FRFA) conforms to the RFA.202   

1. Need for, and Objectives of, the Second Report and Order 

118. In this Order, the Commission adopted a number of rules to streamline program 
operation, and promote the Commission’s goal of reducing the likelihood of fraud, waste, and 
abuse.  We clarify the statutory term “educational purpose,” the prohibition of funding of 
discounts for duplicative services, and that wireless services are eligible to the same extent 
wireline services are eligible.  We conclude that voice mail should be eligible for discounts under 
the schools and libraries universal service support mechanism.  We direct USAC to develop a 
pilot program testing an online list of internal connections equipment that is eligible for 
discounts.  We codify an existing policy that a request must include less than “30 percent” of 
ineligible services.  We adopt a rule requiring service providers to give applicants the choice 
each funding year whether to pay the discounted price or pay the full price and then receive 
reimbursement, and a rule requiring service providers to remit any reimbursement payments to 
the applicant within a set time period.  We extend the time limit for filing an initial appeal to 60 
days, and agreed to accept appeals as filed when postmarked.   We also conclude that all 
successful appeals should be funded to the extent that they would have been funded had the 
discounts been awarded through the normal funding process.  We adopt rules debarring persons 
convicted of criminal violations or held civilly liable for certain acts arising from their 
participation in the schools and libraries program, absent extraordinary circumstances.  We also 
make several minor and technical rule changes to conform rules with the No Child Left Behind 
Act of 2002, clarify the docket for appeals filing, and delete certain obsolete sections.       

2. Summary of Significant Issues Raised by Public Comments in 
Response to the IRFA 

119. There were no comments filed that specifically addressed the rules and policies 
presented in the IRFA.  Nevertheless, the agency has considered the potential impact of the rules 
proposed in the IRFA on small entities.203 

3. Description and Estimate of the Number of Small Entities To Which 
Rules Will Apply 

120. The RFA directs agencies to provide a description of and, where feasible, an 

                                                           
200 See 5 U.S.C. § 603.  The RFA, see 5 U.S.C. § 601 – 612, has been amended by the Small Business Regulatory 
Enforcement Fairness Act of 1996 (SBREFA), Pub. L. No. 104-121, Title II, 110 Stat. 857 (1996). 
201 Schools and Libraries NPRM, 17 FCC Rcd at 1946. 
202 See 5 U.S.C. § 604. 
203 See infra paras. 133-37. 
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estimate of the number of small entities that may be affected by the proposed rules, if adopted.204  
The RFA generally defines the term “small entity” as having the same meaning as the terms 
“small business,” “small organization,” and “small governmental jurisdiction.”205  In addition, 
the term “small business” has the same meaning as the term “small business concern” under the 
Small Business Act.206  A small business concern is one which:  (1) is independently owned and 
operated; (2) is not dominant in its field of operation; and (3) satisfies any additional criteria 
established by the SBA.207   

121. A small organization is generally “any not-for-profit enterprise which is 
independently owned and operated and is not dominant in its field.”208  Nationwide, as of 1992, 
there were approximately 275,801 small organizations.209  The term “small governmental 
jurisdiction” is defined as “governments of cities, counties, towns, townships, villages, school 
districts, or special districts, with a population of less than fifty thousand.”210  As of 1997, there 
were approximately 87,453 government jurisdictions in the United States.211  This number 
includes 39,044 counties, municipal governments, and townships, of which 27,546 have 
populations of fewer than 50,000 and 11,498 counties, municipal governments, and townships 
have populations of 50,000 or more.  Thus, we estimate that the number of small government 
jurisdictions must be 75,955 or fewer.  Small entities potentially affected by the proposals herein 
include eligible schools and libraries and the eligible service providers offering them discounted 
services, including telecommunications service providers, Internet Service Providers (ISPs) and 
vendors of internal connections.212     

a. Schools and Libraries 

122. Under the schools and libraries universal service support mechanism, which 
provides support for elementary and secondary schools and libraries, an elementary school is 
generally “a non-profit institutional day or residential school that provides elementary education, 
as determined under state law.”213  A secondary school is generally defined as “a non-profit 
institutional day or residential school that provides secondary education, as determined under 

                                                           
204 5 U.S.C. § 603(b)(3). 
205 5 U.S.C. § 601(6). 
206 5 U.S.C. § 601(3) (incorporating by reference the definition of “small business concern” in 15 U.S.C. § 632).  
Pursuant to 5 U.S.C. § 601(3), the statutory definition of a small business applies “unless an agency, after consultation 
with the Office of Advocacy of the Small Business Administration and after opportunity for public comment, 
establishes one or more definitions of such term which are appropriate to the activities of the agency and publishes such 
definition(s) in the Federal Register.”   
207 Small Business Act, 15 U.S.C. § 632. 
208 5 U.S.C. § 601(4). 
209 1992 Economic Census, U.S. Bureau of the Census, Table 6 (special tabulation of data under contract to Office 
of Advocacy of the U.S. Small Business Administration). 
210 5 U.S.C. § 601(5). 
211 1995 Census of Governments, U.S. Census Bureau, United States Department of Commerce, Statistical Abstract 
of the United States (2000). 
212 47 C.F.R. §§ 54.502, 54.503, 54.517(b). 
213 47 C.F.R. § 54.500(b). 
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state law,” and not offering education beyond grade 12.214  For-profit schools and libraries, and 
schools and libraries with endowments in excess of $50,000,000, are not eligible to receive 
discounts under the program, nor are libraries whose budgets are not completely separate from 
any schools.215  Certain other statutory definitions apply as well.216  The SBA has defined as 
small entities elementary and secondary schools and libraries having $6 million or less in annual 
receipts.217  In Funding Year 2 (July 1, 1999 to June 20, 2000) approximately 83,700 schools and 
9,000 libraries received funding under the schools and libraries universal service mechanism.  
Although we are unable to estimate with precision the number of these entities that would 
qualify as small entities under SBA’s size standard, we estimate that fewer than 83,700 schools 
and 9,000 libraries might be affected annually by our action, under current operation of the 
program. 

b. Telecommunications Service Providers 

123. We have included small incumbent local exchange carriers in this RFA analysis.  
A "small business" under the RFA is one that, inter alia, meets the pertinent small business size 
standard (e.g., a telephone communications business having 1,500 or fewer employees), and "is 
not dominant in its field of operation."218  The SBA's Office of Advocacy contends that, for RFA 
purposes, small incumbent local exchange carriers are not dominant in their field of operation 
because any such dominance is not "national" in scope.219  We have therefore included small 
incumbent carriers in this RFA analysis, although we emphasize that this RFA action has no 
effect on the Commission’s analyses and determinations in other, non-RFA contexts. 

124. Local Exchange Carriers and Competitive Access Providers.   Neither the 
Commission nor the SBA has developed a size standard specifically for small providers of local 
exchange services. The closest applicable size standard under the SBA rules is for wired 
telecommunications carriers.220  This provides that a wired telecommunications carrier is a small 
entity if it employs no more than 1,500 employees.221  According to the most recent Commission 
data there are 1,619 local services providers with 1,500 or fewer employees.222  Because it seems 

                                                           
214 47 C.F.R. § 54.500(j). 
215 47 C.F.R. § 54.501. 
216 See id. 
217 13 C.F.R. § 121.201, North American Industry Classification System (NAICS) Codes 611110 and 519120 
(NAICS 2002 code 519120 was previously 514120). 
218 5 U.S.C. § 601(3).  
219 See Letter from Jere W. Glover, Chief Counsel for Advocacy, SBA, to William E. Kennard, Chairman, FCC, 
dated May 27, 1999.  The Small Business Act contains a definition of "small business concern," which the RFA 
incorporates into its own definition of "small business."  See U.S.C. § 632(a) (Small Business Act); 5 U.S.C. § 
601(3) (RFA).  SBA regulations interpret "small business concern" to include the concept of dominance on a 
national basis.  13 C.F.R. § 121.102(b).   
220 13 C.F.R. § 121.201, NAICS Code 513310. 
221 Id. 
222 Estimates are based upon FCC Form 499-A worksheets, filed April 1, 2001, combined with public employment 
data from FCC ARMIS filings and Securities Exchange Commission filings.  These estimates do not reflect 
affiliates that do not provide telecommunications service or that operate solely outside the United States.  FCC, 
Wireline Competition Bureau, Industry Analysis and Technology Division, Trends in Telephone Service at Table 
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certain that some of these carriers are not independently owned and operated, we are unable at 
this time to estimate with greater precision the number of these carriers that would qualify as 
small business concerns under SBA's size standard.  Of the 1,619 local service providers, 1,024 
are incumbent local exchange carriers, 411 are Competitive Access Providers (CAPs) and 
Competitive Local Exchange Carriers (CLECs), 131 are resellers and 53 are other local exchange 
carriers.223  Consequently, we estimate that no more than 1,619 providers of local exchange 
service are small entities that may be affected. 

