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PROBLEMS WITH THE E-RATE PROGRAM:
WASTE, FRAUD, AND ABUSE CONCERNS IN
THEWIRING OF OUR NATION’S SCHOOLS TO
THE INTERNET

THURSDAY, JUNE 17, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
2322, Rayburn House Office Building, James C. Greenwood (chair-
man) presiding.

Members present: Representatives Greenwood, Bass, Walden,
Barton (ex officio), DeGette, and Markey.

Also present: Representatives Green and Rush.

Staff present: Mark Paoletta, majority counsel; Peter Spencer,
majority professional staff;, Tom Feddo, majority counsel; Jaylyn
Jensen, legislative analyst; Michael Abraham, legislative clerk;
Gregg Rothschild, minority counsel; and David Nelson, minority in-
vestigator and economist.

Mr. GREENWOOD. The hearing will come to order. The Chair rec-
ognizes himself for the purpose of making an opening statement.
This morning we begin a series of oversight hearings regarding the
so-called E-Rate Program. E-Rate, which was created by vague and
little notice provision of the Telecommunications Act of 1996, pro-
vides poor schools and libraries with discounts for basic telephone
services, Internet access, and much of the internal connection gear
that comprises the telecommunications network.

Nearly 12 years ago this subcommittee began a careful and me-
thodical examination of the E-Rate Program. From the very begin-
ning of that investigation, the subcommittee has found waste and
abuse in the E-Rate Program and since then our E-Rate oversight
has developed on several major fronts.

These hearings will illustrate several serious program flaws un-
covered by that oversight. Unfortunately, these flaws have led to
tragic stories of waste and misuse of E-Rate funds. We have found
that the program’s current structure and administration invite
scams, both simple and sophisticated, and waste serious amount of
money.

Whether it be bid rigging, poor planning, and lack of meaningful
competition, or loopholes in the program’s rules, a common and
tragic theme recurs. Many children, perhaps hundreds of thou-
sands, are deprived of the educational benefits that E-Rate funded
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infrastructure offered them. While a well-intended idea, the E-Rate
Program as it is currently structured is an invitation for disaster.
Indeed, if one were to design a program to pour money out the win-
dow, this would be the way to do it.

E-Rate is financed through a mechanism called the Universal
Service Fund which in turn is funded by mandatory contributions
from interstate telecommunication service providers. Predictably,
most telephone companies have chosen to pass the burden of these
mandatory contributions onto consumers as a universal service fee
on their phone bills. Each year the Universal Service Fund allo-
cates $2.25 billion to the E-Rate Program. That number bears re-
peating, $2.25 billion.

Who controls this immense pot of money? Many Americans might
be concerned to learn the answer. It is the Universal Service Ad-
ministrative Company, a wholly owned subsidiary of the National
Exchange Carrier Association which is an alliance of telecommuni-
cations service providers. This management structure is trouble-
some, and at the very minimum its “fox inside the henhouse” ap-
pearance is more than a little disconcerting.

What agency is responsible for the program’s rules and regula-
tions, and for supervising USAC? The Federal Communications
Commission. The program’s rules and the process by which the
FCC creates them are, to say the least, complicated and cum-
bersome. What is more, we have found that the program’s current
rules do little to foster a competitive bidding environment that en-
sures the E-Rate Program pays the best price for equipment and
services.

In addition, the Inspector General will testify that it took 22
months for the FCC to provide critical policy guidance to USAC
about E-Rate Program administration. I am confident that the
American people do not consider these circumstances to be the hall-
marks of an efficient and effective program.

Yet, in a 1998 Report to Congress, the FCC asserted that the ad-
ministration of the E-Rate Program was “efficient, innovative, and
effective.” That representation is disturbing in light of what our
work has uncovered, what the FCC’s Inspector General has found,
and what the nation’s press has unearthed.

For example, the subcommittee’s scrutiny of E-rate work in Chi-
cago public schools prompted SBC to pay $8.8 million back to the
E-Rate Program for improperly stockpiled switches and equipment.
Our investigation in Puerto Rico found $23 million worth of im-
properly stockpiled equipment and a $58 million computer network
that remains virtually unused.

Just 2 weeks ago, the FCC IG and a Justice Department task
force secured a plea agreement regarding a multi-million dollar
bid-rigging scheme by NEC and others intended to defraud the E-
Rate Program by preying on San Francisco Unified School District,
as well as schools in Michigan, Arkansas, and South Carolina.

The Justice Department has pursued similar E-rate scams in
Milwaukee and New York City. Meanwhile, the Atlanta Journal-
Constitution recently reported on serious abuses of tens of millions
of dollars of E-Rate Program money in Atlanta’s public school sys-
tem. These reports have now taken our investigation to Atlanta. I
fear that we may be only seeing the tip of the iceberg.
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These instances clearly demonstrate that the FCC’s injudicious
statement 6 years ago that E-rate was an efficient and effective
program falls far short of the mark. The FCC and USAC have a
lot to answer for, and much work to do. However, we should also
acknowledge that Congress must shoulder some responsibility as
well, perhaps more time, and certainly more debate and discussion,
should have been spent in carefully crafting this program to
achieve its admirable goal.

Today’s hearing will focus in detail on Puerto Rico’s use of E-rate
funds, but these specifics will also provide an invaluable oppor-
tunity to consider the bigger picture of E-rate’s flaws. In Puerto
Rico, E-rate—that is, the American rate-payer—paid for more than
$100 million of equipment and services. We have discovered that
most of the equipment and services have never been, and will
never be, put to effective use for Puerto Rico’s children.

The subcommittee found $23 million in telecommunications
equipment, wireless access cards and related gear, still shrink-
wrapped and sitting on storage pallets in a government warehouse.
While the equipment has sat there, E-rate funds were paid out for
this equipment’s purchase and its installation. E-rate paid Puerto
Rico Telephone Company $31 million for high-speed service and
Internet access, yet those services went virtually unused. This is
outrageous.

Today, after over $101 million has been spent by the program to
build Puerto Rico’s schools a high speed network for Internet ac-
cess, schoolchildren access the Internet by slow, dial-up modems on
roughly two computers per school. That is, 50,000 students grad-
uate each year from the largest school system in the Nation with-
out having any of the Internet access and high-tech learning re-
sources that the program is intended to support.

Puerto Rico’s E-rate experience is a story of questionable tech-
nology planning; questionable billing for E-rate products and serv-
ices by the vendors, Puerto Rico Telephone Company and Data Re-
search Corporation; confused efforts to rebuild Puerto Rico’s E-Rate
Program after the current administration assumed office; and, a
critical failure on the part of USAC, and ultimately the FCC, to
recognize the severity of the situation and take charge when more
than $100 million of E-rate investment was at risk.

The delay by FCC and USAC to intervene after the appearance
of evidence of waste and abuse, coupled with contract disputes
among vendors and the administration, have squandered precious
time. Subcommittee staff found E-rate-funded equipment essen-
tially sitting idle in Puerto Rico’s schools, and serious questions
exist regarding network functionality in many schools due to dis-
use, corrosion, and inadequate maintenance of essential equipment.

Delay may also be hampering legitimate remedial efforts by the
current administration. The Puerto Rico Department of Education
appears to be implementing a number of controls to manage future
E-rate work, and to have a substantive plan to implement tech-
nology for educational use and for integrating curricula and teacher
training to ensure the effective use of E-rate infrastructure.

However, the anticipated delay to resolve past funding issues se-
riously jeopardizes previously implemented E-rate work. Although
the FCC was clearly preparing to work closely with Puerto Rico in



4

the Fall of 2002, the agency made a mid-course correction in the
Spring of 2003, abandoned what it had termed a “workout plan,”
and undertook a much more arms-length approach to the school
district. Late last year, the FCC ordered USAC to process Puerto
Rico’s E-rate applications after completing a series of audits. As a
result, the E-rate quagmire in Puerto Rico may not be resolved
until 2005 or later.

Puerto Rico demonstrates that the E-Rate Program’s administra-
tion is anything but efficient, innovative, and effective. The pro-
gram is overly complex and poorly managed. Robust competitive
bidding procedures are virtually absent. There appears to be no
oversight in a program where rigorous oversight should be para-
mount. And at the end of the day, while there is certainly blame
to go around, the buck has to stop at the agency that is charged
with running this program.

I look forward to discussing these circumstances with the wit-
nesses this morning.

Finally, on a more personal note, I would like to acknowledge our
first lead counsel on this investigation, Michael Geffroy. Mike has
since left to work on the House Select Committee on Homeland Se-
curity, and today, as a Major in the United States Marine Corps,
is on a leave of absence while serving as an attorney in Iraq. We
sincerely appreciate his selfless dedication and service to our na-
tion during this war, as well as all of his work for this sub-
committee on the E-Rate Program.

I would also like to thank Tom Bennett, the Assistant Inspector
General for USF Oversight, for the valuable assistance he has pro-
vided to our staff during this investigation. I thank all the wit-
nesses for attending and now recognize the gentlelady from Colo-
rado, Ms. DeGette, for her opening statement.

Ms. DEGETTE. Thank you, Mr. Chairman. I would also like to
join in welcoming our colleague, The Delegate from Puerto Rico,
Mr. Arcevedo-Vila, who is with us today and I know is very, very
concerned and involved in these issues as they relate to Puerto
Rico. Thank you for joining us.

The E-Rate has done a lot of good but it also has some serious
problems as the Chairman noted. I am committed to this program
and I think we as Congress have a responsibility to determine how
f_omg of these glitches that we will be hearing about today will be
ixed.

I think the problems are fixable but only if we increase oversight
and crack down on some of the worst offenders and fraudulent
practices. We need to stop wasting millions of dollars but, most im-
portantly, we need to guarantee that the kids that this innovative
program is intended to serve are not the ultimate victims.

In order for the E-Rate Program to be successful and to do what
it is supposed to do, a pretty tight partnership has got to exist
among the many entities who participate in the process. What we
too often have found is a real breakdown of the partnerships due
to many factors including intentional manipulation, indifference, or
inexperience.

I look forward to exploring what I see as two of the most serious
problems to be addressed in order to ensure that the E-Rate is ac-
complishing its mission. First, the bad apple vendors who take ad-
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vantage of school districts and then essentially take the money and
run and, second, the apparent lack of oversight that has allowed
for large amounts of money to go to schools that have no ability to
proceed with actually utilizing the funds and equipment that they
receive.

We have seen numerous examples of unscrupulous vendors and
so-called consultants who have taken advantage of schools with lit-
tle experience or resources to compete for E-Rate dollars. These
vendors help them successfully apply and in the process are able
to manipulate the situation for their own benefit.

The end result is schools that are left with lots of equipment that
they don’t need or haven’t the foggiest idea of how to use. People
like me who have elementary and secondary-aged children see this
every day. Schools which are just crammed with equipment that no
one has a clue how to turn on. Sometimes it seems to be the over
eagerness and perhaps the naivete of school districts that puts
them in this vulnerable situation to begin with.

