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E-rate: Missed opportunity 
Millions of dollars in federal technology reimbursements                                                                             

                                                                                                                                                                      
March 21, 2015 

The Cleveland Municipal School District could have received $12.28 million in 
federal reimbursements for technology construction costs since 2008, but it has reported 
recovering only $3.71 million. The District's prospects for receiving most of the 
remaining $8.57 million are at best very questionable. 

The money had been earmarked for the District under a federal program known as 
E-rate, which reimburses school districts for communications-related technology costs. In 
order to receive this money, the District was required to document by specific deadlines 
that reimbursement-eligible equipment and infrastructure had been installed and that the 
District had paid for it. Therein lies the problem. 

Explanations offered to date by the District Administration for the $8.57 million 
differential include CMSD bureaucratic dysfunction and possible installation of 
reimbursement-ineligible substitute equipment after CMSD initial application for other 
equipment had been approved. The BAC cannot rule out the possibilities of fraud and 
contractual non-compliance. 

The District said it could not or simply did not document that reimbursement-
eligible equipment was installed. Some $5.2 million of the differential stems from 
District failure to submit required paperwork to the E-rate administrator by the deadline. 

For perspective, $8.57 million would have paid the District's construction cost for 
about 1.5 elementary schools equivalent to the 450-student Orchard School of Science.  

The reimbursements at issue in this report relate to technology equipment and 
infrastructure installed in Segments 2 through 4 of the CMSD school construction and 
renovation program, funded by Issue 14 bonds approved by Cleveland voters in 2001. 

When the Bond Accountability Commission initiated its inquiry in June 2013, its 
goal was to establish what happened and why, encourage whatever steps might be 
possible to recover missed reimbursements, and determine what might be done so that 
any mistakes, oversights, or other problems would not happen again. 

The BAC hoped to present to the Board of Education and the public a definitive 
account of why the District had not received  reimbursements for which the E-rate 
program had committed funding. However, after several rounds of questioning CMSD 
officials, the BAC cannot provide such a report. 
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The BAC still has requests for information and documentation outstanding, and it 
will provide updates when possible, but at this point it seems prudent to present this 
matter to the Board of Education, which has both the authority to compel a more 
complete explanation and the responsibility to do so. 

Federal Communications Commission program. E-rate is the common term for 
the Schools and Libraries Program of the Universal Service Administrative Company 
(USAC), administrator of a Federal Communication Commission (FCC) initiative that 
provides discounts/rebates to eligible school districts and libraries for costs associated 
with telecommunications and Internet access, the hardware needed for assembling local 
networks, and maintenance of these systems. 

USAC is an independent, not-for-profit corporation created by the FCC in 1997 as 
the administrator of the Universal Service Fund. USAC collects money from 
telecommunications carriers (which they generally collect from their customers via a 
surcharge) and spends it on programs to help communities secure access to affordable 
telecommunications services, chiefly by subsidizing high-cost companies in rural areas, 
eligible consumers, rural health care providers, schools, and libraries. 

Documentation and deadlines. The process of applying for and receiving E-rate 
reimbursements under the rules applicable at the time CMSD applied was tedious, time-
consuming, complicated and dependent on applicants meeting numerous paperwork 
deadlines. 

 At CMSD, the task of compliance with E-rate rules was a duty of what the 
District has referred to as the E-rate Office of its Procurement/Purchasing Department.  
(Reorganization has since shifted responsibility for E-rate matters to the District's 
Department of Information Technology.)  

 In general, an applicant such as the District had to submit a list of technology 
equipment planned for each project, the USAC reviewed the list to see which equipment 
was eligible for reimbursement at a discount rate related to the applicant’s poverty level,  
and the USAC notified the applicant if and when reimbursement funding was available. 
(Historically, there has been enough money to reimburse only the nation’s poorest 
districts for the cost of so-called "internal connections" installation.) 

 After notification of funding came a deadline for the applicant to submit 
documentation that the specified equipment had in fact been installed and that the 
applicant had paid for it. Extensions of deadlines could be granted if requested within the 
time allowed, and all USAC decisions were subject to appeal by the applicant. 

(For further understanding of the process, see the attached E-rate Frequently 
Asked Questions.) 

Eligibility based on contract specifications. The District has told the BAC that 
its construction-related E-rate applications and the subsequent USAC eligibility 
determinations were based on equipment lists supplied to the E-rate Office by the 
technology Contractor, Doan Pyramid, which, according to the District, based those lists 
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on design drawings and specifications of the District's technology consultant, Total 
Systems Integration (TSI) of Galion, Ohio. 

The E-rate Office said that it obtained the USAC-required documentation of 
completed work from the District's Finance Department. According to the District, it was 
the responsibility of each school Architect and TSI to ensure that technology construction 
was done according to specifications or to authorize and document changes.  