125. Interexchange Carriers.  Neither the Commission nor the SBA has developed a 
size standard of small entities specifically applicable to providers of interexchange services 
(IXCs).  The closest applicable size standard under the SBA rules is for wired 
telecommunications carriers.224  This provides that a wired telecommunications carrier is a small 
entity if it employs no more than 1,500 employees.225  According to the most recent Commission 
data regarding the number of these carriers nationwide of which we are aware, there are 181 
IXCs with 1,500 or fewer employees.226  Because it seems certain that some of these carriers are 
not independently owned and operated, we are unable at this time to estimate with greater 
precision the number of these carriers that would qualify as small business concerns under SBA's 
size standard.  Therefore, we estimate that the majority of those 181 IXCs may be affected by 
our action. 

126. Cellular and Other Wireless Telecommunications.  The SBA has developed a 
small business size standard for Cellular and Other Wireless Telecommunications, which 
consists of all such firms having 1,500 or fewer employees.227  According to data for 1997, a 
total of 977 such firms operated for the entire year.228  Of those, 965 firms employed 999 or 
fewer persons for the year, and 12 firms employed of 1,000 or more.  Therefore, nearly all such 
firms were small businesses.  In addition, we note that there are 1807 cellular licenses; however, 
a cellular licensee may own several licenses.  According to Commission data, 858 carriers 
reported that they were engaged in the provision of either cellular service, Personal 
Communications Service (PCS), or Specialized Mobile Radio telephony services, which are 
placed together in the data.229  We have estimated that 291 of these are small under the SBA 

                                                           
(...continued from previous page) 
5.3, page 5-5 (May 2002) (Telephone Trends Report).  FCC Website location 
<http://www.fcc.gov/Bureaus/Common_Carrier/Reports/FCC-State_Link/IAD/trend502.pdf>.  
223 Id. 
224 13 C.F.R. § 121.201, NAICS Code 513310. 
225  Id. 
226 See Telephone Trends Report, supra note 222. 
227 13 C.F.R. § 121.201, NAICS code 513322 (changed to 517212 in October 2002). 
228 U.S. Census Bureau, 1997 Economic Census, Subject Series; Information, Table 5, “Employment Size of Firms 
Subject to Federal Income Tax: 1997,” NAICS code 513322 (October 2000). 
229 See Trends in Telephone Service, Industry Analysis Division, Wireline Competition Bureau , Table 5.3 - Number 
of Telecommunications Service Providers that are Small Businesses (May 2002). 
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small business size standard.230   

127. Paging.  In the Paging Second Report and Order, we adopted a small size 
standard for “small businesses” for purposes of determining eligibility for special provisions for 
the auctions held in 2000.231  For those purposes, a small business was defined as an entity that, 
together with its affiliates and controlling principals, has average gross revenues not exceeding 
$15 million for the preceding three years.232  The SBA approved this definition.233  There were 
440 licenses sold, and 57 companies claiming small business status won licenses.  In addition, at 
present there are approximately 24,000 Private Paging site-specific licenses and 74,000 Common 
Carrier Paging licenses.  The SBA has developed a small business size standard for Paging, 
which consists of all such firms having 1500 or fewer employees.234  According to Commission 
data, 608 carriers reported that they were engaged in the provision of either paging or “other 
mobile” services.235  Of these, we estimate that 589 are small, under the SBA-approved small 
business size standard.  We estimate that the majority of private and common carrier paging 
providers would qualify as small entities under the SBA definition. 

c. Internet Service Providers 

128. SBA has developed a small business size standard for Online Information 
Services.236  According to SBA regulations, a small business under this category is one having 
annual receipts of $21 million or less.237  According to Census data, there are a total of 2,829 
firms with annual receipts of $9,999,999 or less, and an additional 111 firms with annual receipts 
of $10,000,000 or more.238  Thus, the number of Online Information Services firms that are small 
under the SBA's $21 million size standard is between 2,829 and 2,940.  Further, some of these 
Internet Service Providers (ISPs) might not be independently owned and operated.  
Consequently, we estimate that the great majority of ISPs are small. 

                                                           
230 Id.  Data found in Trends in Telephone Service is based on information filed by service providers on FCC Form 
499-A worksheets, in combination with employment information obtained from ARMIS and Securities and 
Exchange Commission filings as well as industry employment estimates published by the Bureau of Labor Statistics. 
231 Revision of Part 22 and Part 90 of the Commission's Rules to Facilitate Future Development of Paging Systems, 
WT Docket No. 96-18, Second Report and Order, 12 FCC Rcd 2732, 2811-2812, paras. 178-181 (Paging Second 
Report and Order); see also Revision of Part 22 and Part 90 of the Commission's Rules to Facilitate Future 
Development of Paging Systems, WT Docket No. 96-18, Memorandum Opinion and Order on Reconsideration, 14 
FCC Rcd 10030, paras. 98-107 (1999). 
232 Paging Second Report and Order, 12 FCC Rcd at 2811, para. 179. 
233 See Letter to Amy J. Zoslov, Chief, Auctions and Industry Analysis Division, Wireless Telecommunications 
Bureau, from Aida Alvarez, Administrator, Small Business Administration, dated December 2, 1998. 
234 13 C.F.R. § 121.201, NAICS code 513321 (changed to 517211 in October 2002). 
235 See Trends in Telephone Service, Industry Analysis Division, Wireline Competition Bureau , Table 5.3 - Number 
of Telecommunications Service Providers that are Small Businesses (May 2002). 
236 13 C.F.R. § 121.201, NAICS Code 518111 (previously 514191). 
237 Id. 
238 1997 Economic Census, Establishment of Firm Size, U.S. Census Bureau, U.S. Department of Commerce, 
Economics and Statistics Administration, Document EC97S62S-SZ (1997 Health Care Data) at 18. 
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d. Vendors of Internal Connections 

129. The Commission has not developed a definition of small entities applicable to the 
manufacturers of internal network connections. The most applicable definitions of a small entity 
are the size standards under the SBA rules applicable to manufacturers of "Radio and Television 
Broadcasting and Communications Equipment" (RTB) and “Other Communications 
Equipment.”239  According to the SBA's regulations, manufacturers of RTB or other 
communications equipment must have 750 or fewer employees in order to qualify as a small 
business.240 The most recent available Census Bureau data indicates that there are 1,187 
establishments with fewer than 1,000 employees in the United States that manufacture radio and 
television broadcasting and communications equipment, and 271 companies with less than 1,000 
employees that manufacture other communications equipment.241  Some of these manufacturers 
might not be independently owned and operated.  Consequently, we estimate that the majority of 
the 1,458 internal connections manufacturers are small.  

4. Description of Projected Reporting, Recordkeeping, and Other 
Compliance Requirements for Small Entities 

130. There are no additional reporting or recordkeeping requirements relating directly 
to the decisions in this Order.  The decision to have the Universal Service Administrative 
Company notify applicants of suspension and debarment proceedings, and maintain a list of 
persons debarred from the program does not add any reporting, recordkeeping, or compliance 
requirements to small entities.242  The same is true for the decision to have the Wireline 
Competition Bureau modify forms to include notification of debarment rules.   

131. Regarding other compliance burdens, the Order clarifies a compliance 
requirement that would affect all participating entities, by requiring service providers to allow 
applicants to choose whether they should be provided with discounted bills or whether they 
should pay the service provider for the undiscounted price and later be reimbursed.  In addition, 
the Order establishes a time limit for service providers to reimburse the applicant.  This 
potentially could require small service providers to implement accounting systems to allow them 
to provide such discounts and remit such payments within the required time frame.  In the 
Schools and Libraries NPRM, we specifically invited commenters to discuss the impact of such 
changes on small businesses and schools and libraries that might also be small entities.243  We 
find that this would have a positive economic impact on the schools and libraries, including 
small ones, that cannot afford upfront payments.244  We are not persuaded that any burden 
regarding this billing clarification is significant and conclude that it will not be a burden upon 
                                                           
239 13 C.F.R. § 121.201, NAICS Code 334220, 334290. 
240 Id. 
241 1997 Economic Census, Manufacturing, Industry Series, Radio and Television Broadcasting and Wireless 
Communications Equipment Manufacturing, Document No. E97M-3342B (August 1999), at 9; 1997 Economic 
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242 See supra paras. 66-77.   
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244 See supra paras. 44-50. 
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small providers that wish to participate in the program to provide applicants with such a choice.  
Regarding the remittance deadline, we find this will not be a burden to small providers and that it 
will positively impact schools and libraries, including small ones, waiting for reimbursement.245    

5. Steps Taken to Minimize the Significant Economic Impact on Small 
Entities, and Significant Alternatives Considered 

132. The RFA requires an agency to describe any significant alternatives that it has 
considered in developing its approach, which may include the following four alternatives (among 
others: “(1) establishment of differing compliance or reporting requirements or timetables that 
take into account the resources available to small entities; (2) the clarification, consolidation, or 
simplification of compliance and reporting requirements under the rule for such small entities; 
(3) the use of performance rather than design standards; and (4) an exemption from coverage of 
the rule, or any part thereof, for such small entities.”246 

133. Although there were no comments specifically regarding the IRFA, there were 
concerns from commenters about how an online eligible services list might impact businesses 
providing services, and might help small schools and libraries.  Consistent with our desire to 
assist small entities, we have directed USAC to develop a pilot program testing an online list of 
internal connections equipment that is eligible for discounts and report back to the Commission 
about its impact.   