It doesn’t take much to convince school districts, particularly
poor ones with little resources to begin with, to try and get the lat-
est and greatest equipment. Then they end up with all sorts of cut-
ting edge technological paraphernalia which is useless to them in
the end because they don’t have the hardware or the personnel ex-
pertise to make the use of it. This, too, has been a factor in some
of the failures we have seen.

As we all know, today we will be focusing primarily on what hap-
pened in Puerto Rico. I am very interested in hearing our witnesses
discuss how they are both going to fix the mess that was created
by the previous administration and move forward with a system
that will actually serve the children.

In addition, I think the FCC needs to articulate their oversight
process and explain to us how such large amounts of money have
ended up going to schools that clearly have no ability to use the
money effectively. If there isn’t better oversight, these problems
will not be fixed and, frankly, this is a problem that needs to be
fixed right away. It is the kids who are paying for the ineptitude,
fraud, and overall ineffectiveness that has been found so often in
this innovative program that has the ability to give them a techno-
logical head start in life.

When you look at the really heartwarming E-Rate success stories
and how some students have benefited from this program, how well
the money was spent, and then you look at the millions of dollars
that have been wasted, it really underscores the problem at hand.
Think of what could have been accomplished and how many kids
would have been touched if these millions of dollars that have lit-
erally been thrown away had accomplished what they were sup-
posed to. This has to be fixed, it has to be fixed now. We owe our
kids no less.

Mr. Chairman, I want to thank you for holding this hearing and
I look forward to the testimony and I yield back the balance of my
time.

Mr. GREENWOOD. The Chair thanks the gentlelady. Does the gen-
tleman from Oregon have an opening statement?
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Mr. WALDEN. Mr. Chairman, I am going to waive on the opening
statement so we can hear from our witnesses and get into the ques-
tions.

Mr. GREENWOOD. Very well. The gentleman from Illinois, Mr.
Rush. Do you have an opening statement, sir?

Mr. RusH. Mr. Chairman, I am not a member of the sub-
committee but I want to thank you for allowing me to participate
at this hearing. I am here today because I am concerned about re-
cent revelations of fraud and abuse in certain communities or cities
that have occurred with the E-Rate Program.

Because of this, some have called into question whether the pro-
gram should exist at all. Mr. Chairman and members of the sub-
committee, I am here to tell you that we should not let a few bad
apples spoil the bushel. Again, I am aware of the fraud and misuse
in Puerto Rico.

It is my understanding that the Puerto Rican government led by
its Governor is making sure that all of those culpable are either in
jail or being brought to justice. They are making every effort to re-
trieve the money that was stolen. I have absolute confidence in the
Puerto Rican government. I have worked with them in the past
and I want to continue to work with them in the future on the E-
Rate Program and similar programs.

In addition, I would be remiss if I did not mention the problems
that the Chicago public schools had with implementing its E-Rate
Program. As you know, $5 million of equipment supplied by
telecom carrier SBC to the Chicago school system sat in a ware-
house for years. However, Mr. Chairman, I am confident that both
the Chicago public schools and the Puerto Rican government have
implemented safeguards to prevent this from happening again. I
am certain and assured, particularly in this Chicago public school
system, that this problem has been solved and will never, ever,
ever happen again.

By in large, Mr. Chairman, the E-Rate Program is working and
is fulfilling its mandate. It has now been over 7 years since the E-
Rate Program was created as part of the Telecommunications Act
of 1996. The program is now commencing its sixth year of pro-
viding discounts on telecommunication services, Internet access,
and internal connections to libraries and public and private
schools.

This program has transformed America’s schools and libraries
into 21 century institutions opening up opportunities for even the
poorest and most remote rural areas to take advantage of the vast
resources of the Internet and the power of distance learning.

In my district alone we have millions to wire our public schools
and our libraries. It is clear that since the initiation of this pro-
gram, the impact of providing universal connectivity to schools and
libraries in my district have definitely contributed to bridging the
gap between the haves and the have-nots.

Mr. Chairman, in adopting this program, the Congress acknowl-
edged the importance of providing the nation’s schools and libraries
with telecommunications technology. It is clear that since the initi-
ation of this program, the impact of providing universal
connectivity to our schools and libraries have definitely contributed
to bridging the gap between the haves and the have-nots.
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Mr. Chairman, I yield back the balance of my time.

Mr. GREENWOOD. The Chair thanks the gentleman and, just for
the record, would share with him that our investigation is intended
neither as an indictment of certainly the current administration of
the Puerto Rican Department of Education nor the Chicago school
district or any other, is but a more necessary look at what is wrong
with the safeguards and oversight in the program that would allow
these problems to have occurred in the first place. Nor do we im-
pugn the noble intention of the program.

The gentleman from Texas is welcome to join us as well and he
is recognized for his opening statement.

Mr. GREEN. Thank you, Mr. Chairman. And, again, not being a
member of the committee like my colleague from Illinois, I appre-
ciate the opportunity to allow me to waive on. Particularly, I appre-
ciate you and our ranking member calling this series of hearings
on the E-Rate Program.

With our recent receipt of over $50 million last year the Houston
school district has received approximately $200 million in Uni-
versal Service Funds through the E-Rate. Clearly, there are wide-
spread problems with fraud and abuse under this program in many
areas, including my own, but between 1998 and 2001 Internet ac-
cess in minority classrooms in Houston jumped from 37 percent to
81 percent. 95 percent of all Houston public school classrooms are
now connected with over 90 percent using high-speed connections.

Teachers are connected to school resources at their homes and
soon students will be connected at home also. Smaller school dis-
tricts also benefit. Another much smaller district, which is 80 per-
cent economically disadvantaged, has received more than $1.5 mil-
lion in E-Rate funding. This low-income district is now scoring over
90 percent on all state achievement tests and the school adminis-
trators say that could not have happened without the E-Rate.

These are real accomplishments and we are successfully bridging
the digital divide because of the Universal Service Fund and E-
Rate, investments that are paid back many time over when these
children fully enter our society and our work force. We need a mas-
sive reform to stop the E-Rate from acting as a cash cow for out-
laws who would waste money intended for school children, often
poor and minority school children. I am glad to see the Department
of Justice is now involved. These important hearings will uncover
the extent of the problem and after that we will begin to examine
the legislative solutions for the Universal Service Fund and the E-
Rate Program.

One of the stories we will hear today is about the multi-million
dollar Internet backbone built in Puerto Rico but not utilized be-
cause schools do not have the machines for the children to use. We
drafted legislation, the Children’s Access Technology Act, H.R. 94,
to direct unused E-Rate funds for hardware purchases for low-in-
come school districts. Wiring the schools is one thing but we need
computers in the classrooms as well.

In addition to wiring and installing hardware, the other critical
ingredient is teacher training for this equipment. This, too, is an
ineligible use of E-Rate funding, a limitation which is counter-
productive. By making E-Rate available but severely limited to
uses, an incentive to install gold-plated server networks have de-
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veloped. We must develop serious time and energy in rebuilding
the program by eliminating the waste, fraud, and abuse that is
equal to stealing from our school children. I believe the important
element of reform is to revisit what we use E-Rate funds for and
strongly consider making training and hardware purchases eligible.

Again, Mr. Chairman, I thank you for allowing me to waive on
the subcommittee and I appreciate you allowing me to participate.

Mr. GREENWOOD. The Chair thanks the gentleman and welcomes
him to participate in this hearing.

Before we call the witnesses, I want to share with the members
of the committee and all those present some visual aids to give you
a picture of what we found in our investigation of the Puerto Rican
system.

In February of this year committee staff members went down to
Puerto Rico for a site visit accompanied by Tom Bennett from the
FCC’s Office of Inspector General. While in Puerto Rico they were
shown this warehouse in Bayamon just outside of San Juan. Actu-
ally, that is not the picture at all. That is the video tape. I will
queue it up momentarily. There we are. That is the warehouse in
Bayamon. In this warehouse our staff found more than $23 million
worth of computer equipment which has been sitting in storage for
close to 4 years.

Photo two, please. This is a photo from inside the warehouse that
shows boxes of wireless computer cards still shrink wrapped and
stacked floor to ceiling. There were 73,000 cards purchased in 1999
and 2000 that were never installed.

Photo three shows boxes of cabling and wireless card adapters
that cost half a million dollars and also were never installed.

Photo four, more wireless card adapters. These were intended to
be used with the 73,000 wireless cards in computers that never
were purchased.

Photo five, last, a picture of still more wireless cards, all told $23
million worth. At the time each card cost more than $300 to pur-
chase so that is $300 times 73,000 of them. Obviously they were
never installed. Row upon row of computer equipment paid for by
American telephone rate payers going to waste and becoming more
obsolete each day.

Now, we can go to the video. My staff also took video footage dur-
ing their visit to Puerto Rico in February. The corner of this ware-
house is packed floor to ceiling with computer equipment for Puerto
Rican schools. These are the 73,000 wireless computer cards that
I mentioned. $23 million worth bought and paid for with E-Rate
dollars. This video is only about a minute long but it will give the
committee and the public a better understanding of the breadth
and the extent of the equipment improperly stored in this ware-
house.

[Additional statements submitted for the record follow:]

PREPARED STATEMENT OF HON. JOE BARTON, CHAIRMAN, COMMITTEE ON ENERGY
AND COMMERCE

Thank you Chairman Greenwood. This morning we begin a public review of the
E-rate program, a program that offers schools and libraries financial assistance so
they can more ably afford Internet access and other telecom services necessary for
their educational missions.
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We all recognize that E-rate is a popular program with many success stories—
a program we want to ensure works cost-effectively to achieve the goals Congress
intended it to achieve. We also recognize that, when it comes to popular programs,
stakeholders may resist close scrutiny, for fear the apple cart will be upset.

Mr. Chairman, I agree with you that this program deserves the close bipartisan
scrutiny you have led this past year. Let me assure you, as we go forward, we will
not shy from rocking some apple carts to make sure proper oversight of this pro-
gram is performed—and the E-rate funds are expended properly.

There are serious questions about the setup and implementation of this program.
There are powerful incentives in the program for waste, fraud, and abuse. Those ap-
plying for funds are asking E-rate to spend other people’s money—money consumers
pay every month on their phone bills.

Substantial sums of money are involved here. Since it began funding services in
1998, E-rate’s administrator has approved some $12.9 billion for distribution on be-
half of schools and libraries around the nation. The service providers, the phone
companies, equipment makers, network installers have received some $8 billion of
these funds so far for the products and services they sold to the schools. Has it been
well spent? That’s what we intend to determine.

There have been success stories, but, again, at what cost?

We found, and we have read about, equipment worth tens of millions of dollars
laying around in warehouses, and extravagant purchases of equipment that far sur-
pass a school district’s needs. For example, why would it be necessary to install
three network switches, at a cost of up to $100 thousand each, in a single school
when just one of these high-tech switches could run a small school system?!