The E-rate process is so burdensome that some districts use outside consultants to 
handle it. Until sometime in 2012, the CMSD Procurement/Purchasing Department had 
its own E-rate Specialist. Later, the District reported using a consultant, E-rate Central, 
based in Westbury, New York. According to the District, the person handling its account 
for E-rate Central was CMSD’s former E-rate Specialist. 

Construction Segments 2-4. At issue here are four CMSD applications or groups 
of applications related to installation of technology equipment in CMSD construction 
Segments 2-4. What follows is an account of what the BAC has learned, primarily from 
USAC and District documents and interviews with District employees, the Construction 
Manager, and the District's outside legal counsel for capital projects: 

Segment 4B 
Schools: Mound, George Washington Carver, Nathan Hale. 

USAC committed funding for $0.76 million in reimbursements for these Segment 
4 schools, with actual reimbursement pending CMSD submission of required 
documentation by the deadline set by the USAC. 

 According to information supplied by CMSD officials,  the District obtained 
extensions of the documentation deadline -- originally Jan. 28, 2012 -- to Jan. 28, 2015.  

Carver and Hale were completed in 2010. Mound opened in August 2011. 
The requested and USAC-committed funding amounts were about 40 percent to 

50  percent of the comparable amounts per school in CMSD's previous E-rate 
applications for Segment 3 and 4 construction. Asked for an explanation, the District 
responded: "These reflect the eligible services list and are consistent with what was 
funded under Segment 3A." 

 However, USAC committed to fund an average of $636,000 per school in 
Segment 3A. The USAC commitment for Segment 4B averages about $253,000 per 
school. On Feb. 24, 2015, the BAC again asked for an explanation, and on March 19 the 
District responded: "Based on construction timelines all eligible items did not get 
submitted to e-rated [sic] for construction scheduling purposes."  

The District reported on March 19 that it had met the Jan. 28, 2015, 
documentation deadline, but reimbursement was denied by USAC, which cited "No 
response from applicant" as the reason.  

The District explained that USAC had used an old email address, with the result 
that the CMSD contact person "never received any notification."  
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"The good news," the District added, "is that USAC granted another extension 
until June 15, 2015. So we are still active. We continue to work with finance also on this 
one to assemble even more detailed data/invoices." The District's explanation did not 
address why more documentation is necessary. 

The technology contractor for these schools was Zenith Systems, successor to 
Doan Pyramid, which was originally awarded the contract. The Architects: CEDA/
ThenDesign -- Mound and Hale; Ralph Tyler Cos. -- Carver. The technology design 
consultant to the Architects, designated by the School District, was Total Systems 
Integration (TSI). 

 Segments 3B/4A 
 Schools: Wade Park, Harvey Rice, East Clark, Willson (Segment 3), and 

Euclid Park, Thomas Jefferson, Charles Dickens, Adlai Stevenson, Robert H. 
Jamison, Anton Grdina and Charles Lake (Segment 4, Lake was not built). 

USAC committed funding of $5.83 million for the schools in this application, 
with about $600,000 being for construction of  Lake, which the District later deleted from 
its construction plan, making the eligible total about $5.23 million. 

 The prospect for CMSD receiving this money appears remote because the 
District failed to meet a January 2011 deadline for submitting documentation, including 
invoices, that is required for reimbursement or to request an extension of the service-
delivery deadline, which would have also extended the documentation deadline. Service-
delivery extensions were granted for the District's Segment 2, Segment 3A and Segment 
4B applications. 

 After the BAC inquired in September 2013 about why the District had not 
received this money, the District said it began compiling the required paperwork in 
December 2013 and planned to submit it in June 2014. The District said it anticipated that 
USAC would reject the submittal, in which case the District would appeal to USAC and, 
if necessary, the FCC. 

However, on March 19, 2015, the District disclosed that it still had not filed the 
documentation required to gain reimbursement. "We continue to work with finance on 
gathering data/invoices." the District said. "Until we have the required documents in hand 
there is little purpose in submitting."  

Bureaucratic "flux." The District’s explanation for failing to pursue this 
reimbursement by the deadline is essentially that, distracted by delays in E-rate funding 
availability, construction delays, and CMSD bureaucratic “flux during the Transformation 
Plan timeframe when many positions were under review and changed,” CMSD's E-rate 
Office  simply did not compile or file the required documentation. 

Pressed for details, CMSD officials said that "internal transitions" during the 
District's Transformation Plan reform process included assignment of additional duties to  
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the District's E-rate Specialist sometime in 2010 and that the Specialist subsequently 
resigned in latter 2011.  

The last school to be completed in this group opened in August 2011, eight 
months after the deadline for reimbursement documentation, which means that CMSD 
would have had to seek a "service-delivery" extension to file the required invoicing for 
all of the schools. 

 The technology contractor for these schools was Doan Pyramid. 