134. The Order also allows for the funding of discounts for voice mail, a proposal that 
garnered overwhelming support of commenters. 247  We find that adoption of this proposal would 
reduce the administrative burden on schools and libraries participating in the program because 
they would no longer have to segregate out the voice mail portion of their phone bills when they 
apply for funding.248  The inclusion of voice mail would have a positive effect on entities that 
receive discounts for telecommunications in that this commonly used service would now be 
included in discounts. 

135. In addition, we codify an existing policy of less than “30 percent” of a request to 
include ineligible services.  This maintains the status quo.   

136. We also extend the time limit for filing an initial appeal with the Schools and 
Libraries Division and the Commission to 60 days and accept appeals as filed when postmarked 
based on comments that this would benefit all entities involved in the program.  Also, all entities 
will benefit by the steps we have taken to ensure that all successful appeals will be funded to the 
extent that they would have been funded had the discounts been awarded through the normal 
funding process. 

137. Additionally, we direct the Enforcement Bureau to undertake suspension and 
debarment proceedings for persons convicted of criminal violations or held civilly liable for 
certain acts arising from their participation in the schools and libraries support mechanism.  We 
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have given a suspended or debarred person, or a person that has contracted or intends to contract 
with a suspended or debarred person to provide or receive services in connection with the 
schools and libraries support mechanism the opportunity to request that the Commission reverse 
or reduce the period or scope of suspension or debarment.  Under SBREFA, agencies are 
required to taken into account small business size when assessing fines and forfeitures, and our 
agency will comply with the law as appropriate.249 

138. Report to Congress:  The Commission will send a copy of the Order, including 
this FRFA, in a report to be sent to Congress pursuant to the Congressional Review Act, see 5 
U.S.C. § 801(a)(1)(A). In addition, the Commission will send a copy of the Order, including the 
FRFA, to the Chief Counsel for Advocacy of the Small Business Administration.  A copy of the 
Order and FRFA (or summaries thereof) will also be published in the Federal Register.250 

C. Initial Paperwork Reduction Act of 1995 Analysis 

139. This Further Notice contains either a proposed or modified information collection.  
As part of a continuing effort to reduce paperwork burdens, we invite the general public and the 
Office of Management and Budget (OMB) to take this opportunity to comment on the 
information collections contained in this Further Notice, as required by the Paperwork Reduction 
Act of 1995, Public Law 104-13.  Public and agency comments are due at the same time as other 
comments on this Further Notice; OMB comments are due 60 days from the date of publication 
of this Further Notice in the Federal Register.  Comments should address: (a) whether the 
proposed collection of information is necessary for the proper performance of the functions of 
the Commission, including whether the information shall have practical utility; (b) the accuracy 
of the Commission’s burden estimates; (c) ways to enhance the quality, utility, and clarity of the 
information collected; and (d) ways to minimize the burden of the collection of information on 
the respondents, including the use of automated collection techniques or other forms of 
information technology. 

D. Initial Regulatory Flexibility Analysis  

140. As required by the Regulatory Flexibility Act (RFA),251 the Commission has 
prepared this Initial Regulatory Flexibility Analysis (IRFA) of the possible significant economic 
impact on small entities by the policies and rules proposed in the Further Notice of Proposed 
Rulemaking (Further Notice).  Written public comments are requested on this IRFA.  Comments 
must be identified as responses to the IRFA and must be filed by the deadlines for comments on 
the Order provided below in section IV.C.  The Commission will send a copy of the Order, 
including this IRFA, to the Chief Counsel for Advocacy of the Small Business Administration 
(SBA).252  In addition, the Order and IRFA (or summaries thereof) will be published in the 
Federal Register.253 
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1. Need for, and Objectives of, the Proposed Rules 

141.  In the Schools and Libraries NPRM, we sought comment on whether to amend 
our rules regarding the treatment of unused funds from the schools and libraries universal service 
mechanism.254   In the First Order revising our rules regarding the treatment of unused funds 
from the schools and libraries universal service support mechanism, we determined that 
beginning no later than the second quarter of 2003, any unused funds from the schools and 
libraries support mechanism shall, consistent with the public interest, be carried forward for 
disbursement in subsequent funding years of the schools and libraries support mechanism.255  We 
also stated our intent to develop specific rules implementing this policy.256  In the Further Notice, 
we seek comment on proposed rules and procedures implementing that policy.   

142. In addition, in the Further Notice we seek further comment on the viability of an 
online eligible services list with brand name products in the telecommunications services and 
Internet access categories.  We also seek comment on whether to modify our existing rules so 
that applicants no longer need to certify that their technology plan has been approved, but instead 
can certify that it will be approved by the time that services supported by the universal service 
mechanism for schools and libraries begin.  We seek comment on whether it may be appropriate 
to debar persons from participation in the schools and libraries program under circumstances that 
do not culminate in a criminal or civil judgment.  Finally, we seek comment on the effect of a 
debarment on a provider’s participation in other universal service programs, and on our rules 
regarding changing service providers post-debarment. 

2. Legal Basis 

143. The legal basis for the Further Notice is contained in sections 1 through 4, 201 
through 205, 254, 303(r), and 403 of the Communications Act of 1934, as amended by the 
Telecommunications Act of 1996, 47 U.S.C. §§ 151 through 154, 201 through 205, 254, 303(r), 
and 403, and section 1.411 of the Commission’s rules, 47 C.F.R. § 1.411. 

3. Description and Estimate of the Number of Small Entities to Which 
Rules Will Apply 

144. We have described in detail in the Final Regulatory Flexibility Analysis in this 
proceeding the categories of entities that may be directly affected by our proposals.  For this 
Initial Regulatory Flexibility Analysis, we hereby incorporate those entity descriptions by 
reference.257 

4. Description of Projected Reporting, Recordkeeping, and Other 
Compliance Requirements 

145. The specific proposals under consideration in the Further Notice would not, if 
adopted, result in additional recordkeeping requirements for small businesses.  The proposal to 
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have the Universal Service Administrative Company report unused fund data to the Commission 
does not add any reporting, recordkeeping, or compliance requirements to small entities.258   

146. In the Further Notice we ask for further comment on the feasibility of an online 
eligibility list including brand name products in the telecommunications services and Internet 
access categories to help applicants in the application process.  We conclude in the Order that the 
establishment of a similar program with regard to internal connections is likely to reduce 
compliance burdens on small applicants because it would help facilitate the application process, 
as commenters noted.259  We believe that such a list would help all schools, libraries, local 
governments applying for these entities, all of which include small entities, and reduce any costs 
by facilitating the application process.  We invite comment on whether an online eligibility list 
including brand name products in the telecommunications services and Internet access categories 
would affect the cost of complying for small businesses.   