For the past two years the Inspector General of the Federal Communications
Commission (FCC) has been telling us his office cannot ensure the program is suffi-
ciently protected from waste, fraud, and abuse. Indeed, his concerns, in part,
prompted this Committee to initiate its review almost a year and half ago.

We know the program is not sufficiently protected from waste, fraud, and abuse
from example upon example:

This past December, when Committee staff were about to perform a site visit of
Chicago Public Schools, SBC alerted staff on the eve of their visit to $5 million of
warehoused equipment—paid for by E-rate but never installed by the company.

In Atlanta just a few weeks ago a newspaper investigation reported more than
$4 million of equipment purchased but gathering dust in warehouses, along with
evidence of inappropriate and wasteful purchases—powerful network gear capable
of running whole school districts had been purchased for a single elementary school.

In my own state of Texas, an El Paso school district purchased one year of IBM
network maintenance services that amounted to about $270,000 per every school—
including elementary schools—just to insure a brand-new network was running
properly.

Recently, NEC pleaded guilty to federal charges of bid-rigging and wire fraud
scheme involving San Francisco schools, among other districts across the country.
And there are a number of active law enforcement investigations into activities like
this around the nation.

And, of course, today we are reviewing the case of the Puerto Rico Department
of Education, which is truly a story of lost opportunity for tens of thousands of stu-
dents who have never had access to a network and broadband services purchased
with more than $100 million in E-rate funds.

I look forward to learning more about Puerto Rico’s experience today. I'd like to
understand the scale and nature of any wasted funding and what has been done
to resolve the situation. I'd also like to understand what this case demonstrates
about broader problems in the E-rate program.

I'm pleased to see that we will hear from the FCC’s Inspector General today, who
can outline and discuss with us his broad concerns with the E-rate program. Let
me also welcome our witnesses, who have come to explain their roles and perspec-
tive in Puerto Rico, and on the E-rate program generally.

Finally, let me extend a special welcome to Dr. Cesar Rey, Puerto Rico’s Secretary
of Education. I understand his administration has been working to resolve problems
within his department’s program and I am especially interested in his perspective.

You all should know this Committee will work hard to get to the bottom of the
problems in the program and see that changes are made where necessary. This
work begins with a solid foundation of bipartisan oversight—and I'm optimistic that
the review beginning today will lead to much fruitful work ahead.

Thank you, Mr. Chairman. I yield back the remainder of my time.
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PREPARED STATEMENT OF HON. JOHN D. DINGELL, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF MICHIGAN

Mr. Chairman, thank you for initiating this investigation and holding this hear-
ing. The waste, fraud, and abuse uncovered in the E-rate program is an outrage.
And the Federal Communications Commission’s (FCC) mishandling of this program
is inexcusable.

We now know significant sums have been wasted, and that the allocation process
is rife with abuse. Some of the corporate scofflaws are being called to account, but
that process has not as yet effectively deterred the rampant fraud associated with
this program. USAC, the private corporation that the FCC established to administer
the E-rate program, has failed to protect the ratepayers’ dollars, thereby short-
changing our children. Critical questions such as the true ability of schools to follow
reasonable technology plans are simply ignored. Schools may apply for funds with-
out any serious showing that the electrical systems in often very old buildings can
support modern telecommunications equipment. Nor do schools need to assure that
the vital hardware, the computers themselves that must be provided locally, is
available for the students. There is not the slightest attempt to determine prior to
the funding whether the school district has both the local funds and the ability to
train teachers in the use of the technology.

Functionally, the FCC has turned this program over to the vendors by refusing
to establish adequate oversight of the 28,000 proposals funded each year. Even
worse, the FCC proposes to check compliance with only a handful of audits, some
128 to date. The FCC Inspector General is only permitted three positions to oversee
the program and those individuals are largely assigned to grand juries around the
country.

Gold-plated equipment paid for by the telephone ratepayers, often at prices that
exceed any charged elsewhere, lies unused and growing obsolete in classrooms
where no teachers have been trained in its potential applications. Worse we have
found millions of dollars worth of these very expensive components aging in ware-
houses despite vendor and school district “certifications” that they have been in-
stalled and are operating as intended.

Today we will hear the tragic story of Puerto Rico, the school district with the
largest number of campuses in the country. We will hear how $100 million was
wasted without a single child benefitting from a single connection to the Internet.
We will hear a story of vendor greed, phone company charges for access despite a
lack of connections, misconduct by previous local officials, and bureaucratic incom-
petence.

Thanks to local money, each school now has two computers hooked up to the
Internet by dial-up modems. But we have lost valuable time for the children of
Puerto Rico. The administrators of the E-rate program and the administrators of the
Puerto Rico Department of Education must work together to assure that another
year does not go by while this generation of children waits for the opportunity that
the E-rate program is supposed to provide.

We have shining examples of what the E-rate program can provide and I hope
that some of the success stories from schools where it has worked will be exhibited
at future hearings. In those places where local officials have a good plan and the
wherewithal to carry it out, and where vendors do not have effective control of the
fund procuring process, the E-rate funds have been a godsend, opening vistas of
learning and opportunity to students that would not have ever been possible for
most of their parents or even older siblings.

E-rate funds, used properly, can truly improve the future for millions of Ameri-
cans. I look forward to working with my colleagues on whatever changes are nec-
essary to make that promise a reality.

Mr. GREENWOOD. With that, I call forward our first witnesses
and they are Mr. H. Walker Feaster III, Inspector General for the
Federal Communications Commission. Good morning, sir, and wel-
come. Have a seat. The Honorable Manuel Diaz Saldana, Comp-
troller of the Commonwealth of Puerto Rico. Good morning to you,
sir, and welcome.

As you may have been advised, it is the custom of this sub-
committee to take testimony under oath. I will have to ask if either
of you object to giving your testimony under oath. Okay. I also need
to advise you that pursuant to the rules of this committee and of
the House, you are entitled to be represented by counsel. Do either
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of you wish to be represented by counsel? Okay. In that case, if you
would stand and raise your right hands. Do you swear that the tes-
timony you are about to give is the truth, the whole truth, and
nothing but the truth?

[Witnesses sworn.]

Mr. GREENWOOD. Very well. You are under oath and, Mr. Feast-
er, we will begin with you. You are recognized for 5 minutes for
your opening statement. Make sure your microphone is on.

TESTIMONY OF H. WALKER FEASTER III, INSPECTOR GEN-
ERAL, FEDERAL COMMUNICATIONS COMMISSION; AND HON.
MANUEL DIAZ SALDANA, COMPTROLLER, COMMONWEALTH
OF PUERTO RICO

Mr. FEASTER. Good morning again. Mr. Chairman and members
of the subcommittee, I am Walker Feaster, Inspector General of the
Federal Communications Commission. I appreciate the opportunity
to come before you today to discuss oversight of the E-Rate Pro-
gram and to discuss concerns that my office has with the program
as a result of our involvement in audits and investigations.

In my testimony I will briefly summarize my office’s involvement
in USF Oversight, discuss our specific actions with respect to Puer-
to Rican Department of Education, our involvement in the E-Rate
Program, and describe in more general terms the concerns that my
office has with the E-Rate Program.

At this point I originally planned to introduce Thomas Bennett,
my Assistant Inspector general for USF Oversight who is respon-
sible for the oversight of the E-Rate Program. However, Mr. Ben-
nett has taken ill today and is unable to be with us.

I believe it is particularly timely that we now discuss waste,
fraud, and abuse of the E-Rate Program given recent events and
media interest. In November 2003 Florida Today and WKMG,
Channel 6, in Orlando, Florida, published a series of reports de-
scribing questionable spending of E-Rate funding by Brevard Coun-
ty School District.

In April 2004 five individuals were indicted in connection with
charges of conspiracy, mail fraud, and money laundering involving
the E-Rate Program. The indictment charges that USAC paid these
individuals over $1.2 million for goods and services that were not
provided to schools.

Last month, as the Chairman mentioned, NEC was fined $20.6
million for criminal fines in a civil settlement and restitution relat-
ing to charges of collusion and wire fraud in the E-Rate Program.
Also, last month the Atlanta Journal-Constitution ran a series of
articles reported wasteful spending of E-Rate funding by the At-
lanta public school system. The Atlanta Journal-Constitution re-
ported that the public school system had bought more equipment
than was needed, routinely overpaid for goods and services, and
stored unused network equipment worth about $4.5 million in the
warehouses.

My office first looked at the USF as part of the audit of the Com-
mission’s fiscal year 1999 financial statement. Since that time our
office has continued to devote considerable resources to oversight of
the USF and the E-Rate Program in particular. However, several
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obstacles have impeded our ability to implement effective inde-
pendent oversight of the program.

The primary obstacle we have dealt with as been a lack of ade-
quate resources to conduct audit and provide audit support to in-
vestigations. We have requested appropriated funding to obtain
contract support for USF oversight activities but those funding re-
quests have yet to be approved.

I am presently able to devote three full-time auditors and two
auditors part-time to the USF. Despite these limited resources, my
office has implemented an independent oversight program that in-
cludes audits conducted using both internal resources and other
Federal Office of Inspector General under reimbursable agree-
ments, a review of audit work conducted by USAC, and active par-
ticipation in Federal investigations of E-Rate fraud. In addition to
other audits of compliance, I believe it would be appropriate to con-
duct a broad-based review of the program.

Puerto Rican Department of Education. I would like briefly to
discuss allegations that my office received regarding wrongdoing
related to PRDOE’s involvement in the E-Rate Program and pro-
grammatic concerns that are highlighted by PRDOE.

In April 2001, my office was contacted by an auditor from the Of-
fice of the Comptroller of Puerto Rico who alleged wrongdoing by
PRDOE related to the receipt of E-Rate funding. The allegation
were that PRDOE did not comply with state and local procurement
regulations during the E-Rate vendor selection process and that
PRDOE had not secured access to all the resources such as teacher
training and electrical infrastructure at schools necessary to make
effective use of goods and services being provided.

Based on information we gathered and reviewed in a preliminary
investigation, we referred the matter to Federal law enforcement
on May 31, 2001. That investigation is ongoing and we are con-
tinuing to provide support to the investigation as warranted.

The Puerto Rican matter highlights several concerns that my of-
fice has had with the program. These concerns are lack of timely
and effective resolution for audit findings from the E-Rate bene-
ficiary audits, inadequacies in the competitive procurement re-
quirements, effective use of purchased goods and services and inad-
equacies in applicant certifications regarding compliance with pro-
gram requirements.

Program rules require that applicants use a competitive procure-
ment process to select vendors. We question whether the rules are
adequate to ensure competitive process is followed. In addition,
weak record keeping requirements to support the procurement
process as well as other aspects of E-Rate application offer little
protection to the program.