Special Board meeting. The District Administration asked the School Board in 
December 2007 to approve Doan Pyramid contracts for the 11 schools in the Segment 
3B/4A application, but the Board tabled the request after members raised various 
concerns. The Administration said it was requesting approval of the technology contracts 
before award of any other construction contracts for these schools so that the E-rate 
Office could complete its initial application by the USAC deadline of Feb. 7, 2008. 

Ultimately, the Board held a special Business Meeting on Jan. 17 to consider the 
Administration’s proposed technology contract awards. The final contract total was 
$700,000 more than previous estimates because, the District explained, that was the cost 
of the one viable bid received -- from Doan Pyramid. 

 The Bond Accountability Commission had issued a report on Jan. 3 suggesting 
the special meeting because of concern that waiting to consider the issue until the Board’s 
next regularly scheduled meeting, on Jan. 22, might not provide enough time for the 
Administration to apply for what was portrayed at the time as $6.3 million in estimated 
E-rate subsidies.  

The Board did provide the contract authorization at its special meeting, and the 
Administration reported that at 11:27 p.m. Feb. 7, 32 minutes before the deadline, the E-
rate Office finished filing the applications. 

  
District designated technology designer. The architects for the completed 

schools: CEDA/ThenDesign -- Wade Park, East Clark, Euclid Park, Jefferson, Dickens; 
Richard L. Bowen & Associates -- Rice, Stevenson, Jamison; Robert P. Madison 
International -- Willson, Gdina.  

Architect contracts gave the District the authority to specify the Architect's 
technology design consultant, which the District designated as TSI, although the 
contracts appear to place ultimate responsibility with the Architect. 

Segment 3A 
 Schools: Artemus Ward, Robinson G. Jones, Garfield, Buhrer, Patrick 

Henry. 
  
The federal government’s administrator of the E-rate program committed funding 

for $3.18 million in anticipated District technology expenses, based on CMSD's initial 
application for Segment 3A’s five schools. Yet, after the District submitted documentation 
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-- primarily invoices and proof of payment -- required before reimbursement will be 
granted, it received only about $840,000. 

Recovery of the remaining $2.34 million apparently is impossible. The District 
told the BAC: “These projects are closed and the reimbursement is complete.” 

 No reimbursement for technology 'not installed.' To date, the District has not 
provided a clear, firm explanation for its failure to obtain the remaining $2.34 million. 
District responses to BAC inquiries suggest, however, that the primary reason is that 
technology equipment installed by Doan Pyramid did not match the equipment list 
included in CMSD's initial application to USAC. According to the District, that original 
equipment list was supplied to the CMSD E-rate Office by Doan Pyramid, which, the 
BAC was told, based the list on plans and specifications compiled by the technology 
design engineer, TSI. 

The E-rate Office has provided the BAC with copies of the Doan-supplied 
equipment lists on which the application was based, but the Office has not provided the 
BAC with any documentation of equipment actually installed. 

 The E-rate Office has told the BAC that in compiling reimbursement 
documentation, it had obtained the required invoices from the CMSD Finance 
Department. The Office reported that lack of specificity in Doan Pyramid invoices had 
not been a problem in the E-rate Office’s documentation efforts, nor had it been a factor 
in USAC's ultimate reimbursement decision. The Office also said it had not experienced 
any unavailability of invoices due to a federal investigation of Doan Pyramid and/or its 
president. The E-rate Office told the BAC: "The necessary invoices came from the 
District's Finance Department.” 

Further, the E-rate Office told the BAC that concern about Doan Pyramid’s 
integrity and/or the federal investigation of its president had not resulted in a CMSD 
decision not to attempt recovery of the $2.34 million in missed reimbursement, saying: 
"The $2.34 million was not missed reimbursement but rather it reflected items under 
which we sought reimbursement and USAC determined were ineligible.” The original 
USAC funding commitment of $3.18 million had been based on its eligibility review of 
the equipment listed in the original application. 

 The E-rate Office indicated that much of the equipment listed in the District's 
initial funding request had not in fact been installed: 

 "When the reimbursement was requested, it could be requested only for the 
equipment that was installed, i.e. for which there was documentation, and for which the 
District had paid the service provider per the invoices (documentation) that were 
provided to the E-rate Office by the Finance Department. Quite simply, the E-rate Office 
could not request reimbursement for technology that was not installed. ... The E-rate 
Office, at the time, was surprised that the installations -- compared to the proposal against 
which the E-rate funds were requested -- was [sic] so low. ... The E-rate Office had no 
knowledge there would be such a change and such a wide difference." 
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Equipment substituted? The CMSD E-rate Office also said that the District's 
Capital Projects Office "will have the response [for the BAC] about the differences 
between the proposed list which was submitted to E-rate and the actually installed list." 