147. In addition, the proposal to modify our existing requirement that applicants can 
certify that their technology plan will be approved does not add a requirement for small entities, 
but rather extends the timing of the requirement to allow more time to meet the requirement of 
the program.  As we noted in the Order, we believe that the rule change will reduce any burden 
on applicants in obtaining approval of a technology plan well in advance of the commencement 
of a funding year.  We seek comment on the costs and benefits of our proposal.260 

5. Steps Taken to Minimize Significant Economic Impact on Small 
Entities, and Significant Alternatives Considered 

148. The RFA requires an agency to describe any significant alternatives that it has 
considered in reaching its proposed approach, which may include the following four alternatives 
(among others): (1) the establishment of differing compliance and reporting requirements or 
timetables that take into account the resources available to small entities; (2) the clarification, 
consolidation, or simplification of compliance or reporting requirements under the rule for small 
entities; (3) the use of performance, rather than design, standards; and (4) an exemption from 
coverage of the rule, or part thereof, for small entities.261 

149. As noted above, in the First Order we revised our rules regarding the treatment of 
unused funds from the schools and libraries universal service support mechanism.262  In the 
Further Notice, we seek comment on how to implement the Commission’s policy to carry over 
unused funds to subsequent years of the schools and libraries mechanism.  We propose that in 
the second quarter of each calendar year, the Commission will announce a specific amount of 
unused funds from prior funding years to be carried forward in accordance with the public 
interest for use in the next full funding year, in excess of the annual funding cap.  We propose 
that USAC provide the Commission with quarterly estimates of the amount of unused funds, and 
that the Commission would carry forward available unused funds from prior years on an annual 
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basis.263  Consistent with our analysis in the First Order, we believe that the rules and procedures 
that we propose will have a similar impact on both small and large entities, because schools and 
libraries will benefit equally from the additional funds made available.  We invite commenters to 
discuss the benefits of these proposed rules and procedures and whether these benefits are 
outweighed by resulting costs to any other small entities. 

150. Regarding an online eligible services list including brand name products in the 
telecommunications services and Internet access categories, we direct the Administrator in the 
Order to create a pilot program for a similar item, internal connections discounts.264  In the 
Order, we also direct the Administrator to report back to the Commission about the ramifications 
of the pilot program for internal connections.  We believe this will help us in our assessment of 
the feasibility of an online eligible services list including brand name products in the 
telecommunications services and Internet access categories.  We request that commenters, in 
proposing possible alternatives to an online eligible services list including brand name products 
in the telecommunications services and Internet access categories, discuss the economic impact 
that changes may have on small entities. 

151. In addition, in the Further Notice we seek comment on the allocation of funds for 
Priority One services in the event that requests for such services exceed the funding cap.  
Although the program has not had a funding year in which this has happened, if the requests for 
Priority One services exceed the funding cap, there currently are no rules that govern the way the 
Priority One requests would be awarded discounts.  The way in which such funding is disbursed 
may have an impact upon those small entities applying for discounts and any small companies 
providing such goods and services.  We request that commenters, in proposing possible 
alternatives to our rules, discuss the economic impact that changes may have on small entities. 

152. We also consider whether it is appropriate to debar certain persons from 
participation in the schools and libraries universal service mechanism under certain 
circumstances that may not culminate in a criminal conviction or civil judgment.265  We believe 
that providing the Commission the flexibility to debar persons who, for example, willfully or 
repeatedly violate Commission’s rules, ensures accountability in the program and allows for 
addition funding for more deserving applicants.  This would potentially benefit applicants that 
abide by the Commission’s rules, including small entities.  We also seek comment on whether 
there should be a process whereby the Commission could delay, reverse, or modify suspension or 
debarment on a case-by-case basis.  Such action may provide the Commission with additional 
flexibility to take into account the various situations that may arise under the debarment 
program.  In addition, we seek comment on whether our rules should permit applicants whose 
service provider has been debarred to change service providers before their application for 
discounted services has been approved or after the last date for invoices.  We believe that such 
action would provide greater flexibility to all entities, including small entities, to change service 
providers under a greater range of circumstances.  We request that commenters, in proposing 
possible alternatives to these rules, discuss the economic impact that changes may have on small 
entities. 

                                                           
263 See Appendix C.   
264 See supra paras. 33, 36-37. 
265 See supra section IV(F). 
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6. Federal Rules that may Duplicate, Overlap, or Conflict with the 
Proposed Rules 

153. None.  

E. Comment Filing Procedures 

154. We invite comment on the issues and questions set forth in the Further Notice of 
Proposed Rulemaking and Initial Regulatory Flexibility Analysis contained herein.  Pursuant to 
applicable procedures set forth in sections 1.415 and 1.419 of the Commission’s rules,266 
interested parties may file comments on or before 30 days after publication in the Federal 
Register of this FNPRM, and reply comments on or before 60 days after publication in the 
Federal Register of this FNPRM.  All filings should refer to CC Docket No. 02-6.  Comments 
may be filed using the Commission’s Electronic Comment Filing System (ECFS) or by filing 
paper copies.267   

155. Comments filed through ECFS can be sent as an electronic file via the Internet to 
<http://www.fcc.gov/e-file/ecfs.html>.  Generally, only one copy of an electronic submission 
must be filed.  In completing the transmittal screen, commenters should include their full name, 
Postal Service mailing address, and the applicable docket number, which in this instance is CC 
Docket No. 02-6.  Parties may also submit an electronic comment by Internet e-mail.  To receive 
filing instructions for e-mail comments, commenters should send an e-mail to ecfs@fcc.gov, and 
should include the following words in the body of the message:  get form <your e-mail address>.  
A sample form and directions will be sent in reply. 

156. Parties who choose to file by paper must file an original and four copies of each 
filing.  If more than one docket or rulemaking number appears in the caption of this proceeding, 
commenters must submit two additional copies for each additional docket or rulemaking number.   
Parties who choose to file by paper are hereby notified that effective December 18, 2001, the 
Commission’s contractor, Vistronix, Inc., will receive hand-delivered or messenger-delivered 
paper filings for the Commission’s Secretary at a new location in downtown Washington, DC.  
The address is 236 Massachusetts Avenue, NE, Suite 110, Washington, DC, 20002.  The filing 
hours at this location will be 8:00 a.m. to 7:00 p.m.  All hand deliveries must be held together 
with rubber bands or fasteners.  Any envelopes must be disposed of before entering the building. 
This facility is the only location where hand-delivered or messenger-delivered paper filings for 
the Commission’s Secretary will be accepted.  Accordingly, the Commission will no longer 
accept these filings at 9300 East Hampton Drive, Capitol Heights, MD, 20743.  Other 
messenger-delivered documents, including documents sent by overnight mail (other than United 
States Postal Service (USPS) Express Mail and Priority Mail), must be addressed to 9300 East 
Hampton Drive, Capitol Heights, MD, 20743.  This location will be open 8:00 a.m. to 5:30 p.m. 
The USPS first-class mail, Express Mail, and Priority Mail should continue to be addressed to 
the Commission’s headquarters at 445 12th Street, SW, Washington, DC, 20554.  The USPS 
mail addressed to the Commission’s headquarters actually goes to our Capitol Heights facility 
for screening prior to delivery at the Commission.   

                                                           
266 47 C.F.R. §§ 1.415, 1.419. 
267 See Electronic Filing of Documents in Rulemaking Proceedings, 63 FR 24121 (1998).  
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-------------------------------------------------------------------------------  
If you are sending this type of document or      It should be addressed for delivery to...        
using this delivery method...                                                    
-------------------------------------------------------------------------------  
Hand-delivered or messenger-delivered paper      236 Massachusetts                
filings for the Commission's Secretary            Avenue, NE, Suite 110,           
                                                   Washington, DC  20002  

(8:00 a.m. to 7:00 p.m.) 
-------------------------------------------------------------------------------  
Other messenger-delivered documents,             9300 East Hampton Drive,         
including documents sent by overnight mail       Capitol Heights, MD  20743        
(other than United States Postal Service          (8:00 a.m. to 5:30 p.m.)         
Express Mail and Priority Mail)                                                  
-------------------------------------------------------------------------------  
United States Postal Service first-class mail,   445 12th Street, SW              
Express Mail, and Priority Mail                   Washington, DC  20554             
-------------------------------------------------------------------------------  
   

157. Parties who choose to file by paper should also submit their comments on diskette 
to Sheryl Todd, Telecommunications Access Policy Division, Wireline Competition Bureau, 
Federal Communications Commission, 445 12th Street, SW, Room 5-B540, Washington, DC, 
20554.  Such a submission should be on a 3.5 inch diskette formatted in an IBM compatible 
format using Microsoft Word or compatible software.  The diskette should be accompanied by a 
cover letter and should be submitted in “read only” mode.  The diskette should be clearly labeled 
with the commenter’s name, proceeding (including the docket number, in this case, CC Docket 
No. 02-6), type of pleading (comment or reply comment), date of submission, and the name of 
the electronic file on the diskette.  The label should also include the following phrase “Disk 
Copy - Not an Original.”  Each diskette should contain only one party’s pleading, preferably in a 
single electronic file.  In addition, commenters must send diskette copies to the Commission’s 
copy contractor, Qualex International, Portals II, 445 12th Street, SW, Room CY-B402, 
Washington, DC, 20554.  