Site visits to PRDOE facilities have verified that schools had nei-
ther the physical infrastructure to support the system that was
planned nor appropriate equipment and training to effectively use
the E-Rate funded system. Additionally, some assets purchased
with the E-Rate funding are yet to be installed in Puerto Rican
schools. These conditions exist despite PRDOE’s certifications that
they were prepared to make effective use of the goods and services
purchased with the E-Rate funds.
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The E-Rate Program is heavily reliant on applicant certifications
in lieu of independent verification.

In addition to concerns that are highlighted by PRDOE, my office
has identified other concerns as the result of audits and investiga-
tions.

USAC has implemented numerous procedures to administer to
the E-Rate Program. The Commission has formally adopted some
but not all of the USAC operating procedures. We believe that this
distinction between program rules and USAC implementing proce-
dures represents a weakness in program design and we believe
that this situation contributes to confusion regarding the rules gov-
erning the program.

The differentiation between program rules and USAC procedures
is illustrated in the technology planning area. Program rules re-
quire the applicant’s to prepare a technology plan and that the
technology plan be approved. USAC implementing procedures con-
tain detailed requirements for the contents of technology plans
which significantly add to the value and validity of the plan. We
have observed many instances of noncompliance with program
rules and USAC procedures related to the technology and planning
process.

The E-Rate Program allows eligible schools and libraries to re-
ceive goods and services based on discount rates with the fund
picking up the portion not paid by the applicant. A number of au-
dits have identified that applicants have not filed program require-
ments for discount rate calculation or were unable to support the
discount rate calculated.

Applicants are required to pay their portion of the cost for E-
Rate goods and services to their service providers and are required
to bill the applicants for these costs. We have found examples of
applicants not paying their portion or not paying their portion in
a timely manner and service providers not billing for these costs.

The Office of Inspector General remains committed to meeting
our responsibility for providing effective oversight of the USF and
we believe we have made significant progress. However, until re-
sources and funding are available to provide adequate oversight to
the program, I am unable to provide assurance that the program
is protected from waste, fraud, and abuse.

Thank you. I will be happy to try to answer any of your ques-
tions.

[The prepared statement of H. Walker Feaster III follows:]

PREPARED STATEMENT OF H. WALKER FEASTER III, INSPECTOR GENERAL, FEDERAL
COMMUNICATIONS COMMISSION

INTRODUCTION

Mr. Chairman and Members of the Subcommittee, I appreciate the opportunity
to appear before the subcommittee today to discuss concerns regarding waste, fraud,
and abuse in the E-rate program. In my comments and written testimony, I will
provide a brief summary of my office’s involvement in USF oversight, discuss our
specific actions with respect to the Puerto Rico Department of Education’s (PRDOE)
involvement in the E-rate program, and describe in more general terms the concerns
that my office has with the E-rate program. I would also like to introduce Thomas
Bennett, the Assistant Inspector General for USF Oversight in the FCC Office of
Inspector General. Mr. Bennett is responsible for USF oversight including oversight
of the E-rate program and is available to answer specific questions you may have
about my office’s oversight of E-rate.
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HISTORY OF INDEPENDENT OVERSIGHT OF THE UNIVERSAL SERVICE FUND (USF)

My office first looked at the USF in 1999 as part of our audit of the Commission’s
FY 1999 financial statement when the USF was determined to be part of the FCC’s
reporting entity for financial statement reporting. During that audit, we questioned
the Commission regarding the nature of the USF and, specifically, whether it was
subject to the statutory and regulatory requirements for federal funds. Starting with
that inquiry, the Office of Inspector General has continued to devote considerable
resources to oversight of the USF.

Due to materiality and our assessment of audit risk, we have focused much of our
attention on the USF mechanism for funding telecommunications and information
services for schools and libraries, also known as the “Schools and Libraries Pro-
gram” or the “E-rate” program. Applications for program funding have increased
from 30,675 in funding year 1998 to 43,050 for the current funding year. Applica-
tions were received from schools and libraries in each of the 50 states, the District
of Columbia, and most territories and included 15,255 different service providers.
Requested funding has increased from $2,402,291,079 in funding year 1998 to
$4,538,275,093 for the current funding year.

OIG Oversight

During FY 2001, we worked with Commission representatives as well as with the
Defense Contract Audit Agency (DCAA) and the Universal Service Administrative
Company (USAC), to design an audit program that would provide the Commission
with programmatic insight into compliance with rules and requirements on the part
of E-rate program beneficiaries and service providers. Our program was designed
around two corollary and complementary efforts. First, we would conduct reviews
on a statistical sample of beneficiaries large enough to allow us to derive inferences
regarding beneficiary compliance at the program level. Second, we would establish
a process for vigorously investigating allegations of fraud, waste, and abuse in the
program.

Unfortunately, several obstacles have impeded our ability to implement effective,
independent oversight of the program. The primary obstacle has been a lack of ade-
quate resources to conduct audits and provide audit support to investigations. Since
our initial involvement in independent oversight of the USF as part of our conduct
of the FY 1999 financial statement audit, we have demonstrated our commitment
to independent oversight of the USF by adding two (2) staff auditor positions and
by organizing USF oversight activities under an Assistant Inspector General for
USF Oversight. This represents dedication of three (3) of the eight (8) auditors on
the staff of the FCC OIG to USF oversight. In addition to the OIG staff dedicated
to USF oversight, two (2) audit staff members responsible for financial audit are
also involved in USF oversight as part of the financial statement audit process.

We have also requested appropriated funding to obtain contract support for our
USF oversight activities. In our FY 2004 budget submission, we requested $2 mil-
lion for USF oversight. That request was increased to $3 million in the President’s
budget submission for FY 2004. Unfortunately, this funding was not included in the
Commission’s final budget for FY 2004. We are currently considering alternatives
for obtaining access to contract audit support to implement the USF oversight por-
tions of our FY 2004 audit plan.

Despite limited resources, my office has implemented an aggressive independent
oversight program. My oversight program includes: (1) audits conducted using inter-
nal resources; (2) audits conducted by other federal Offices of Inspector General
under reimbursable agreements; (3) review of audit work conducted by USAC; and
(4) active participation in federal investigations of E-rate fraud.

OIG Audits Using Internal Resources

We have completed eleven (11) audits that we initiated during fiscal year 2002
using auditors detailed from the Commission’s Common Carrier Bureau (since reor-
ganized as the Wireline Competition Bureau) and audit reports are being finalized
for the two (2) remaining audits. For the eleven (11) audits that have been com-
pleted, we concluded that applicants were compliant with program rules in five (5)
of the audits, that applicants were generally compliant in two (2) of the audits, and
that the applicants were not compliant with program rules in four (4) of the audits.
We have recommended recovery of $731,494 as shown below:

Potential
Report Date Applicant Conclusion Fund
Recovery

$0

09/11/02

Enoch Pratt Free Library ... Compliant
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Potential

Report Date Applicant Conclusion Fund
Recovery
02/03/03 Robeson County Public Schools .. Compliant 0
02/05/03 . Wake County Public Schools .. Compliant .. 0
08/27/03 Albemarle Regional Library Compliant 0
12/22/03 St. Matthews Lutheran School .... Not Compliant .............. 136,593
12/22/03 . Prince William County Schools .... Generally Compliant ..... 5,452
12/22/03 . Arlington Public School District .. Generally Compliant ..... 7,556
03/24/04 . Immaculate Conception School ... Not Compliant ... 68,846
04/06/04 Children’s Store Front School Not Compliant .............. 491,447
05/19/04 St. Augustine School Not Compliant .............. 21,600
05/25/04 Southern Westchester BOCES Compliant ......ccccoevuvnee. 0
$731,494

Audits Conducted by Other Federal Offices of Inspector General

On January 29, 2003, we executed a Memorandum of Understanding (MOU) with
the Department of the Interior (DOI) OIG. The MOU is a three-way agreement
among the Commission, DOI OIG, and USAC for reviews of schools and libraries
funded by the Bureau of Indian Affairs and other universal service support bene-
ficiaries under the audit cognizance of DOI OIG. Under the agreement, auditors
from the Department of the Interior perform audits for USAC and the FCC OIG.
In addition to audits of schools and libraries, the agreement allows for the DOI OIG
to consider requests for investigative support on a case-by-case basis. We have
issued two (2) audit reports under this MOU and have completed fieldwork on three
(3) additional audits. For the audit where we determined that the applicant was not
compliant, we have recommended recovery of $2,084,399. A summary of completed
audits is as follows:

Potential

Report Date Applicant Conclusion Fund
Recovery

11/06/03 Santa Fe Indian School Compliant ......ccccoevunnee. $0

01/07/04 Navajo Preparatory Academy .. Not Compliant ............. 2,084,399

We have also established a working relationship with the Office of Inspector Gen-
eral at the Education Department (Education OIG). In April 2003, Education OIG
initiated an audit of the use of federal education funding to purchase equipment to
make effective use of internal connections and internet connectivity funding by E-
rate at a large recipient. My office has been providing support to this audit.

In January 2004, Education OIG presented a plan for an audit of telecommuni-
cation services at a large E-rate recipient. Because of the significant amount of E-
rate funding for telecommunication services at this recipient, Education OIG has
proposed that they be reimbursed for this audit under a three-way MOU similar to
the existing MOU with DOI OIG. In April 2004, the Universal Service Board of Di-
rectors approved the MOU. We are in the process of finalizing the MOU for execu-
tion and initiating the audit.

Review of USAC Audits

We have reviewed work performed by USAC’s Internal Audit Division and per-
formed the procedures necessary under our audit standards to rely on that work.
In December 2002, USAC established a contract with a public accounting firm to
perform agreed-upon procedures at a sample of seventy-nine (79) beneficiaries from
funding year 2000. The sample of beneficiaries was selected by the OIG. In a depar-
ture from the two previous large-scale E-rate beneficiary audits conducted by USAC,
the agreed-upon procedures being performed under this contract would be performed
in accordance with both the Attestation Standards established by the American In-
stitute of Certified Public Accountants (AICPA) Standards and Generally Accepted
Government Auditing Standards, issued by the Comptroller General (GAGAS). In
March 2003, we signed a contract with a public accounting firm to provide audit
support services for USF oversight to the OIG. The first task order that we estab-
lished under this contract was for the performance of those procedures necessary to
determine the degree to which we can rely on the results of that work (i.e., to verify
that the work was performed in accordance with the AICPA and GAGAS standards).
The OIG review team is currently completing this work. Many of the audit findings
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raised by this body of work are reflected in the section addressing concerns with
the E-rate program.

Support to Investigations

In addition to conducting audits, we are providing audit support to a number of
investigations of E-rate recipients and service providers. To implement the inves-
tigative component of our plan, we established a working relationship with the Anti-
trust Division of the Department of Justice (DOJ). The Antitrust Division has estab-
lished a task force to conduct USF investigations comprised of attorneys in each of
the Antitrust Division’s seven (7) field offices and the National Criminal Office. We
are also supporting several investigations being conducted by Assistant United
States Attorneys.
We are currently supporting twenty-two (22) investigations and monitoring an ad-
ditional eighteen (18) investigations. Unfortunately, the increased interest in these
cases has resulted in an increased demand for OIG audit support. In fact, the
amount of audit support has exacerbated our previously stated concern about the
availability of resources and our ability to implement other components of our USF
oversight plan. Allegations being investigated in these cases include the following:
e Procurement irregularities—including lack of a competitive process and bid rig-
ging;

e False Claims—Service Providers billing for goods and services not provided;

e Ineligible items being funded; and

o Beneficiaries are not paying the local portion of the costs resulting in inflated
costs for goods and services to the program and potential kickback issues.