However,  the CMSD Deputy Chief for Capital Projects and the Project Director  
for the Construction Manager (Ozanne, Hammond, Gilbane, or OHG) told the BAC in 
February 2015 that they had no knowledge about why installed equipment did not match 
that on the lists reportedly originally submitted by Doan Pyramid. Normally, the interplay 
between the project designers  and Construction Manager is supposed to ensure that 
Contractors comply with contract documents and that any changes are documented. 

 CMSD's outside legal counsel for Capital Projects, said in February that it might 
have occurred, due to passage of time between technology design or award of the 
contracts and actual installation, that specified equipment was no longer available, 
requiring substitution of other equipment. In response to a question from the BAC, the E-
rate Office had previously suggested such a  possibility: "The installed technology items 
would need to be those in the plans and specifications unless the items was [sic] no 
longer available; then, a comparable item would be installed. However, that item may or 
may not be eligible for reimbursement depending on whether it was on the E-rate 
eligibility list." 

On average, 73 percent of the funding committed by USAC based on the original 
specifications list for Segment 3A was not disbursed to CMSD after the District 
documented actual installation.  

Reports from the Construction Manager list a technology contract date for  Ward 
as Jan. 30, 2007; for Buhrer, Jones, and Henry as Jan. 31, 2007, and for Garfield  as May 
1, 2007. Construction of Jones and Ward was completed in December 2008. Garfield was 
completed in the Spring of  2009. Buhrer and Henry were completed in June 2009. 

It is puzzling, if availability of specified equipment was a function of elapsed 
time, why the disbursement for Ward was about 19 percent of USAC-committed funds 
and the disbursement for Jones was about 36 percent of committed funds when both 
schools were constructed in roughly the same timeframe and both were designed by the 
same architect and same technology consultant. The dichotomy is similar for the last two 
Segment 3A schools to be completed: The disbursed amount for Buhrer was about 19 
percent of committed funds, but the disbursement for Henry was about 35 percent of the 
commitment. 

The original USAC deadline for equipment installation and service delivery was 
Sept. 30, 2008. The District obtained an extension of the installation/service deadline to 
Sept. 30, 2009, and apparently, although no documentation was provided to the BAC and 
all of the schools had been completed by June 2009, another extension to Sept. 30, 2010. 

 At any rate, USAC issued its reimbursement decisions, one for each school, on 
July 23, 2010.  

 Whose job was it? The E-rate Office first told the BAC that delivery of lists of 
installed equipment was within the scope of services for the Construction Manager  and 
that those submitted installed equipment lists "in the invoices" had been used by the E-
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rate Office to obtain reimbursement. However, when asked whether the Construction 
Manager was aware of its necessary role in the E-rate process, the E-rate Office told the 
BAC that it was the Contractor (Doan Pyramid) that was responsible to "work with the 
District to submit invoices of sufficient detail to allow the District to submit E-rate 
forms." 

 The Construction Manager's Project Director said in February 2015 that he knew 
nothing about his firm supplying lists of installed equipment to the District. 

 The School District provided the BAC with a sampling of Doan Pyramid 
payment applications and related CMSD-issued checks for Segment 3A, but these list 
"labor" and "materials" and do not specify equipment installed as to model or part 
number, manufacturer, quantity, etc., like the documentation for the initial E-rate 
application did.  

Each payment application includes a signed certification by Doan Pyramid that 
"the work covered by this pay request has been completed in accordance with the 
Contract Documents. ..." Each application also includes signed affirmations by the 
Design Consultant (TSI) and Construction Manager that the work had progressed to an 
indicated percentage of completeness. Most of the applications are also signed by a 
representative of the Architect. The applications were approved -- signed by or on behalf 
of -- the District's Deputy Chief for Capital Projects  and its Treasurer. 

When a school district submits documentation required to gain reimbursement of 
USAC-committed funding, it does so by filing what is known as the Billed Entity 
Applicant Reimbursement (BEAR) Form. 

 The E-rate Office initially told the BAC that the E-rate Office worked "through 
the CM [Construction Manager], contractor and/or Accounts Payable to obtain sufficient 
information to support a BEAR submittal" but later amended the response to "The E-rate 
Office worked through Accounts Payable to obtain sufficient information to support a 
BEAR submittal. ..." The Office provided copies of three emails spanning at least 11 
months from the E-rate Office to the CMSD Finance Department seeking the same 11 
sequentially numbered Doan Pyramid invoices to document the District's Segment 2 
reimbursement submittal. 

 In response to a BAC question about when the Segment 3A BEAR submittal was 
originally due, the E-rate Office said "The BEAR was originally due on January 31, 
2011," but documentation provided indicates the original BEAR deadline was January 
28, 2009, which was extended to January 28, 2010. The deadline may have been  
extended again by a year, although the BAC has received no documentation of such a 
District request or of USAC approval. 