158. Regardless of whether parties choose to file electronically or by paper, parties 
should also file one copy of any documents filed in this docket with the Commission’s copy 
contractor, Qualex International, Inc., Portals II, 445 12th Street, SW, Room CY-B402, 
Washington, DC, 20554.  Comments and reply comments will be available for public inspection 
during regular business hours in the FCC Reference Center, Room CY-A257, 445 12th Street, 
SW, Washington, DC, 20554.  In addition, the full text of this document is available for public 
inspection and copying during regular business hours at the FCC Reference Information Center, 
Portals II, 445 12th Street, SW, Room CY-A257, Washington, DC, 20554.  This document may 
also be purchased from the Commission’s duplicating contractor, Qualex International, Portals 
II, 445 12th Street, SW, Room CY-B402, Washington, DC, 20554, telephone 202-863-2893, 
facsimile 202-863-2898, or via e-mail qualexint@aol.com. 

159. Comments and reply comments must include a short and concise summary of the 
substantive arguments raised in the pleading.  Comments and reply comments must also comply 
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with section 1.49 and all other applicable sections of the Commission’s rules.268  We direct all 
interested parties to include the name of the filing party and the date of the filing on each page of 
their comments and reply comments.  All parties are encouraged to utilize a table of contents, 
regardless of the length of their submission.  We also strongly encourage parties to track the 
organization set forth in the FNPRM in order to facilitate our internal review process. 

F. Further Information 

160. Alternative formats (computer diskette, large print, audio recording, and Braille) 
are available to persons with disabilities by contacting Brian Millin at (202) 418-7426 voice, 
(202) 418-7365 TTY, or bmillin@fcc.gov.  This FNPRM can also be downloaded in Microsoft 
Word and ASCII formats at http://www.fcc.gov/ccb/universal_service/highcost. 

161. For further information, contact Katherine Tofigh at (202) 418-1553 or Jonathan Secrest 
at (202) 418-2024 in the Telecommunications Access Policy Division, Wireline Competition Bureau. 

VI. ORDERING CLAUSES 

162. Accordingly, IT IS ORDERED that, pursuant to the authority contained in 
sections 1, 4(i), 4(j), 201-205, 214, 254, and 403 of the Communications Act of 1934, as 
amended, this Second Report and Order IS ADOPTED.   

                                                           
268 See 47 C.F.R. § 1.49.  
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163. IT IS FURTHER ORDERED that Part 54 of the Commission’s rules, 47 C.F.R. 
Part 54, IS AMENDED as set forth in Appendix B attached hereto, effective thirty (30) days 
after the publication of this Second Report and Order in the Federal Register, except for sections 
54.500(k), 54.503, 54.507(g)(i-ii), 54.517(b), and 54.514(a), which are effective July 1, 2004. 

164. IT IS FURTHER ORDERED that, pursuant to the authority contained in sections 
1, 4(i), 4(j), 201-205, 214, 254, and 403 of the Communications Act of 1934, as amended, this 
Further Notice of Proposed Rulemaking IS ADOPTED.   

165. IT IS FURTHER ORDERED that the Commission’s Consumer and 
Governmental Affairs Bureau, Reference Information Center, SHALL SEND a copy of this 
Second Report and Order and Further Notice of Proposed Rulemaking, including the Final 
Regulatory Flexibility Analysis and Initial Regulatory Flexibility Analysis, to the Chief Counsel 
for Advocacy of the Small Business Administration.   

     FEDERAL COMMUNICATIONS COMMISSION 

 

     Marlene H. Dortch     
     Secretary   
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APPENDIX A 
 

List of Parties Filing Comments  
CC Docket No. 02-6 

 

Commenter Abbreviation 
 
Access Living of Metropolitan Chicago AL 
Airoldi, Joan 
Alaska, State of (Department of Education  
      and Early Development)               Alaska 
Alaska Telephone Association, The ATA 
American Association of School Administrators AASA 
American Library Association ALA  
Arkansas E-rate Workgroup, The State of Arkansas E-rate 
AT&T Corp. AT&T 
AT&T Wireless Services, Inc. AWS 
Avella Area School District Avella 
Bakersfield School District Bakersfield 
BellSouth and SBC Comm., Inc. BellSouth/SBC 
Benton Foundation  
Bibbey, David 
Boston, City of Boston 
Bowe, Marty 
California Department of Education, The California DOE 
Carnegie Library of Pittsburgh Carnegie Library 
Cellular Telecommunications & Internet Association CTIA 
Central Susquehanna Intermediate Unit Central Susquehanna 
Cleveland Municipal School District Cleveland MSD 
Coalition for E-rate Reform E-rate Reform 
Colorado Department of Education Colorado DOE 
Community Technology Centers’ Network, The Benton  
 Foundation, Association for Community Networking,  
 California Community Technology Policy Group,  
 Santa Barbara College, Casa Fountation CTCNet 
Council of Chief State School Officers CCSSO 
Council of the Great City Schools, The Great City 
Delaware Center for Educational Technology  
Dell Computer Corporation Dell 
eChalk LLC eChalk 
Edison Schools, Inc. Edison Schools 
Educational Services District 101 Edu. Service D. 101 
Education and Library Networks Coalition EdLINC 
Emilienburg, Steven 
E-Rate Elite Services, Inc. E-Rate Elite 
Excaliber Internet Corp. Excaliber 
Florida Division of Library and Information Services 
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Florida Public Service Commission Florida PSC 
Florida State of Dept. of Ed.     Florida DOE 
Funds For Learning, LLC 
General Communications, Inc. GCI 
Gibson, Jeffrey 
Grainger, Kathleen Bond 
Gregory, James D. 
Harris, Jim Harris (Alabama DOE) 
Harvey ESD Harney 
Hawaii State Public Library Hawaii 
Illinois State Board of Education Illinois BOE 
Inclusive Technologies  
Information Institute 
Information Renaissance  
Integrity Networking Systems, Inc. Integrity 
Intelenet Commission, Indiana Department of 
       Education and Indiana State Library Intelenet 
Iowa Communications Network 
Iowa Department of Education Iowa DOE 
Iversen, Sarah L. 
Johnson, Jack 
Jones Public Schools  
Kellogg Consulting, LLC Kellogg Consulting 
Kentucky Department for Libraries and Archives 
Kentucky Department of Education 
Kila School District #20 Kila 
Lawton-Bronson Community School,  
        Norman Washburn 
Lebanon School District 
Los Angeles Unified School District LA USD 
Madison School District  
Maine Public Utilities Commission Maine PUC 
Marian High School 
Megdad, Diane 
Memphis City Schools 
Michigan Information Network, The Michigan 
Missouri Office of the Public Counsel Missouri OPC 
Missouri Research and Education Network MOREnet 
Montana Independent Telecommunications Systems MTIS 
Montana Public Service Commission Montana PSC 
Montgomery, Ruth Ann 
Nassau-Suffolk School Boards Association N-SSBA 
National Council on Disability NCD 
National Education Association, the International 
      Society for Technology in Education and 
      The Consortium for School Networking NEA et al 
New Jersey Library Association, The 
New York City Board of Education, The NYCBOE 
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New York Public Library, The NYPL 
New York State Education Department, The  
Nextel Communications, Inc. Nextel 
North Attleborough Public Schools 
North Carolina State Library  NCL 
North of Boston Library Exchange NOBLE 
Northwood School District 
O’Donnell, Tracey 
Office of Information Technology Services OIT NC 
        of North Carolina, The  
Office of the Public Counsel 
Ogden, Jeffrey C. 
Pennsylvania Department of Education Pennsylvania DOE 
Philadelphia School District 
Pisano, Vivian M. 
Plummer, Jamie 
Quaker Valley School District 
Queens Borough Public Library 
Richardson Associates Electronics 
Rural School and Community Trust 
Scranton Public Library Scranton PL 
      Lackawanna County Library System 
Seattle Public Library Seattle PL 
Segalman and Nixon 
Sharer, Judy 
Skiatook Public Schools 
Software & Information Industry Association Software & Info 
Sorenson, Doug 
Spectrum Communications Cabling Services, Inc. Spectrum 
Sprint Corporation Sprint 
Sterling, Jack 
St. Louis Public Library 
Southwest Virginia Education and Training Network SVETV 
TAMSCO Telecommunications Division TAMSCO 
Tel/Logic Inc. Tel/Logic 
Telecommunications for the Deaf, Inc. TDI 
Three Rivers  
Trillion Digital Communications, Inc. Trillion 
United Cerebal Palsy of Michigan/Pam Schuster 
Universal Service Administrative Company USAC 
Verizon Telephone Companies Verizon 
Warwick Communications, Inc. Warwick 
Weisiger, Greg Weisiger 
West Virginia Department of Education      West Virginia DOE 
WiscNet 
Wisconsin Department of Public Instruction, The WDPI 
WorldCom, Inc. WorldCom 
York County Library System York County Library 
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      Martin Library Association 
 