PUERTO RICO DEPARTMENT OF EDUCATION (PRDOE)

In this section of my testimony, I will briefly discuss allegations that my office
received regarding wrongdoing related to PRDOE’s involvement in the E-rate pro-
gram, describe the preliminary investigation that we conducted of this matter, and
discuss our on-going monitoring of PRDOE’s involvement in the E-rate program as
a result of these allegations. In addition, I will discuss programmatic concerns that
my office has developed as a result of our involvement in audits and investigations
that are highlighted by PRDOFE’s participation in the E-rate program.

Allegations from the Office of the Comptroller of Puerto Rico (OCPR)

In April 2001, my office was contacted by an auditor from the Office of the Comp-
troller of Puerto Rico (OCPR) and advised of allegations of wrongdoing by PRDOE
related to the receipt of E-rate funding. We were advised that PRDOE did not com-
ply with state and local procurement regulations during the vendor selection process
for funding years 1998 and 1999 of the schools and libraries program. In addition,
the auditor stated that two of the bidders argued against the selection decision and
that the appellate process was not followed as required by the regulations governing
PRDOE procurement actions. The auditor explained that the appellate process
would have prevented PRDOE from signing a contract until an administrative re-
view was conducted. Further, the auditor stated that PRDOE may have violated
program rules that require applicants to certify that they have secured access to all
the resources necessary to make effective use of the goods and services being pro-
vided. The auditor explained that, as part of the audit process, representatives from
OCPR visited schools and that “the majority of the schools” did not have electrical
connections and secure areas for the equipment. Further, the auditor stated that the
PRDOE has not obtained computers and had not provided training to teachers.

Preliminary Investigation

Based on the allegations, my office conducted a preliminary investigation to deter-
mine if the matter should be referred to federal law enforcement for investigation.
After receiving the allegation from the Office of the Comptroller, we contacted the
Universal Service Administrative Company (USAC) and requested documents rel-
evant to this matter. On May 17, 2001, we received the requested documents from
USAC. In their narrative summary, USAC stated that PRDOE has applied for uni-
versal service support for schools and libraries in each funding year of the program.

A summary of E-rate commitments and disbursements for funding years 1998,
1999, and 2000 is as follows:

Funding Year Service Provider Commitments Disbursements

1998 oo Data Research Corporation (DRC)
Puerto Rico Telephone Company, Inc. (PRTC)

$11,796,599 $11,796,160
34,426,082 9,933,963




17

Funding Year Service Provider Commitments Disbursements

$46,222,681 $21,730,123

$42,124,085 $25,204,157
14,755,694 8,331,894

Data Research Corporation (DRC) .....
Puerto Rico Telephone Company, Inc.

$56,879,779  $33,536,051

2000 <o Data Research Corporation (DRC)
Puerto Rico Telephone Company, Inc. (PRTC)

$37,674,521 $32,565,581
17,930,567 13,391,113

$55,605,088  $45,956,694

Total oo Data Research Corporation (DRC)
Puerto Rico Telephone Company, Inc. (PRTC)

$91,595,205 $69,565,897
67,112,343 31,656,971

$158,707,548  $101,222,868

On May 29, 2001, we held a teleconference with the auditor from OCPR who had
contacted my office regarding this matter. The objective of the teleconference was
to further discuss the allegations set forth in the referral and to determine if any
additional information was available relevant to this matter. During the teleconfer-
ence, we discussed the scope of the audit performed by the Office of the Comptroller
and the extent of testing performed during the review. In addition, we made ar-
rangements to obtain additional information including a copy of the regulations gov-
erning the PRDOE procurement process. During the teleconference, the auditor stat-
ed that fieldwork on the audit was performed from March 2000 through April 2001.
The auditor stated that a draft report had been prepared summarizing the results
of the audit but that the draft report was still going through the review process and
would not be available for approximately two months. During the teleconference, the
auditor provided a detailed description of the work performed to support the allega-
tions contained in referral. With respect to the procurement, the auditor stated that
they reviewed proposals and other documents documenting the evaluation process,
interviewed PRDOE personnel involved in the process, and interviewed a service
provider. To determine whether the PRDOE had the resources available to make ef-
fective use of the eligible services, OCPR auditors visited thirty (30) schools and ex-
amined the level of implementation.

Included in the documents provided by USAC was a Draft Agreed-Upon Proce-
dures Report Prepared by Arthur Andersen summarizing the results of an agreed-
upon procedures review they conducted for E-rate recipients in Funding Year 1998.
Arthur Andersen selected the Puerto Rico Department of Education as one of the
recipients where procedures were performed. Arthur Andersen examined the pro-
curement process during Funding Year 1998 as part of that review. In addition, Ar-
thur Andersen visited two schools and a data center as part of the examination to
determine whether the PRDOE had the resources available to make effective use
of the eligible services. In their draft report, Arthur Andersen stated that they had
ascertained “through discussion with PRDOE management that they had estab-
lished appropriate (sic) to evaluate and select the most cost-effective bidder based
on the responses to their 470 posting.” Arthur Andersen further stated that
“PRDOE management also indicated that all bids received were appropriately evalu-
ated in accordance with state and local requirements.” With respect to the avail-
ability of resources, Arthur Andersen stated that “we noted that there were no
(desktop) computers in any of the classrooms visited” and that, as a result, “PRDOE
was not able (as of the date of our site visit) to fully meet the educational objectives
(and training requirements) for which E-Rate funding had been provided.” We ob-
tained additional information from USAC regarding the scope of the Arthur Ander-
sen review including working papers documenting the procedures performed to
evaluate the procurement process followed by PRDOE.

Based upon our assessment of this information and our discussion with the audi-
tor from the OCPR, we determined that the audit performed by OCPR was more
comprehensive in nature and included a more detailed examination of both the pro-
curement process and the availability of resources. Further, we determined that
OCPR, given their role in the government of Puerto Rico and their knowledge of the
operations of PRDOE, was better positioned to evaluate the schools and libraries
program in Puerto Rico. Based on the results of our preliminary investigation, we
referred this matter to Federal law enforcement on May 31, 2001. That investigation
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is on-going and we are continuing to provide support to the investigation as war-
ranted.
On-going Monitoring of PRDOE

In addition to supporting an on-going Federal investigation related to this matter,
my office has continued to monitor efforts by PRDOE to address issues related to
funding years 1998, 1999, and 2000, and to continue to participate in the E-rate pro-
gram. An auditor from my staff participated as an observer in three (3) meetings
between USAC and PRDOE during 2002. In a meeting in January 2001, representa-
tives from PRDOE presented a plan to address concerns from funding years 1998,
1999, and 2000. In a meeting in April 2002, representatives from PRDOE provided
a status report on activities that they had taken to implement their corrective action
plan. In a meeting in October 2002, representatives from PRDOE, including the Sec-
retary of PRDOE, provided a status on implementation of corrective action and
made an argument for approval of FY 2001 and 2002 funding. In February 2004,
a representative from my office traveled to Puerto Rico to assist professional staff
from the Energy and Commerce Committee during their investigation of PRDOE
participation in the E-rate program.

PROGRAMMATIC CONCERNS HIGHLIGHTED BY PRDOE’S PARTICIPATION IN E-RATE

The Puerto Rico matter highlights several concerns that my office has with the
E-rate program as a result of our involvement in audits and investigations.

Resolution of Audit Findings and Fund Recoveries—Since our involvement in this
program, I have become increasingly concerned about efforts to resolve audit find-
ings and to recover funds resulting from E-rate beneficiary audits. It has been our
observation that audit findings are not being resolved in a timely manner and that,
as a result, actions to recover inappropriately disbursed funds are not being taken
in a timely manner. In some cases, it appears that audit findings are not being re-
solved because USAC is not taking action in a timely manner. In other cases, find-
ings are not being resolved because USAC is not receiving guidance from the Com-
mission that is necessary to resolve findings. USAC is prohibited under program
rules from making policy, interpreting unclear provisions of the statute or rules, or
interpreting the intent of Congress. As a result of this prohibition, USAC must seek
guidance from the Commission when audit findings are not clearly violations of
Commission rules.

In the case of PRDOE, we have concerns about the manner in which audit find-
ings identified by Arthur Anderson during their audit of PRDOFE’s participation in
the E-rate program in funding year 1998 were resolved. Although we were not in-
volved in this audit, we obtained and reviewed the report as part of our preliminary
investigation of the allegations raised by OCPR. In addition, we have continued to
obtain information on the resolution of USAC audits as part of our program over-
sight activities. In their report, Arthur Anderson identified three (3) findings during
their audit of PRDOE. Two of the audit findings related to services being delivered
after the last date to receive services. The third finding related to inadequate detail
being provided on customer bills. The three findings and resolution of those findings
as identified in the final audit report are as follows:

Finding Finding Detail Resolution
Services delivered after 6 of 38 cabling projects could not be No Action Required. Received FCC waiver of rule
the last date to receive verified as complete as testing was not violation consistent with the other 1998 (FY1)
services. completed. rule violations waived in the 10/8/99 order.
Inadequate detail provided The contract payment was reduced due to No Action Required. This observation has been
on customer bills. the contractor failing to install in some classified as a non-material finding, as there
schools by the due date. However, there is not evidence of any request for reimburse-

was insufficient documentation to verify ment for ineligible equipment.
the accuracy of the reduction.
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Finding Finding Detail Resolution

Services delivered after Non e-rate equipment (100,000 Action Pending. SLD wrote to the Puerto Rico
the last date to receive workstations) was not installed due to a Department of Education (PRDOE) about this
services. legal dispute with a potential bidder. observation. PRDOE then asked for a meeting

with the FCC and SLD at which time they
disclosed that there were significant irreg-
ularities concerning the application and in-
stallation of approved services. PRDOE has
been responsive to the issues raised and has
conducted their own investigation. Commit-
ments and disbursements are on hold pend-
ing final resolution with the FCC.

With respect to the first finding, USAC determined that no action was required
because of a Commission rule waiver for funding year 1998. We examined the find-
ing and the rule waiver and questioned the applicability of the waiver to this find-
ing. The finding relates to the delivery of goods and services by the required deliv-
ery date. The section of the rule waiver referenced by USAC in response to our in-
quiries addresses competitive bidding and form 471 filing. USAC explained that
they received confirmation from Commission staff that an installation after the Sep-
tember 30 deadline would qualify under the order. We obtained and examined a
copy of this confirmation and questioned the authority of the staff attorney who pro-
vided this confirmation to waive rules that are “similar” to the rules waived in the
rule waiver for funding year 1998. We requested an explanation from the Commis-
sion staff and were advised that the interpretation by the staff attorney in this mat-
ter was “overly broad” and that waiver order “did not waive the requirement that
services be installed by a specific date.”