 CMSD did provide a copy of a USAC email dated April 17, 2014, to E-rate 
Central, the District's E-rate consultant, listing two sets of BEAR filings for each 
Segment 3A school by invoice number. The District provided the BAC with BEAR 
Notification Letters, which contain USAC's disbursement decision, for only one set of 
BEAR invoices, and these approved payments totaled $839,533.94. 
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 No appeal. The E-rate Office said it did not appeal USAC's disbursement 
decision concerning the remaining $2.34 million for which USAC had committed 
funding because "USAC's disbursement decision was per the program's rules and 
regulations." However, when the BAC asked whether USAC had provided any 
documentation of why $2.34 million had not been distributed to the District, the E-rate 
Office said: "USAC does not cite specific reasons leading for [sic] equipment or services 
to be deemed ineligible."  

Under E-rate rules, any decision of the USAC may be appealed. Any USAC 
denial of an appeal may be appealed to the FCC.   

 The technology contracts were held by Doan Pyramid. The architects: CEDA/
ThenDesign, Ward and Jones; Richard L. Bowen & Associates, Garfield and Henry; Irie 
Kynk Goss, Buhrer. The technology design consultant to the Architects, designated by the 
School District, was Total Systems Integration (TSI). 

Segment 2. Schools: Mary B. Martin, Mary M. Bethune, Hannah Gibbons, 
Franklin D. Roosevelt, Daniel E. Morgan, Miles Park, Warner, and James A. Rhodes. 

For the eight schools in the District’s Segment 2 application, the E-rate 
administrator had committed funding for $3.11 million in eligible expenses. The District 
eventually received $2.87 million. 

 The difference, according to the District, “is generally due to variances between 
design vs. installed items.” The BAC takes this to mean that after the District submitted 
its application listing equipment to be installed per the design specifications, the USAC 
said it was willing to reimburse the District for $3.11 million worth of that equipment, but 
some of that specified equipment was not ultimately installed. 

USAC documents supplied to the BAC in May 2014 show that the District's first 
BEAR application for reimbursement was rejected because the District had missed by 
one day the invoice deadline of March 15, 2010, which itself was an extension of the 
original deadline at least a year earlier. Apparently after appeal, although an appeal is not 
documented, the USAC on June 4, 2010, approved reimbursement of $2.8709 million, 
with a notation indicating that at least part of the remainder of the originally committed 
funding was not paid because service delivery/installation occurred outside the allowable 
timeframe. 

The technology contracts were held by Doan Pyramid. 

Segment 5 and beyond 

The School District has said that it did not apply -- submit an initial funding 
request -- for a determination of E-rate eligibility for the five elementary schools and 
three high schools built in Segment 5, because the historically underfunded federal 
program was not committing any funding for "Priority 2" internal connections, the type at 
issue in the previous Segments, for school districts at CMSD's poverty level at that time. 
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In a note to school districts in July 2014, the Council of Great City Schools said: 
"In the last 3-4 years, there has been little to no money available for internal connections. 
So some of our districts that are among the poorest in the country have gotten a little bit 
of money for internal connections, but many of our districts and most everyone else in the 
country hasn’t gotten any money for this." 

 Partly to address this situation, the Federal Communications Commission 
revamped the program late in 2014, establishing a $1 billion funding target for what is 
now called "Category 2 services and equipment for Fiscal years 2015 and 2016, limiting 
the types of equipment that are eligible for reimbursement, lowering the maximum 
percentage of costs that will be reimbursed, capping the amount that will be reimbursed 
on a per student basis, and streamlining the application and reimbursement process. The 
idea generally seems to have been to extend funding to more school districts, but at a 
greatly reduced rate. 

The focus now is on support of broadband distribution services and equipment, 
such as routers, switches, access points and internal cabling. Now ineligible are 
components that do not support broadband distribution, such as servers, circuit cards, 
voice/VOIP components, and video components. 

The BAC does not know whether Cleveland District construction projects will 
qualify for reimbursements of technology expenses under the new rules. It appears that 
the maximum amount for reimbursement of eligible costs for a school with 450 students  
qualifying for the highest rate would be $57,375, far less than the amounts for which 
CMSD qualified in construction Segments 2 through 4.  

Conclusion 

The District failed to gain millions of dollars in reimbursements for technology 
installations for which the USAC had committed funding after reviewing District-
submitted lists of equipment to be installed. But why? 

The reasons unfortunately remain unclear despite repeated questioning of District 
officials. 

The District received 92 percent of committed funding for its Segment 2 projects, 
but only 26 percent of committed funding for its Segment 3A projects. No one with the 
District has explained the big difference, except to say what might have occurred: 
Specified equipment was no longer available when the schools were constructed, so the 
Contractor installed other equipment that was not eligible for E-rate reimbursement. 

