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The Federal Communications Commission (FCC) voted today to increase the annual funding cap of the E-
rate Universal Service Fund (USF) program by $1.5 billion, from $2.4 billion to $3.9 billion, and further 
modernize rules of the program. This marks the first substantial increase in the E-rate fund since its 
inception in 1997. As a result, the E-rate program will be the third largest source of federal funding to K-12 
education, and the largest ongoing education technology funding source.  

As described below, this increase along with the new dedicated $1 billion in funding for on-campus, Wi-Fi 
networks adopted in July 2014 will increase available funding of the E-rate program to $4.9 billion in 2015. 
For more information on that decision, see FCC Votes for E-rate Modernization: A Connected Nation Policy 
Brief. 

The decision is in line with FCC Chairman Tom Wheeler’s proposal released last month, which called for 
further reforms to the E-rate program. Chairman Wheeler’s proposal was supported today along partisan 
lines by Democratic Commissioners Mignon Clyburn and Jessica Rosenworcel, and rejected by Republican 
Commissioners Ajit Pai and Michael O’Rielly. Commissioners Pai and O’Rielly expressed opposition to this 
reform primarily focused on the increase of the size of the fund, which will be paid for through higher 
telecommunications charges for consumers and businesses. 

Further details of the new program rules will become available once the FCC releases the official Order in 
the coming days. However, the changes today are worth noting, particularly as many impact the upcoming 
E-rate funding window that will open next month. 

Whereas the July 2014 Order focused on rules that aim to support Wi-Fi connectivity within schools and 
libraries, today’s decision focuses on streamlining rules that will help meet the program’s stated goals of 
achieving 100 Mbps per 1,000 student and staff across the nation’s K-12 schools, and comparable capacity 
at all libraries. According to the FCC press release, the action it took today would “improve the overall 
administration of the program and maximizes the options schools and libraries have for purchasing 
affordable high-speed broadband connectivity.” Information released by the FCC at this time indicates the 
following key reforms of the program: 

 Suspending the requirement that applicants seek funding for large up front construction costs over 
several years, and allowing applicants to pay their share of one-time, up-front construction costs 
over multiple years: Under former E-rate rules, amortization rules for reimbursement of up-
front (“special construction”) costs has been noted by many applicants as a barrier to large 
broadband network upgrades, which can run into the hundreds of thousands of dollars. With 
the suspension of these rules, applicants will be able to obtain E-rate funds for these capital 
investments in one year, while applicable funding match commitments will be paid over 
multiple years. This measure will apply only to E-rate applications seeking funds to support 
fiber or comparable build-out for school and library connectivity needs.  

 Equalizing the treatment of schools and libraries seeking support for dark fiber with those seeking 
support for lit fiber: Equipment necessary to “light” up dark fiber has not been eligible for E-rate 
reimbursement. We understand that the FCC will now allow that equipment to be subject to  
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reimbursement, which the FCC believes “can be an especially cost-
effective option for smaller, rural districts.” 

 Allowing schools and libraries to build high-speed broadband facilities  
themselves when that is the most cost-effective option, subject to a number  
of safeguards: With these new rules, the FCC aims to facilitate school and  
library self-provisioning of fiber networks. Applicants seeking E-rate funds to  
support self-provisioned networks, however, will need to demonstrate that the option is cost 
effective vis-à-vis the alternative of leasing the service from commercially available networks. 

 Providing an incentive for state support of last-mile broadband facilities through a match from E-
rate of up to 10% of the cost of construction, with special consideration for Tribal schools: Under 
this new rule, the FCC will match dollar for dollar state investment in network construction 
projects, up to 10% of the overall cost. This implies that an applicant that is currently eligible 
for, for example, a 70% discount could effectively increase E-rate support to 80% of the cost of 
construction if the state is willing to finance at least 10% of the venture. In the case of 
applicants currently eligible for a 90% discount, if the state is willing to finance 5% of 
construction costs, the FCC will meet that match, dollar for dollar, effectively increasing E-rate 
support to 95% of the overall cost of the project. Again, these rules only apply for broadband 
construction projects and not to other eligible services under E-rate. The matching program 
could be a significant boost for state efforts to improve the broadband connectivity of their 
schools. 

 Requiring carriers that receive subsidies from the universal service program for rural areas – 
called the High Cost program – to offer high-speed broadband to schools and libraries located in 
geographic areas receiving those subsidies at rates reasonably comparable to similar services in 
urban areas: Under this new set of rules, providers that receive Connect America Fund subsidies 
will be required to submit bids for service requested by E-rate applicants and other community 
anchor institutions located in areas benefiting from those subsidies. Those bids must be 
“reasonably comparable to similar services” requested in urban areas. 

 Increasing the certainty and predictability of funding for Wi-Fi by expanding the five-year budget 
approach to providing more equitable support for internal connections – known as category two – 
through funding year 2019: In short, the FCC is now committing to funding Category 2 services, 
or services that support Wi-Fi connectivity within schools and libraries, with $1 billion annually 
for at least 5 years. This decision builds upon actions taken by the Commission in July of this 
year, in which it committed to funding these services over two years and also established an 
unfunded mandate for continuation of that sub-fund over five years. As a result, overall funds 
available for E-rate will amount to $4.9 billion annually for at least the next two years. 

 The Order also reforms the funding caps for Category 2 or Wi-Fi services applicable to large, 
urban libraries. The July 2014 Order established a funding cap for Category 2 services for all 
libraries of $2.3 per square foot. Under the new rules, large, urban libraries will be eligible to 
receive funds for Category 2 services of up to $5 per square foot. This expanded cap will not 
apply to rural, smaller libraries. 

 Finally, the Order will clarify program definitions for urban and rural applicants. 
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Next Steps 

Further details of these reforms will be available once the FCC releases the  
Order, which is expected over the coming weeks. The Order will shed further  
light on when these new rules will apply and how they affect the E-rate application  
process. Some of these reforms are expected to take effect as soon as funding year 2015 and  
will impact the funding application process currently underway that is expected to close in late March 
2015. 

As noted above, the E-rate fund increase is likely to trigger renewed debate over the contribution base of 
the FCC Universal Service Fund (USF), which is the source of E-rate funds. Currently, USF, now approaching 
$10 billion per year, is raised through a surcharge imposed on interstate and international long distance 
telecommunications services, which operates similar to a percentage sales tax on the purchase of those 
services. The FCC is considering proposals to reform the manner in which it collects these revenues by 
expanding the services to which this assessment would be applied, including purchases of broadband 
services. 

 

 ---------------------------- 

 

For more information about E-rate modernization, please contact Connected Nation at 
policy@connectednation.org.  
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