 

List of Parties Filing Reply Comments  
CC Docket No. 02-6 

 
Commenter Abbreviation 
 
Alaska, State of (Department of Education  
      and Early Development) Alaska 
American Association of School Administrators AASA 
American Library Association ALA (late) 
Arkansas E-rate Workgroup, State of AEWG 
AT&T Wireless Services, Inc. AWS 
Council of Chief State School Officers CCSSO 
Cox Communications, Inc. COX 
Dell Computer Corporation Dell 
Education and Library Networks Coalition EdLiNC 
Florida Public Service Commission FPSC 
Funds For Learning, LLC 
Information Technology Industry Council ITI 
Iowa, State Library  
Merit Network, Inc. Merit 
National Association of State Telecommunications 
       Directors NASTD 
National Education Association, 
       The International Society for Technology in  
       Education, and the Consortium for School  
       Networking                                                                      NEA et al 
New York State Education Department New York 
Nextel Communications, Inc. Nextel 
Qwest Communications International Inc. Qwest 
Siemens Enterprise Networks Siemens 
Spectrum Communications Cabling Services, Inc. Spectrum  
Sprint Corporation Sprint 
Verizon Verizon 
Weisiger, Greg  
WorldCom, Inc. WorldCom 

 



 Federal Communications Commission FCC 03-101  
 

 

APPENDIX B 
 

FINAL RULES 
 
For the reasons discussed in the preamble, Part 54 of Title 47 of the Code of Federal Regulations 
is amended as follows: 
 

Part 54 – UNIVERSAL SERVICE 
 
 
1. The authority citation for part 54 continues to read as follows: 
 

Authority: 47 U.S.C. 1, 4(i), 201, 205, 214 and 254 unless otherwise noted. 
 
2. Section 54.500 is amended by revising paragraphs (b) and (j) and adding paragraph (k) to 
 read as follows: 
 

§ 54.500  Terms and definitions. 
 
 ****** 
 

(b) Elementary school.  An “elementary school” is a non-profit institutional day or 
residential school, including a public elementary charter school, that provides elementary 
education, as determined under state law. 

 
 ****** 
 

(j) Secondary school.  A “secondary school” is a non-profit institutional day or 
residential school that provides secondary education, including a public secondary charter 
school, as determined under state law.  A secondary school does not offer education 
beyond grade 12. 
 
(k) Educational Purposes.  For purposes of this subpart, activities that are integral, 
immediate, and proximate to the education of students, or in the case of libraries, integral, 
immediate and proximate to the provision of library services to library patrons, qualify as 
“educational purposes.”  Activities that occur on library or school property are presumed 
to be integral, immediate, and proximate to the education of students or the provision of 
library services to library patrons.    

 
3. Section 54.501 is amended by revising paragraph (b) to read as follows: 
 
 § 54.501  Eligibility for services provided by telecommunications carriers. 
 
 ****** 
  
 (b)  Schools.  (1)    Only schools meeting the statutory definitions of “elementary 

school,” as defined in 20 U.S.C. 7801(18), or “secondary school,” as defined in 20 U.S.C. 
7801(38), and not excluded under paragraphs (b)(2) or (b)(3) of this section shall be 
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eligible for discounts on telecommunications and other supported services under this 
subpart. 
****** 

 
 
4. Section 54.503 is amended by revising to read as follows: 
 
 § 54.503  Other supported special services. 
 

For the purposes of this subpart, other supported special services provided by 
telecommunications carriers include voice mail, Internet access, and installation and 
maintenance of internal connections in addition to all reasonable charges that are incurred 
by taking such services, such as state and federal taxes.  Charges for termination liability, 
penalty surcharges, and other charges not included in the cost of taking such services 
shall not be covered by the universal service support mechanisms. 
 

5. Section 54.504 is amended by adding paragraph (c)(1) to read as follows: 
 
§ 54.504  Requests for services. 
 
****** 
 
(c) ****** 
 
(1) Mixed Eligibility Requests.  If 30 percent or more of a request for discounts made in 
an FCC Form 471 is for ineligible services, the request shall be denied in its entirety.   
 
****** 
 

6. Section 54.507 is amended by revising the first sentence of paragraph (g)(1)(i) and the 
 first sentence of paragraph (g)(1)(ii) to read as follows: 
 
 § 54.507  Cap. 
 
 ****** 
 
 (g) ****** 
 (1) *** 
 (i)   Schools and Libraries Corporation shall first calculate the demand for 
 telecommunications services, voice mail, and Internet access for all discount categories, 
 as determined by the schools and libraries discount matrix in § 54.505(c) of this 
 part.***   
 
 (ii) Schools and Libraries Corporation shall then calculate the amount of available 
 funding remaining after providing support for all telecommunications services, voice 
 mail, and Internet access for all discount categories.*** 
 ****** 
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7. Section 54.511 is amended by revising paragraph (a) to read as follows: 
 
(a) Selecting a provider of eligible services.  In selecting a provider of eligible 
services, schools, libraries, library consortia, and consortia including any of those entities 
shall carefully consider all bids submitted and must select the most cost-effective service 
offering.  In determining which service offering is the most cost-effective, entities may 
consider relevant factors other than the pre-discount prices submitted by providers but  
price should be the primary factor considered. 
 
****** 

 
8. Add § 54.514 under the undesignated heading “Payment for discounted service” to read 
as follows: 
 
 § 54.514  Payment for discounted service. 
 
 (a) Choice of payment method. Service providers providing discounted services under 
 this subpart in any funding year shall, prior to the submission the Form 471, permit the 
 billed entity to choose the method of payment for the discounted services from those 
 methods approved by the Administrator, including by making a full, undiscounted 
 payment and receiving subsequent reimbursement of the discount amount from the 
 service provider. 
 
 (b)   Deadline for remittance of reimbursement checks.  Service providers that receive 
 discount reimbursement checks from the Administrator after having received full 
 payment from the billed entity must remit the discount amount to the billed entity no later 
 than 20 business days after receiving the reimbursement check. 
 
9. Section 54.517 is amended by revising paragraph (b) to read as follows: 
 
 § 54.517  Services provided by non-telecommunications carriers. 
 
 ****** 
 
 (b) Supported services.  Non-telecommunications carriers shall be eligible for 
 universal service support under this subpart for providing voice mail, Internet access, and 
 installation and maintenance of internal connections.   
 
 ****** 
 
10. Section 54.701 is amended by deleting paragraphs (b) through (e), and redesignating 

paragraphs (f) through (h) as (b) through (d). 
 
11. Section 54.720 is amended by revising paragraphs (a) through (d), redesignating 

paragraph (e) as (f), and adding a new paragraph (e), to read as follows: 
 
 § 54.720  Filing deadlines. 
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(a) An affected party requesting review of an Administrator decision by the 
Commission pursuant to § 54.719(c), shall file such a request within sixty (60) days of 
the issuance of the decision by a division or Committee of the Board of the 
Administrator. 
 
(b) An affected party requesting review of a division decision by a Committee of the 
Board pursuant to § 54.719(a), shall file such request within sixty (60) days of issuance 
of the decision by the division. 
 
(c) An affected party requesting review by the Board of Directors pursuant to § 
54.719(b) regarding a billing, collection, or disbursement matter that falls outside the 
jurisdiction of the Committees of the Board shall file such request within sixty (60) days 
of issuance of the Administrator’s decision. 
 
(d) The filing of a request for review with a Committee of the Board under § 
54.719(a) or with the full Board under § 54.719(b), shall toll the time period for seeking 
review from the Federal Communications Commission.  Where the time for filing an 
appeal has been tolled, the party that filed the request for review from a Committee of the 
Board or the full Board shall have sixty (60) days from the date the Committee or the 
Board issues a decision to file an appeal with the Commission. 
 
(e) In all cases of requests for review filed under § 54.719, the request for review 
shall be deemed filed on the postmark date.  If the postmark date cannot be determined, 
the applicant must file a sworn affidavit stating the date that the request for review was 
mailed. 
 

12.  Section 54.721 is amended by revising the last sentence of paragraph (a) to read as 
 follows: 
 
 § 54.721  General filing requirements. 
 
 (a) *** The request for review shall be captioned “In the matter of Request for 
 Review by (name of party seeking review) of Decision of Universal Service 
 Administrator” and shall reference the applicable docket numbers.   
 
 ****** 
 
13. In § 0.111(a), redesignate paragraphs 14 through 22 as paragraphs 15 through 23 and add 
new paragraph 14 to read as follows: 
 
***** 
 

(14)  Resolve universal service suspension and debarment proceedings pursuant to 
§ 54.521.    