With so much money at stake, one would suppose that someone on the 
construction/design side would have alerted the E-rate Office that equipment was being 
substituted, yet the E-rate Office said it had no idea. One might also suppose that if the 
list of installed equipment did not match the specifications list, the E-rate Office might 
have discussed this with the Capital Projects Office, yet no one with CMSD professes to 
remember such conversations. (The BAC has asked for copies of emails about this but 
has not received anything.) 
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Then there are the Segment 3B/4A projects, for which the USAC committed $5.2 
million but for which the District received nothing because it ignored the deadline for 
documenting the work and claiming the money. 

 The District's explanation, that after a delay in the USAC funding commitment 
and delays in construction closeout, bureaucratic "flux" and "internal transitions" during 
implementation of the District's Transformation Plan caused the failure to file the 
paperwork, defies credulity given the amount of money at stake. This is especially so 
because the District later hired a consultant to handle its E-rate matters whose point 
person for the District was is the same person whom the District identified as its former 
E-rate Specialist, the person who had been tasked with handling the Segment 3B/4A 
applications. 

 Long after the Transformation Plan had been executed, the District took no action 
to pursue the Segment 3B/4A claim. Despite being asked, the District has provided no 
explanation of why it waited nearly three years after the reimbursement deadline to begin 
compiling the required documentation. 

Many questions remain, including: If equipment substitutions occurred, who 
authorized them and why? Was substituted equipment of the same quality and capability 
as the originally specified equipment? How could this have occurred on an apparently 
large scale, at least in Segment 3A, without anyone at CMSD or the Construction 
Manager knowing about it? If the Contractor supplied the original equipment list to the 
E-rate Office for the District's initial Segment 3A application, why would no one have 
alerted the Office that substitutions were occurring on an evidently large scale? Was 
specified equipment no longer available because design documents were outdated from 
the start? Was the failure to pursue $5.2 million in reimbursement for Segment 3B/4A 
purely an oversight, or did someone make a conscious decision not to proceed? If so, who 
and why? 

The BAC will continue its efforts to discover what happened and why, and of 
course report any significant findings. However, the BAC lacks the ability to conduct in-
depth audit-based analyses or to compel answers to its inquiries. The Board of Education 
does have these abilities. The BAC is releasing this report now in light of its mission to 
monitor construction finances and make its findings public. 

E-rate Frequently Asked Questions 

What is E-rate? 
Basically, a federal program that provides discounts/rebates to eligible schools and 
libraries for costs associated with telecommunications and Internet access, the hardware 
needed for assembling local networks, and maintenance of these systems.  E-rate is the 
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common term used in place of the Schools and Libraries Program of the Universal 
Service Administrative Company (USAC).  

Basics of eligibility? 
Eligible participants include public and most non-profit K-12 schools as well as all public 
and many private libraries. Program participants generally must carry out a competitive 
bidding process to select the most cost-effective companies to provide the goods and/or 
services requested. 

What services are covered? 
Telecommunications, telecommunications services, Internet access, internal connections, 
and basic maintenance of internal connections. The “internal connections” hardware is 
typically installed as part of construction of new Cleveland Metropolitan School District 
(CMSD) schools, and any rebates for this aspect of the program are supposed to be 
deposited back in the CMSD construction or permanent improvements funds. 

What are “internal connections”? 
These constitute the bulk of construction-related E-rate discounts.  “Internal 
Connections” are eligible products, such as routers, switches, hubs, and wiring, that are 
located at the applicant site and are needed to transport information to classrooms. 
Product eligibility does not include services that extend across a public right-of-way 
beyond the school.  

How big are the discounts? 
Discounts for support depend on the level of poverty and the urban/rural status of the 
population served and range from 20 percent to 90 percent (the maximum rate recently 
was lowered to 85 percent) of the costs of eligible services. CMSD’s discount level has 
been rated at 87%. In some years, the government does not appropriate enough money to 
pay the subsidy to school districts below a certain discount level, so it works its way 
down the list, subsidizing the poorest schools (90 percent discount) first. For example, E-
rate funding of $5.8 million for CMSD’s Segment 3B-4A schools was not committed 
until nearly a year after the District’s preliminary application was accepted.   

Why should Cleveland residents and Issue 14 taxpayers care about E-rate? 
E-rate reimbursements under rules in effect until the end of 2014 allowed CMSD to build 
more schools with the $335 million in construction bonds that District voters approved in 
May 2001 and, potentially, with the $200 million authorized in November 2014. How?  
Say $600,000 in E-rate-eligible technology infrastructure was installed in a new preK-8 
school. The District would pay 32 percent of that, or $192,000, and the state would pay 
$408,000. The District then could receive an E-rate rebate of about 87 percent of the 
entire amount under the rules prior to 2014 – both its share and the state’s share – 
$522,000. So, after deducting the amount paid by CMSD, the District could walk away 
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with a profit of $330,000 that could be used for construction of the next school. And, 
because the state pays for two-thirds of most construction costs, that $330,000 can then 
be leveraged into $990,000 in construction costs. That’s about 6.2 percent of the total cost 
of Cleveland's Paul Dunbar preK-8.  