With respect to the second finding, USAC determined that no action was required
and classified this as a non-material finding at the same time stating in the report
that the “Audit report did not contain sufficient detail to determine the exposure
amount.” We requested additional explanation from USAC and were advised that
“because of a lack of detail within the contract and customer bills the auditors were
unable to verify the accuracy of this reduction” and that “the auditor did not make
a determination as to the potential risk.” USAC went on to state that “(t)he lack
of detail in the contract or the customer bill is not considered a rule violation and
we have not sought recovery in these instances.” The issue of violating program
rules versus non-compliance with USAC procedures is a matter of serious concern
that is addressed later in this testimony. The issue of required documentation under
program rules is also an area of concern that I address in more detail later in this
testimony.

The third finding, computers not being installed as a result of a bidder dispute,
is the issue that started the discussion between USAC and PRDOE in which other
irregularities were raised. In response to a letter from USAC regarding this finding,
PRDOE met with USAC in January 2002 and presented the results of an assess-
ment they performed on the status of the school network funded by E-rate. We refer
to this assessment in our discussion of concerns related to applicant certifications
and delivery of goods and services.

Competitive Procurement—Program rules require that applicants use a competi-
tive procurement process to select vendors. In establishing this requirement, the
Commission recognized that “(c)ompetitive bidding is the most efficient means for
ensuring that eligible schools and libraries are informed about all of the choices
available to them” and that “(a)bsent competitive bidding, prices charged to schools
and libraries may be needlessly high, with the result that fewer eligible schools and
libraries would be able to participate in the program or the demand on universal
service support mechanisms would be needlessly great.”

Applicants are required to submit a form 470 identifying the products and serv-
ices needed to implement the technology plan. The form 470 is posted to the USAC
web page to notify service providers that the applicant is seeking the products and
services identified. Applicants must wait at least 28 days after the form 470 is post-
ed to the web site and consider all bids they receive before selecting the service pro-
vider to provide the services desired. In addition, applicants must comply with all
applicable state and local procurement rules and regulations and competitive bid-
ding requirements. The form 470 cannot be completed by a service provider who will
participate in the competitive process as a bidder and the applicant is responsible
for ensuring an open, fair competitive process and selecting the most cost-effective
provider of the desired services. Further, although no program rule establishes this
requirement, applicants are encouraged by USAC to save all competing bids for
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services to be able to demonstrate that the bid chosen is the most cost-effective, with
price being the primary consideration.

Although the programs competitive bidding requirements were intended to ensure
that schools and libraries are informed about all of the choices available to them,
we have observed numerous instances in which beneficiaries are not following the
program’s competitive bidding requirements or are not able to demonstrate that
competitive bidding requirements are being followed. In the case of PRDOE, we
have several concerns about whether or not a competitive procurement process was
followed during the selection of service providers.

e OCPR highlighted numerous concerns regarding the competitive process in their
allegations provided in April 2001 and previously discussed in this testimony.

e OCPR reported numerous examples of PRDOE non-compliance with procurement
regulations in Audit Report TI-03-09 summarizing the results of their audit of
the acquisition of equipment and services related to the EDUNET network (i.e.,
PRDOE'’s involvement in the E-rate program).

e The United States Department of Education Office of Inspector General (ED OIG)
has issued numerous reports over the last several years highlighting contract
administration issues with PRDOE.

Program rules require that applicants follow a competitive process and that appli-
cants keep the kinds of procurement records that they keep for other purchases.
However, Commission staff have provided guidance stating that “the mere failure
of the beneficiary to produce documentation relating to the competitive bidding proc-
ess cannot form the basis for finding a rule violation or seeking recovery of funds.
A rule violation could be established if the audit process secured the beneficiary’s
record retention plan and determined that the beneficiary had failed to comply with
that policy.” Commission staff have stated that a rule violation “could be established
if the audit process secured the beneficiary’s record retention plan and determined
that the beneficiary had failed to comply with that policy.” In effect, Commission
staff have taken the position that if no record retention plan exists, there is no re-
quirement for the applicant to maintain records.

Delivery of Goods and Services—Site visits are conducted during most E-rate ben-
eficiary audits. Site visits are conducted for several reasons including to evaluate
the eligibility of facilities where equipment is installed, verify that equipment is in-
stalled and operational, and to verify that equipment is being used for its intended
purpose. In the case of PRDOE, we have several concerns about the delivery of
goods and services.

o In their January 2002 presentation to USAC, PRDE reported that:

e the status of each school regarding internal cabling, communication lines,
servers, physical facilities and electricity was unknown because no reliable
documentation was available;

e communication lines from a sample of 100 schools were not installed, were
not activated, or were out of service; and that
e many of the schools have electrical deficiencies and security problems.

e During their audit, Arthur Anderson reported that six (6) of thirty (38) cabling
projects could not be verified as complete as testing was not completed. As I
indicated previously, USAC closed this audit finding because of guidance re-
ceived from Commission staff regarding the Commission’s rule waiver regarding
funding year 1998. Commission staff have subsequently advised us that the rule
waiver order for funding year 1998 did not address the rule governing delivery
of equipment by the required due date.

e In February 2004, a representative from my office accompanied professional staff
from the Energy and Commerce Committee during a visit to Puerto Rico. Dur-
ing that visit, the OIG representative and House staff were advised that a large
number of wireless cards (approximately 74,000) that were purchased with E-
rate funding remained on a loading dock in a PRDE warehouse. We visited the
warehouse and confirmed that the wireless cards were in their original pack-
aging on pallets. The E-rate program purchased 74,224 wireless cards during
funding year 1999 at a total cost to the program of approximately $24,123,592,
including installation.

Reliance on Applicant Certifications—The E-rate program is heavily reliant on ap-
plicant certifications. On the form 470, applicants certify that the support received
1s conditional upon the ability of an applicant to secure access to all of the resources,
including computers, training, software, maintenance, and electrical connections,
necessary to use effectively the services that will be purchased under this mecha-
nism. Other certifications are required on various program forms. In the case of
PRDOE, we have several concerns about whether or not PRDOE was prepared to
make effective use of the goods and services purchased.
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e In their January 2002 presentation to USAC, PRDOE reported that:

e The server and communications infrastructure required at the central offices
was inappropriate to properly utilize the network;

¢ no network management process had been defined; and

e many of the schools had electrical and security problems.

e In their April 2003 Audit Report (TI-03-09) summarizing the results of their audit
of the acquisition of equipment and services related to the EDUNET network,
OCPR reported that:

e The communications network infrastructure installed in the school was not
being used;

e the Department had not acquired computers for the students;

o the teachers had limited knowledge of computer use; and

e the physical and electrical conditions in the schools did not have the capacity
required to use the communications equipment and computers. With respect
to this issue, OCPR reported that:
o Fifteen of the thirty schools visited did not have adequate electrical instal-
lations for connecting the computers they expected to acquire for students;
o twelve of the thirty schools visited did not have grills for the protection of
the installed communications equipment;
. (:/ileven of the thirty schools did not have locked cabinets for the equipment;
an
e four of the thirty schools did not have adequate locks on the doors of the
rooms where the communications equipment was located.

OTHER PROGRAMMATIC CONCERNS

In addition to concerns that are highlighted by the PRDOE’s participation in the
E-rate program, my office has identified other concerns as a result of our participa-
‘Eitl)ln in E-rate audits and investigations. A brief summary of those concerns is as
ollows:

Program Design and Beneficiary Compliance—Under Commission staff oversight,
USAC has implemented numerous policies and procedures to administer the E-rate
program. In some cases, the Commission has adopted these USAC operating proce-
dures, in other cases however, USAC procedures have not been formally adopted by
the FCC. In those cases where USAC implementing procedures have not been for-
mally adopted by the Commission, it is the position of Commission staff that there
is no legal basis for recovery of funds when applicants fail to comply with these pro-
cedures.

We are concerned about the distinction that Commission staff makes between pro-
gram rules and USAC implementing procedures for a number of reasons.

e First, we believe that this distinction represents a weakness in program design.
Within their authority under program rules, USAC has established imple-
menting procedures to ensure that program beneficiaries comply with program
rules and that the objectives of the program are met. In those cases where
USAC has established implementing procedures that are not supported by pro-
gram rules, USAC and the Commission have no mechanism for enforcing bene-
ficiary compliance.

e Second, we believe that it is critical that participants in the E-rate program have
a clear understanding of the rules governing the program and the consequences
that exist if they fail to comply with those rules. We are concerned that the
Commission has not determined the consequences of beneficiary non-compliance
in many cases and that, in those instances where the Commission has ad-
dressed the issue of consequences for non-compliance, the consequences associ-
ated with clear violations of program rules do not appear to be consistent.

e Third, a clear understanding of the distinction between program rules and USAC
implementing procedures is necessary for the design and implementation of ef-
fective oversight. It is necessary for the timely completion of audits and the
timely resolution of audit findings and implementation of corrective action re-
sulting from audits.

Applicant Technology Planning—As I have discussed above, program rules require
that applicants prepare a technology plan and that the technology plan be approved.
The approved technology plan is supposed to include a sufficient level of information
to justify and validate the purpose of a request for E-rate funding. USAC imple-
menting procedures state that approved technology plans must establish the connec-
tions between the information technology and the professional development strate-
gies, curriculum initiatives, and library objectives that will lead to improved edu-
cation and library services. Although the technology plan is intended to serve as the
basis for an application, we have observed many instances of non-compliance with
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program rules and USAC procedures related to the technology planning process. Ex-
amples of technology planning concerns identified during audits and investigations
are as follows:

e Technology plans are not being reviewed and approved in accordance with pro-
gram rules. Commission staff have provided guidance failure to prepare a tech-
nology plan and have that plan approved in a timely manner is basis for full
recovery of disbursements.

e Technology plans do not address all required plan elements in accordance with
USAC implementing procedures for technology planning. As I have discussed
above, Commission staff have provided guidance that failure to comply with
USAC implementing procedures for technology plans is not a rule violation and
does not warrant recovery of funds.

e Applicants not being able to provide documentation to support the review and ap-
proval of technology plan.

USAC guidance on technology planning states that “(i)n the event of an audit, you
may be required to produce a certification similar to the SLD sample ‘Technology
Plan Certification Form,” in order to document approval of your technology plan.”
Numerous audits have included findings beneficiaries were unable to provide docu-
mentation to demonstrate the review and approval of technology plans. Although
program rules require that applicants have a technology plan and that the plan be
approved, the rules do not require that the applicant maintain specific documenta-
tion regarding the approval process.