 
***** 
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14.  Add §54.521 under the undesignated center heading “Prohibition on 
 Participation: Suspension and Debarment” to read as follows: 

 
 § 54.521  Prohibition on Participation: Suspension and Debarment  
 

(a)  Definitions. 
 
(a)(1)  Activities associated with or related to the schools and libraries support 
mechanism. Such matters include the receipt of funds or discounted services through the 
schools and libraries support mechanism, or consulting with, assisting, or advising 
applicants or service providers regarding the schools and libraries support mechanism 
described in this section (§54.500 et seq.).   
 
(a)(2)  Civil liability. The disposition of a civil action by any court of competent 
jurisdiction, whether entered by verdict, decision, settlement with admission of liability, 
stipulation, or otherwise creating a civil liability for the wrongful acts complained of, or a 
final determination of liability under the Program Fraud Civil Remedies Act of 1988 (31 
U.S.C. §§ 3801-12). 
 
(a)(3)  Consultant. A person that for consideration advises or consults a person regarding 
the schools and libraries support mechanism, but who is not employed by the person 
receiving the advice or consultation. 
 
(a)(4)  Conviction.  A judgment or conviction of a criminal offense by any court of 
competent jurisdiction, whether entered by verdict or a plea, including a plea of nolo 
contendere.  
 
(a)(5)  Debarment.  Any action taken by the Commission in accordance with these 
regulations to exclude a person from activities associated with or relating to the schools 
and libraries support mechanism.  A person so excluded is “debarred.” 

 
(a)(6)  Person.  Any individual, group of individuals, corporation, partnership, 
association, unit of government or legal entity, however organized.     
 
(a)(7)  Suspension.  An action taken by the Commission in accordance with these 
regulations that immediately excludes a person from activities associated with or relating 
to the schools and libraries support mechanism for a temporary period, pending 
completion of the debarment proceedings.  A person so excluded is “suspended.” 
 
(b) Suspension and debarment in general.  The Commission shall suspend and debar 
a person for any of the causes in §54.521(c) using procedures established in §54.521, 
absent extraordinary circumstances.   
 
(c) Causes for suspension and debarment.  Causes for suspension and debarment are 
conviction of or civil judgment for attempt or commission of criminal fraud, theft, 
embezzlement, forgery, bribery, falsification or destruction of records, making false 
statements, receiving stolen property, making false claims, obstruction of justice and 
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other fraud or criminal offense arising out of activities associated with or related to the 
schools and libraries support mechanism.  
 
(d) Effect of suspension and debarment.  Unless otherwise ordered, any persons 
suspended or debarred shall be excluded from activities associated with or related to the 
schools and libraries support mechanism.  Suspension and debarment of a person other 
than an individual constitutes suspension and debarment of all divisions and/or other 
organizational elements from participation in the program for the suspension and 
debarment period, unless the notice of suspension and proposed debarment is limited by 
its terms to one or more specifically identified individuals, divisions, or other 
organizational elements or to specific types of transactions. 
 
(e) Procedures for suspension and debarment.  The suspension and debarment 
process shall proceed as follows: 
 
(e)(1) Upon evidence that there exists cause for suspension and debarment, the 
Commission shall provide prompt notice of suspension and proposed debarment to the 
person.  Suspension shall be effective upon the earlier of receipt of notification or 
publication in the Federal Register.   
 
(e)(2) The notice shall: 
 
(e)(2)(i) give the reasons for the proposed debarment in terms sufficient to put the 
person on notice of the conduct or transaction(s) upon which it is based and the cause 
relied upon, namely, the entry of a criminal conviction or civil judgment arising out of 
activities associated with or related to the schools and libraries support mechanism;  
 
(e)(2)(ii) explain the applicable debarment procedures; 
 
(e)(2)(iii) describe the effect of debarment.   
 
(e)(3)  A person subject to proposed debarment, or who has an existing contract with the 
person subject to proposed debarment or intends to contract with such a person to provide 
or receive services in matters arising out of activities associated with or related to the 
schools and libraries support mechanism, may contest debarment or the scope of the 
proposed debarment.  A person contesting debarment or the scope of proposed debarment 
must file arguments and any relevant documentation within thirty (30) calendar days of 
receipt of notice or publication in the Federal Register, whichever is earlier. 
 
(e)(4) A person subject to proposed debarment, or who has an existing contract with a 
the person subject to proposed debarment or intends to contract with such a person to 
provide or receive services in matters arising out of activities associated with or related to 
the schools and libraries support mechanism, may also contest suspension or the scope of 
suspension, but such action will not ordinarily be granted.  A person contesting 
suspension or the scope of suspension must file arguments and any relevant 
documentation within thirty (30) calendar days of receipt of notice or publication in the 
Federal Register, whichever is earlier. 
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(e)(5) Within ninety (90) days of receipt of any information submitted by the 
respondent, the Commission, in the absence of extraordinary circumstances, shall provide 
the respondent prompt notice of the decision to debar.  Debarment shall be effective upon 
the earlier of receipt of notice or publication in the Federal Register. 

 
(f) Reversal or limitation of suspension or debarment.  The Commission may reverse 
a suspension or debarment, or limit the scope or period of suspension or debarment, upon 
a finding of extraordinary circumstances, after due consideration following the filing of a 
petition by an interested party or upon motion by the Commission.  Reversal of the 
conviction or civil judgment upon which the suspension and debarment was based is an 
example of extraordinary circumstances. 
 
(g) Time period for debarment.  A debarred person shall be prohibited from 
involvement with the schools and libraries support mechanism for three (3) years from 
the date of debarment.  The Commission may, if necessary to protect the public interest, 
set a longer period of debarment or extend the existing period of debarment.  If multiple 
convictions or judgments have been rendered, the Commission shall determine based on 
the facts before it whether debarments shall run concurrently or consecutively.   
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APPENDIX C 
 

PROPOSED RULES 
 
Part 54 of Title 47 of the Code of Federal Regulations is amended as follows: 
 

Part 54 – UNIVERSAL SERVICE 
 

Subpart F – Universal Service Support for Schools and Libraries   
 
1. Section 54.507 is amended by adding paragraphs (a)(1) and (a)(2) to read as follows:   
 
 § 54.507  Cap. 
 
 (a) ****** 

 
(a)(1) Amount of Unused Funds.  Beginning in the second quarter 2003, the 
Administrator shall report to the Commission funding that is unused from prior years of 
the schools and libraries support mechanism on a quarterly basis.  
 
(a)(2)  Application of Unused Funds.  On an annual basis, in the second quarter of each 
calendar year, all funds that are collected and that are unused from prior years shall be 
available for use in the next full funding year of the schools and libraries mechanism in 
accordance with the public interest and notwithstanding the annual cap.   
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SEPARATE STATEMENT OF  
CHAIRMAN MICHAEL K. POWELL 

 
Re:  Schools and Libraries Universal Service Support Mechanism, Second Report and Order and 
Further Notice of Proposed Rulemaking, CC Docket No. 02-6  
 

The schools and libraries program has done a great deal to strengthen our Nation’s 
network of schools and libraries.  Today, due in no small part to the program, 99 percent of all 
public schools are connected to the Internet.  To protect that success the Commission must 
remain vigilant in its oversight role.   The Order the Commission adopts today is a first step in 
our continuing evaluation of ways to ensure that the schools and libraries program meets the 
objectives established by Congress. 
 

Government programs tend toward complexity the longer they exist.  Today’s item 
eliminates complexity where it serves no legitimate purpose while expanding upon the existing 
robust protections against waste, fraud and abuse in the program.  Significantly, today we adopt 
rules debarring persons convicted of criminal or civil violations arising from their participation 
in the schools and libraries program from getting back in line to seek funding from the program 
for a three year period. 

 
Finally, I would note that the Commission’s staff will continue to support the efforts of 

local, state and federal law enforcement agencies to detect and prosecute criminal behavior and 
punish the bad actors.  The information sharing between the Commission and law enforcement 
authorities has led to a number of significant fraud investigations and prosecutions.  These 
efforts will continue to root out fraudulent behavior in the schools and libraries program.   
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SEPARATE STATEMENT OF  
COMMISSIONER KATHLEEN Q. ABERNATHY 

 
Re:  Schools and Libraries Universal Service Support Mechanism, Second Report and Order and 
Further Notice of Proposed Rulemaking, CC Docket No. 02-6  
 

The universal service support mechanism for schools and libraries (often called the E-
Rate program) has helped millions of school children and library patrons gain access to advanced 
telecommunications services.  Despite its general success, however, the program ― like any 
government program ― can be made more efficient and effective.  The challenge is to remove 
unnecessary impediments to the flow of support, while continuing to ensure that adequate 
safeguards are in place to prevent waste, fraud, and abuse.   