 How much money has CMSD received from this program? 
Not nearly as much as it should have. The District was certified as eligible for about 
$12.28 million in reimbursements in construction Segments 2-4. but it reports receiving 
only $3.71 million. The School District received preliminary approval from USAC for 
$3.11 million in reimbursements for eight Segment 2 schools but received only $2.87 
million; for the first five Segment 3 schools, preliminary approvals totaled $3.18 million, 
but CMSD received only $0.84 million; for 10 Segment 3-4 schools, preliminary 
approvals totaled $5.2 million, but the District received nothing; applications totaling 
$0.78 million for the final four Segment 4 schools are pending. 

What went wrong? 
Funding commitments by the USAC are based on what the District submits regarding its 
planned construction and equipment. USAC may reject parts of subsequent 
reimbursement applications for numerous reasons, including if actual construction or 
installed equipment did not match specifications, if construction or installed equipment is 
not documented by invoices, or if USAC deadlines for paperwork submittal are missed.  

What is the Universal Service Administrative Company? 
USAC is an independent, not-for-profit corporation created by the Federal 
Communications Commission (FCC) in 1997 as the administrator of the Universal 
Service Fund (USF). USAC collects money from telecommunications carriers (which 
they generally collect from their customers via a surcharge) and spends it on programs to 
help communities secure access to affordable telecommunications services, chiefly by 
subsidizing high-cost companies in rural areas, eligible consumers, rural health care 
providers, schools, and libraries. 

Where does the money come from? 
Ultimately, from everyone who uses a telephone or Internet voice communication. 
Providers of international and interstate telecommunications services make what the 
USAC calls “contributions” to the Universal Service Fund based on their revenues from 
these services. Some companies (Verizon, for example) itemize this surcharge on the 
monthly bill that you pay. 

What do they mean by “universal service”? 
According to the USAC, “Universal service is the principle that all Americans should 
have access to a baseline level of telecommunications services. This principle is the 
cornerstone of the Communications Act of 1934, which established universal service in 
legislation and also created the Federal Communications Commission (FCC). Since that 
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time, universal service policies have helped make telephone service widely available 
throughout the United States, even in rural areas. The Telecommunications Act of 1996 
[which authorized the Fund and the USAC] expanded the scope of universal service to 
include increased, affordable access to both telecommunications and advanced services, 
such as high-speed Internet, for all consumers.” The 1996 legislation included a specific 
goal of increasing access to telecommunications and advanced services in schools, 
libraries, and rural health-care facilities. The schools and libraries component is known as 
“E-rate.” 

What steps did CMSD have to take in order to receive technology rebates? (These rules 
were in effect for CMSD construction Segments 2-4 but were changed in late 2014.) 
1) Planning. Submit an approved technology plan to explain how telecommunications 
and information technology will be used to achieve educational goals; 

 2) Competitive bidding. File an FCC Form 470 to request services and establish 
eligibility. The completed form is posted to USAC’s website for potential bidders to 
review, which opens the competitive bidding process. The District must wait at least 28 
days between the posting of the Form 470 or issuing an RFP (Request for Proposal), 
whichever is later, before closing the competitive bidding process and awarding 
contracts. The competitive bidding process must be open and fair, i.e., all bidders must be 
treated the same, no bidder may have advance knowledge of product information, 
information is shared equally with all bidders, with limited exceptions potential service 
providers cannot provide gifts to the District, and the value of price reductions and 
promotional offers etc. must be deducted from the pre-discount level of E-rate funding 
request. 

3) Contract awards. Close competitive bidding process, evaluate the bids, and choose 
the bid that is the most cost-effective. Many factors may be considered in the bid 
evaluation, but the price of the E-rate eligible products and services must be included as a 
factor and must be weighted more heavily than any other single factor. If only one bid is 
received and that bid is cost-effective, that fact should be memorialized with a memo or 
email for the applicant’s records. A bid-evaluation process must be established, and use of 
an evaluation matrix provides documentation of the process followed to select the service 
provider. A contract can be signed with the most cost-effective bidder. Applicants must 
sign a contract with the service provider before signing and submitting a completed FCC 
Form 471 (Description of Services Ordered and Certification Form, in Step 4). Examples 
of acceptable standards for applicant signature and date in a contract are: Applicant 
handwritten signature and signature date, date contract awarded contained in the body of 
the contract, or date contract awarded in the opening statements of the contract. 