Discount Calculation—The E-rate program allows eligible schools and libraries to
receive telecommunications services, Internet access, and internal connections at
discounted rates. Discounts range from 20% to 90% of the costs of eligible services,
depending on the level of poverty and the urban/rural status of the population
served, and are based on the percentage of students eligible for free and reduced
lunches under the National School Lunch Program (NSLP) and other approved al-
ternative methods. A number of audits have identified audit findings that applicants
have not followed program requirements for discount rate calculation or were unable
to support the discount rate calculated.

Payment of the Non-Discount Portion—Applicants are required to pay the non-dis-
count portion of the cost of the goods and services to their service providers and
service providers are required to bill applicants for the non-discount portion. The
discount rate calculation and program requirement for payment of the non-discount
portion are intended to ensure that recipients avoid unnecessary and wasteful ex-
penditures and encourage schools to seek the best pre-discount rate. Examples of
concerns identified during audits and investigations are as follows:

e Applicant not paying the non-discount portion;
e Applicant not paying the non-discount portion in a timely manner; and
e Service providers not billing recipients for the non-discount portion.

CONCLUSION

The Office of Inspector General remains committed to meeting our responsibility
for providing effective independent oversight of the Universal Service Fund pro-
gram. As I have described in this testimony, we continue to have numerous concerns
about this program. The results of audits that have been performed and the allega-
tions under investigation lead us to believe the program may be subject to unaccept-
ably high risk of fraud, waste and abuse through noncompliance and program weak-
nesses. We are concerned with efforts to resolve audit findings and to recover funds
resulting from E-rate beneficiary audits and we are concerned with aspects of pro-
gram design and beneficiary compliance with program rules. In view of these con-
cerns, I believe that it would be appropriate to conduct a broad based review of the
program.

We believe we have made significant progress toward our goal of designing and
implementing an effective, independent oversight program. However, primarily be-
cause of a lack of adequate resources, we have been unable to implement our over-
sight program. As I have stated previously, until resources and funding are avail-
able to provide adequate independent oversight for the USF program, we are unable
to give the Chairman, Congress and the public an appropriate level of assurance
that the program is protected from fraud, waste and abuse.

Thank you, Mr. Bennett and I will be happy to answer any of your questions.

Mr. GREENWOOD. Thank you, Mr. Feaster.
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TESTIMONY OF MANUEL DIAZ SALDANA

Mr. SALDANA. Mr. Chairman and members of the Subcommittee
on Oversight and Investigations of the U.S. House of Representa-
tives, good morning. My name is Manuel Diaz Saldana. I come be-
fore this committee in my official capacity as Comptroller of the
Commonwealth of Puerto Rico in response to your invitation of
June 1, 2004. Accompanying me today are Attorney Alfonso
Cristian, Assistant Comptroller, and Ms. Olga Ortez, auditor.

I am pleased to be able to participate in these hearings and
share with you the information obtained during the audit con-
ducted on the E-Rate Program implemented in the Puerto Rico De-
partment of Education regarding the acquisition of equipment and
services for the EDUNET network. In more detail a statement on
this subject has been submitted to this subcommittee. The role of
the Comptroller is to audit all the programs, accounts, and expend-
itures of the Commonwealth of its agencies and instrumentalities
and of its municipalities in order to determine if they have been
made in accordance with the law. The findings with recommenda-
tions to the Government entities are published by me of all these
reports on the Internet also.

The funds assigned to subsidize government programs are treat-
ed as if they were, for all intent and purposes, revenues, accounts,
and expenditures of the Commonwealth of Puerto Rico. Violations
of law are referred to the appropriate state, local, or Federal agen-
cies. Complying with the recommendations, this money is covered
by means of a program called the Corrective Action Plan, CAP. The
audit report that we made is TI-03-09 of April 14, 2003. This report
covers the period from March 24, 2000, to April 27, 2001, and fo-
cuses on five findings.

Finding 1: Aggressive acquisition of equipment and services for
the EDUNET network without the use of a formal bidding process
and other deficiencies. The first phase consisted of establishing the
infrastructures for the communications network including internal
connections and telecommunications and Internet access for 760
schools. This phase was to be completed by September 30, 1999.

In October 1998 the Education Department awarded three con-
tracts to two companies, Puerto Rico Telephone Company and DRC
Corporation at a cost of $51.3 million for the acquisition of tele-
communication equipment and contracting the Internet access
services.

The second phase of the Internet project consisted of establishing
the infrastructure for the communication network including inter-
nal connections and telecommunications with wireless technology
and providing Internet access for 780 addition schools. This phase
was to be completed by September 30, 2000. On April 5, 1999, the
Education Department awarded a contract to DRC in the amount
of $§1.4 million for work on the second phase of the EDUNET net-
work.

Finding two addresses deficiencies detected in implementation
and use of the telecommunication infrastructure installed for the
EDUNET network in schools. These were detected during a phys-
ical inspection of the schools. The telecommunication infrastructure
network installed in schools was not being used. The Education De-
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partment has not acquired computers for the students. The teacher
does not have the knowledge in computer use.

Physical and electrical conditions in the schools do not have the
capacity required for using the communication and computer equip-
ment. In fifteen schools 50 percent of those lack adequate electrical
installation to connect the computers that were to be acquired for
the students. We believe these deficiencies resulted from the poor
planning and inadequate supervision of the contractors by the Edu-
cation Department.

Finding three addresses the improper use of Federal funds from
a Federal program for expenses incurred by the Education Depart-
ment on the EDUNET network.

Finding four addresses the absence of important clauses in the
contract that would have been protecting the best interest of the
Education Department. Two of these contracts did not contain
clauses requiring the contractor to supply certain documents re-
quired by the Commonwealth regulations regarding compliance
with local tax regulations and filing tax returns.

Finding five addresses the fact that two contracts related to the
EDUNET network were not raised to the Office of the Comptroller
and others were raised late as required by law.

Status of the Findings: All findings were referred to the Sec-
retary of Justice of the Commonwealth. To this day the findings
are still under advisement. The findings were also referred to the
Education Department which has notified us that they have taken
steps to remedy these equations.

Conclusion: Mr. Chairman, the improper use of Commonwealth
and Federal funds, especially in PRDOE programs that are directly
related to the proper education of children is of serious and vital
concern to our office. I thank you for the interest in this important
issue and I would be happy to answer any questions that any mem-
ber of this committee might have. Thank you.

[The prepared statement of Manuel Diaz Saldafa follows:]

PREPARED STATEMENT OF MANUEL DiAZ SALDANA, COMPTROLLER, COMMONWELTH OF
PUERTO RICO

In my capacity as Comptroller of the Commonwealth of Puerto Rico (Comptroller),
and as requested by you, I am pleased to offer information regarding the E-rate pro-
gram in the Puerto Rico Department of Education (PRDOE). This is a federal pro-
gram designed to subsidize the deployment of telecommunication services to eligible
schools and libraries.

Before going into the Audit Report, I will briefly describe our oversight role re-
garding the expenditure of public funds within the Commonwealth of Puerto Rico.
This background information may help the Subcommittee understand the nature of
our audits, the reports we issue and our jurisdiction.

Article III, Section 22, of the Constitution of the Commonwealth of Puerto Rico,
created the position of Comptroller in 1952. The Comptroller is appointed by the
Governor with the advice and consent of the majority of the total number of mem-
bers of the Puerto Rico Legislature. In my case, I was sworn in, on October 2, 1997,
for a period of 10 years, which term is established also by the Constitution. The role
of the Comptroller is set forth in the Constitution: to...audit all the revenues, ac-
counts and expenditures of the Commonwealth, of its agencies and instrumentalities
and of its municipalities, in order to determine if they have been made in accordance
with the law. Because of this constitutional mandate, the audits are conducted with
full independence from the three branches of government.

The findings on every audit are published by means of audit reports prepared
upon completion of the investigation. Before publishing, each report is first sent to
the Governor, the President of the Senate and the Speaker of the House of Rep-
resentatives. In the reports, we provide recommendations to the audited entities.
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Concurrently with the adoption of the Constitution of Puerto Rico, our legislature
enacted Law No. 9 on July 24, 1952, which set the framework and further defined
the purpose and scope of the Office of the Comptroller. Among other things, said
law grants authority to the Comptroller to: (a) adopt auditing standards, (b) deter-
mine when to publish and whom to notify our reports, (c) delegate any function, ex-
cept rulemaking, (d)—require other agencies to comply with our requests for finan-
cial and other information necessary for a complete understanding of the matter
under investigation, (e) issue subpoenas, and (f) require any public official, except
the Governor of Puerto Rico, to comply with a subpoena issued by the Office of the
Comptroller.

The Office of the Comptroller treats federal funds that are assigned to subsidize
local government programs as if they were, for all intent and purposes, revenues,
accounts and expenditures of the Commonwealth of Puerto Rico. As such, we gen-
erally audit them as part of the audit of the local fund allocated to the government
entities’. However, these audits are not done to comply with any federal government
purpose or requirement. They are strictly a local initiative to ascertain the appro-
priate use of such funds. Nevertheless, it should be pointed out that government
agencies that receive federal funds usually are required to make a commitment to
the federal government to audit the use of such funds, using external auditors, as
part of the qualification process to receive them. Therefore, our audit of federal
funds is an additional control measure that we have voluntarily adopted.

Ours is a post-audit function, generally limited to compliance, not financial audit-
ing. In other words, we audit transactions that have already occurred to make sure
they have been carried out in compliance with applicable laws and regulations. Fur-
thermore, the audit work we carry out is governed by generally accepted auditing
standards adopted by the Comptroller. Pre-audits are beyond our jurisdiction.

Our Mission’s statement conforms to the constitutional mandate: to oversee the
transactions of public funds and property, with independence and objectivity, in
order to ascertain that they have been carried out in accordance with the law, and
to promote the effective and efficient use of government resources for the benefit of
our people. The Vision is to be a world-class model for public office, distinguished
by: the excellence of its highly qualified human resources, dedicated to continuous
improvement, a sophisticated infrastructure and optimum quality services. Included
in our Vision is our obligation to serve Puerto Rico as a true agent of change, inte-
grating the efforts of the public and private sectors, in order to promote the honest
use of the resources entrusted to the government by the People.

We have adopted many personal and professional Values, which are com-
prehended in the followings Core Values:

Commitment—We are dedicated to our work

Integrity—We work in a responsible manner
Sensibility—We respect the dignity of all human beings
Justice—We watch for the strictest compliance with the law
Excellence—We are constantly improving ourselves

The Mission, Vision and Values define not only what we are as a highly re-
garded public institution, but also who we are as public servants.

Our Office is not a law-enforcement agency, nor do we have judicial or administra-
tive adjudicating powers. Findings arising out of the audit reports are referred to
the appropriate law enforcement agencies, such as the local Justice Department, the
Office of Government Ethics of Puerto Rico and the Office of the Special Inde-
pendent Prosecutor’s Panel of Puerto Rico. Our findings can also be referred to the
United States District

Attorney’s Office for the District of Puerto Rico, and other federal agencies that
use our findings to further their investigations, particularly if the audit reveals the
improper use of federal funds.