 
Today’s Order and Further Notice are an important step in the right direction.  We are 

adopting several rule changes that will eliminate red tape and remove obstacles to the flow of 
support to eligible schools and libraries.  We also are adopting a debarment rule that will prevent 
entities that are convicted of criminal violations or held civilly liable for E-Rate abuses from 
participating in the program for a period of time. 

 
While these are important changes, they represent only the first stage in a more 

comprehensive reform effort.  I have organized a public forum, to be held May 8, 2003, to 
explore further means of improving our oversight of the E-Rate program.  In particular, we will 
focus on complementing existing efforts to combat waste, fraud, and abuse.  I look forward to 
hearing from stakeholders about ways to ensure that program beneficiaries are using E-Rate 
funds judiciously and that applicants are unable to game the system.  For example, parties in this 
rulemaking have made a variety of proposals to ensure that expenditures on internal connections 
are both necessary and cost-effective ― including adjusting the discount matrix, restricting 
schools’ and libraries’ ability to transfer equipment, and limiting how often schools and libraries 
apply for internal connections funding.  These and other suggestions require further scrutiny, 
since all are likely to have pros and cons.  But I am confident that, through the upcoming forum 
and the Further Notice we adopt today, we are strengthening the E-Rate program.  The survival 
of this program depends on strong oversight, and I am encouraged that we appear to be on the 
right track. 
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SEPARATE STATEMENT OF  
COMMISSIONER MICHAEL J. COPPS 

 
Re:  Schools and Libraries Universal Service Support Mechanism, Second Report and Order and 
Further Notice of Proposed Rulemaking, CC Docket No. 02-6  
 
 By connecting our schools and libraries to the Internet, E-Rate plays a critical role in 
providing our children and our communities with the digital tools necessary to compete and 
prosper in the Information Age.  No program has been as singularly effective at making sure that 
young people from the poorest and most geographically isolated communities in this country are 
not left on the wrong side of the digital divide.  The statistics are impressive and they bear 
repeating.  When the Telecommunications Act was passed, only 14% of public school 
classrooms were connected to the Internet.  By last year, 87% of these classrooms were 
connected.  In rural areas, the results have been even more impressive, with 89% of public 
school classrooms now connected.  And in schools with high percentages of students eligible for 
free or reduced-price luncheons, we have also made substantial progress: 79% of public school 
classrooms are now connected.  
 
 Great programs like E-Rate do not thrive without regular review and care.  The gains we 
have made can vanish without continued attention and, indeed, vigilance.  This is why our 
actions today are important.  So I am pleased that we adopt rules for suspension and debarment 
to ensure that bad actors will be denied the ability to participate in the E-Rate program.  I am also 
pleased that we develop an online list of eligible internal connections equipment that will make it 
simpler for schools and libraries to develop their applications.   
 

These are good and positive steps, but there is more work that remains to be done.   We 
need to work harder to ensure that deserving schools and libraries receive support in a more 
timely way.  With libraries and school districts around the country struggling under the weight of 
often draconian budget cuts, the need to deliver timely E-Rate support has never been more 
important.  We also need to clarify our competitive bidding rules to ensure that applicants get the 
services they need at low prices.  And we need to be dead serious about rooting out abuses to 
make sure the program functions with the integrity it must have.  My hope is that as abuses are 
identified and eliminated, we will focus simultaneously on these other programmatic challenges 
that are equally high priority.  In sum, we need to work together to make sure that the E-Rate’s 
public-private commitment to technology access has a future every bit as bright as the record it 
has already achieved.  Today’s item represents a start, and I am pleased to support it. 
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SEPARATE STATEMENT OF 
COMMISSIONER JONATHAN S. ADELSTEIN 

 
Re:  Schools and Libraries Universal Service Support Mechanism, Second Report and Order and 
Further Notice of Proposed Rulemaking, CC Docket No. 02-6  
 

With today's action we address certain issues and proposals regarding the Schools and 
Libraries Program.   Since its inception in 1996, this program has opened up a whole new world 
of opportunities to students who might not have access to advanced capabilities without the 
program.  Last year, close to $1.7 billion were disbursed to schools and libraries across the 
United States.   The schools and libraries in South Dakota, for example, received over $5.5 
million of that disbursement.  From 1998-2002, USAC has disbursed over $6 billion of funding 
in this program.   All of that funding is in support of education.    

I am an ardent supporter of this program, in addition to the other universal service 
programs.   

The Schools and Libraries program has received great deal of attention since its 
inception.  Some of the attention has been positive, and, unfortunately, some has been negative.  
The FCC and USAC have attempted to create a program that is beyond reproach.   USAC has 
extensive program integrity assurance procedures that are designed to prevent waste, fraud and 
abuse.   There have been extensive audits of the programs to supplement USAC's internal 
controls.  However, there are some who have found ways around these protections to the benefit 
of themselves, and the detriment of the program, and ultimately the eligible schools and libraries 
across the nation.  With the help of USAC, the providers, and the user community, we hope to 
further tighten up the program to ensure that it continues to perpetuate the positive strides it has 
already made.    

I view today's item as taking a necessary first step in creating an even stronger and more 
efficient and effective program.  Next, on May 8, 2003, we will hold an open forum to learn 
more about how we can further improve the program.  At that point, I hope we will take more 
comprehensive steps that we have posed in our Further Notice in this proceeding.    

As I have said, today's Order is just a first step.  I look forward to larger, more 
comprehensive steps in many areas.    

One such area is in the area of debarment.  I am inclined to pursue debarment for those 
entities that have been found guilty of civil and criminal violations beyond those associated with 
the Schools and Libraries Program.  Moreover, I believe that we should be able to debar 
providers, and applicants, in the event that USAC can establish a clear pattern of abuse based on 
objective FCC-crafted, USAC-implemented criteria.   

It is also incumbent on us to ensure that the users, in addition to the service providers, are 
not violating our rules.  I would support a process that would address any abuses that are 
committed by the schools and libraries that are meant to benefit from this program.   Establishing 
parameters and enforcing violations will only make this program stronger.   

Once we have established the violations for which debarment is appropriate, I would 
support different levels of treatment for different violations.  For instance, if one is convicted of a 
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civil offense, or has demonstrated a pattern of abuse of the program and its rules, I would allow 
re-entry into the program after a specified period of debarment.   On the other hand, if a 
particular provider is convicted of a criminal offense, I believe that there should be a higher 
threshold before that entity is permitted to re-enter the program after the period of debarment has 
ended. For instance, such an entity should be required to petition for approval to participate 
again. It may also be appropriate for those entities that have been convicted of civil or criminal 
offenses to be required to put up a bond in order to participate again, at least for a probationary 
period.  

I believe that it is important to address the possibility of changing the discount levels for 
this program.   Many have suggested that the 90% discount level is too high because it does 
not require enough of an investment by the school or library.  Reducing the discount levels can 
introduce more accountability, and better control the costs of the program.   At the same time, 
there may very well be some schools and libraries that could not afford the benefits of this 
program if we reduced the discounts.  Perhaps we should consider an "ad hoc" 90% discount 
based on specific FCC established criterion applied by USAC.   

When private companies make decisions about their telecommunications investments, 
particularly when it comes to investments in equipment, they generally do not expect to replace 
their equipment year after year.   The current rules in the Schools and Libraries program allow 
schools and libraries to do just that.  In this Order, we have reinforced the rule disallowing the 
funding of duplicative services because they impact the fair distribution of discounts to schools 
and libraries. Similarly, perhaps we should disallow annual requests for duplicative equipment, 
or networking, in order to ensure that the funds are more fairly and evenly distributed among 
requesting users.   Perhaps in this program we should consider assigning a "service life" to 
equipment.  This program-specific service life would require program participants to keep the 
equipment for a particular period of time rather than applying annually for discounts for 
duplicative equipment.  It may be helpful to ascertain how businesses determine how long they 
will keep a particular piece of equipment before replacing it. I would encourage comment on 
this. 

Also, if our goal is to connect all schools and libraries, perhaps we should establish a 
baseline, or minimum level of connectivity.  This "minimum level" could be based, among other 
things, on the speed of connections, the number of computers on site per student population, or a 
combination of them.  In the event we have remaining funds, once we have established that 
minimum level among all of the discount levels, we could circle back and take the schools and 
libraries to the second level of service and connectivity.  

I support this item as a first step in a number of steps that we will need to take to improve an 
already outstanding program.  I look forward to working with my colleagues, USAC, the service 
providers, and the schools and libraries as we undertake this endeavor.  

 