4) Application for discount. Once the school district has signed a contract with a service 
provider, it can file an FCC Form 471 to apply for discounts as soon as the Form 471 
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application filing window opens. Form 471 and its associated “Item 21 Attachments” 
provide USAC with information about the services, the discount for which the district 
may be eligible, and the service provider. USAC will review the request, may ask for 
additional information, and then issues a funding decision. In general, the application 
filing window opens about six months before the start of the funding year and is open for 
about two and a half months. All applications received or postmarked before the close of 
the filing window are considered as having arrived on the same day, and they have 
priority over those submitted after the filing window has closed. The specific opening and 
closing dates of the filing window are published in advance each year on the USAC 
website. Funding requests for internal connections – the chief item at issue for CMSD 
requests regarding construction of schools -- must include information about where the 
physical components will be located. This is often the same as the location of entities that 
are receiving service, but in some cases components can be installed in a location 
different than the entity receiving service, such as when components are located at a 
district office but serve the needs of one or more separate schools. 

5) Application Review. Program Integrity Assurance (PIA) reviewers at USAC check the 
Form 471 information for completeness and accuracy and may have additional questions 
on eligibility of the entities receiving service, eligibility of the services requested, 
discount calculations, the competitive bidding process, contracts, and any discrepancies 
between the information on the funding request and the associated Item 21 attachment 
detailing services. An applicant has 15 days to respond to any PIA questions but may 
request more time. PIA may in some cases conduct additional reviews, seeking such 
information as documentation of competitive bidding and the contract award process, or 
proof that the district has the resources, including hardware, software and staff training, 
needed to make effective use of the discounted services. After the review process has 
been completed, USAC issues a Funding Commitment Decision Letter (FCDL) basically 
saying which of the requested services will be discounted and by how much and 
containing important information for planning the start of the receipt of services and for 
completing the additional steps in the application process. If the school district disagrees 
with one or more of the decisions in the FCDL, it may appeal to USAC or to the FCC. 

6) Start of Services.  In advance of the start of services, the district and the service 
provider should discuss details of the services, review their contract, and determine 
whether the district or the service provider will invoice USAC for the discounted amount 
of the cost of the services. After the District receives its Funding Commitment Decision 
Letter (FCDL) and the delivery of services has started, the District must file an FCC 
Form 486 (Receipt of Service Confirmation Form) to inform USAC that services 
approved for discounts have started and invoicing can begin, the district’s technology 
plan has been approved by a USAC-certified entity and the district is in compliance with 
the Children’s Internet Protection Act. The Form 486 must be certified no later than 120 
days after the service start date or 120 days after the date of the FCDL, whichever is later. 
Filing late can result in a reduction in funding; the later the filing date, the greater the 
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reduction. After USAC processes the Form 486, it will issue an FCC Form 486 
Notification Letter outlining the next steps in the application process and if necessary 
because of a compliance issue, adjusting the service start date for a funding request. 

7) Invoicing. After USAC has processed the school district’s Form 486, the district or the 
service provider can begin invoicing USAC for the discount share of the approved 
eligible services. There are two methods that can be used to invoice USAC. Once USAC 
processes an invoice for a funding request, the method of invoicing used for that 
particular funding request cannot change for the remainder of the invoicing process. The 
two invoicing methods: (A) The school district  files FCC Form 472 -- the Billed Entity 
Applicant Reimbursement (BEAR) Form --  approved by the service provider, if it has 
paid the service provider in full for the services and wants to be reimbursed for the 
discount amount. USAC will review the invoice and, if approved, process a payment to 
the service provider, which then passes the reimbursement on to the applicant; or (B) the 
service provider files FCC Form 474 – the Service Provider Invoice (SPI) Form -- if it 
has provided discounted bills to the district and wants to be reimbursed for the discount 
amount. USAC will review the invoice and, if approved, process a payment to the service 
provider. The deadline for filing Form 472 (BEAR) or Form 474 (SPI) is no later than 
120 days after the end of service or 120 days after the date on the FCC Form 486 
Notification Letter date, whichever is later. If the district or service provider misses this 
deadline, it must request an extension of the deadline, citing an allowable reason, before a 
new invoice can be submitted. After processing the district’s BEAR Form, USAC issues a 
BEAR Notification Letter with information about the processing of the form, including 
whether a requested discount has been reduced or denied and why. After the end of each 
calendar quarter, USAC issues a Quarterly Disbursement Report that details all invoicing 
activity from BEAR Forms and SPI Forms processed during that quarter for all funding 
years. 

8) That’s it, usually. But there are many provisions for corrections, information or 
provider changes, deadline extensions, and appeals. For details, see http://www.usac.org/
sl/applicants/before-youre-done/default.aspx 

If something goes wrong with an application, can CMSD appeal? 
Yes. Any decision made by USAC or the Schools and Libraries Program regarding 
eligibility, funding, or payment recovery can be appealed to USAC or to the Federal 
Communications Commission. USAC must receive a complete appeal within 60 days of 
the issuance of the decision by USAC. Failure to provide all required documentation 
within 60 days of USAC’s decision will result in dismissal of the appeal. If appealing a 
USAC appeal decision, appeals to the FCC must be made within 60 days of the date 
USAC issued its decision in response to the original appeal. 
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