Once an audit report is published we monitor the agency’s compliance with the
recommendations by means of a follow-up program called the Corrective Action Plan
(CAP). This plan provides all government entities 90 days to submit an initial CAP.
This period begins on the first day of the month following the publication of the
audit report. Complementary reports must be submitted within 90 days from the
initial report or a preceding complementary report.

I will now directly address Audit Report TI-03-09, published by our Office on April
14, 2003. This report was the result of an audit conducted by our Information Tech-
nology Audit Division on the Office of Information Systems and School Technology
of PRDOE regarding the acquisition of equipment and services for the EDUNET
network and the contracting and implementation of the network.

The Audit Report covers from March 24, 2000 through April 27, 2001, and focuses
on five major findings. A mayor finding is defined in our report as a deviation from
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norms regarding the operations of the audited unit that have a material effect, ei-
ther in quantitative or qualitative terms.

FINDINGS AND RECOMMENDATIONS

Finding 1—Acquisition of equipment and services for the EDUNET network without
the use of a formal bidding process and other deficiencies related to the contracts
awarded

In 1997 the PRDOE embarked on a telecommunications project called EDUNET.
It consisted of a communications network between all schools and administration of-
fices. The purpose of the project was to integrate technology with education. The
project encompassed videoconferencing and Internet access. The program would in-
volve a total of 1,540 schools.

In March 1998 PRDOE submitted a request for federal E-rate funds to begin im-
plementation of the first phase of EDUNET. This phase consisted of establishing the
infrastructures for the communications network, including internal connections and
telecommunications, and providing Internet access for—760 schools. It was esti-
mated the phase would be completed by September—30,—1999.

In October 1998 PRDOE awarded the contracts listed below to two companies at
a cost of $51,353,490 for acquiring the telecommunications equipment and con-
tracting the Internet access services:

CONTRACTS
NUMBER DATE SERVICE COST
1. 081-99-0161 October 26, 1998 Telecommunications $31,122,910
2. 081-99-0162 October 26, 1998 Transport & Internet .... 7,123,248
3. 081-99-0164 ..o October 15, 1998 ..o Internal Connections ................... 13,107,332
$ 51,353,490

The first two contracts were awarded to Puerto Rico Telephone Company (PRTC)
and the third to DRC Corporation. The first contract was later amended by Contract
081-99-0161A to change the telecommunications equipment. The amendment re-
duced the contract’s cost to $10,863,557. The contract included recurring costs for
the rent of telecommunication lines.

The second contract was also amended by Contract 081-99-0162A to change the
transport services. This had the effect of increasing the costs to $17,374,754. The
contract included recurring costs for Internet access services.

As of April 27, 2001, the cutoff date of the audit, both companies had submitted
invoices for $40,059,626. Of this amount, $35,854,964 had been paid from Erate
funds and $3,114,638 from Commonwealth funds. Unpaid invoices totaled—
$1,090,024.

Our audit revealed that:

1. Contrary to federal and Commonwealth regulations, formal bid procurement
procedures were not followed to award the three contracts. PRDOE only considered
the proposals submitted by the two companies that were contracted. The first two
contracts were awarded to PRTC and the third one to DRC Corporation.

2. The Director of PRDOE’s Budget Department certified the availability of funds
to pay for the services rendered under the contracts on February 22, 1999. That is,
119 days after the contracts were awarded.

3. Contrary to established rules, there was no evidence that the contracts were
approved by the Commonwealth’s Office of Management and Budget, either before
or after they were awarded.

In March 1999 PRDOE submitted a new request for E-rate funds to the federal
government. These additional funds were considered necessary for the second phase
of the EDUNET network. This phase consisted of establishing the infrastructure for
the communications network, including internal connections and telecommuni-
cations, with wireless technology and providing Internet access for 780 schools. Fed-
eral funds in the amount of $56,879,778 were approved for this second phase.
PRDOE had to match that assignment with Commonwealth funds in the amount
of $6,373,499. It was estimated the phase would be completed by September 30,
2000.

On April 5, 1999, PRDOE awarded contract 081-99-0423 to DRC, in the amount
of $51,478.221 to work on the second phase. As of April 27, 2001, the cutoff date
of our audit, the company had submitted invoices for $33,849,881. Of this amount
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$26,834,997 had been paid from E-rate funds and PRDOE had paid $6,885,731 from

Commonwealth funds. Unpaid invoices amounted to $129,153.

The audit also revealed that:

1. Contrary to federal and Commonwealth regulations formal bid procurement
procedures were not followed to award the contract. Instead, PRDOE requested and
evaluated proposals. PRDOE named an Evaluations Committee to evaluate pro-
posals for the E-rate funds. An examination of the request for proposals and the pro-
cedure followed by PRDOE in awarding this contract to DRC revealed, furthermore,
the following irregularities:

a. The request for proposals did not specify a final date for their submission. Nei-
ther did it specify a date for opening the same.

b. Of the six proposals received only two complied with the requested specifications.
The director of PRDOE’s Office of Information Systems and School Technology
(OISST) evaluated them. There was no evidence indicating that the PRDOE’s
Evaluations Committee considered the proposals. OISST prepared two memos
to the Secretary of Education regarding the proposals but neither contained any
recommendation for awarding the contract or reasons for not considering the
other five proposals.

4. The Director of OISST requested from the Director of PRDOE’s Budget Office
a certification on the availability of funds to pay for the services rendered under the
contract on October 19, 1999. That is, 197 days after the contract was awarded.

5. Contrary to established rules, there was no evidence the contract was approved
by the Commonwealth’s Office of Management and Budget, either before or after it
was awarded.

RECOMMENDATIONS

Four recommendations were made on this finding. The first was directed to the
Secretary of Justice of the Commonwealth requesting her to consider the finding
and take any action that may be deemed appropriate (Recommendation 1). The
other three recommendations were directed to PRDOFE’s Secretary: the first was to
comply, in the future, with the regulations on awarding contracts that require a for-
mal bid process (Recommendation 2); the second was to make sure that they obtain,
before awarding any contract, a certification from PRDOE’s Budget Office on the
availability of funds to pay for the services required (Recommendation 3); and the
third was to make sure that they submit to the Commonwealth’s Office of Manage-
ment and Budget any contract regarding computer related products or services be-
fore awarding them (Recommendation 4).

Finding 2—Deficiencies in the implementation and the use of the tele-
communications infrastructure installed for the EDUNET network

In a physical inspection of 30 schools which took place from October 11 to Novem-
ber 21, 2000 (18 schools corresponding to the first phase, whose work was supposed
to have been completed by September 30, 1999, and 12 schools corresponding to the
second phase, whose work was supposed to have been completed by September 30,
2000) we discovered various deficiencies in the implementation of the EDUNET net-
work as follows:

a. The ‘Elelecommunications infrastructure network installed in the schools was not
used.
b. PRDOE had not acquired the computers for the students.
c. The teachers had limited knowledge on computer use.
d. Physical and electrical conditions in the schools didn’t have the capacity required
for using the communication and computer equipment, as follows:
1. Fifteen schools (50%) lacked adequate electrical installations to connect the
computers that were to be bought for the students.
2. Twelve of the schools (40%) lacked bars to protect the communication equip-
ment installed.
3. Eleven of the schools (37%) didn’t have their communication equipment cabi-
nets under lock and key.
4. Four of the schools (13%) didn’t have adequate locks in the doors of the rooms
where the communication equipment was installed.
5. Two of the schools (7%) had broken connection ports.
6. One of the schools (3%) maintained open the security covers on the antennas.
7. One of the schools under reconstruction maintained the antennas exposed to
water and dust.
8. The person in charge of maintenance in one of the schools had to patch some
holes in a wall because the contractors omitted to do it.



28

9. One of the schools maintained two connection boxes without covers and with
the cables exposed.

10. One of the schools had the communication cable tubing broken and sepa-
rated from the wall.

In our opinion poor planning and the absence of adequate continuous supervision
of the work done by the contractors caused these deficiencies. Because of our find-
ings, up to April 27, 2001, we believe PRDOE did not obtain any benefit from the
investment of $73,614,511 in internal connections and telecommunications, and
$294,996 in services from lines connected to the Internet of the EDUNET network
that correspond to the amounts billed by the contractors.

RECOMMENDATIONS

On this second finding we made two recommendations. The first, once again, di-
rected to the Secretary of Justice of the Commonwealth requesting her to consider
the finding and take any action that may be deemed appropriate (Recommendation
1). The other to PRDOE’s Secretary requesting that for any project similar to the
one discussed in this second finding the following have to be done: before acquiring
computer related equipment and awarding contracts for such services, make a study
to determine what else is necessary (Recommendation 5.a.); an efficient working
plan must be established to improve the infrastructure of all the schools and to com-
plete the implementation of the EDUNET network (Recommendation 5.b.); and
PRDOE must supervise all contractors adequately in order to attain the project’s ob-
jectives (Recommendation 5. c.).

Finding 3—The improper use of funds from a federal program for expenses
incurred by the Department [of Education] on the EDUNET network,
and the absence of participation of the Office of External Resources [of
the Department] in the evaluation and assignment of funds for said
project

On December 15, 1998 and August 25 1999 PRDOE awarded to a company con-
tracts amounting to $142,850. These were contracts 081-99-0286 ($44,850) and
ORE-081-00-070 ($98,000). The contracted services consisted of assessing the work
done by PRTC and DRC in the implementation of the EDUNET network. Part of
the money that was earmarked to pay for the services rendered, amounting to
$92,850 came from another federal program known as Title III Funds and $50,000
from the Goals 2000 Program, which were granted by the federal government for
other educational purposes not compatible with this contract.

As of April 10, 2001 PRDOE had improperly paid $44,850 using Title III Funds
for costs related to the first contract for work done between May and September
1999.

The process of assessing and assigning funds to pay for the contracts was done
in an irregular manner. PRDOFE’s Director of the Office of External Resources ap-
proved the use of said federal funds without first determining if the contracts com-
plied with the conditions of the federal programs that supplied the funds.

RECOMMENDATIONS

On the third finding we made three recommendations. The first, once again, was
directed to the Secretary of Justice of the Commonwealth requesting her to consider
the finding and take any action that may be deemed appropriate (Recommendation
1). The other two were directed to PRDOE’s Secretary requesting that he take steps
to ensure that Title III Funds are only used for the purposes for which they were
authorized by law (Recommendation 6), to make sure all proposals for using federal
funds be processed in PRDOE’s Office of Federal Affairs and that the transactions
involved comply with all applicable laws and regulations (Recommendation 7).

Finding 4—Absence of important clauses and certifications by the contrac-
tors in the contracts for services related to the EDUNET network
An evaluation of contracts 081-99-0161, 081-99-0162, 081-99-0164, and 081-99-
0423 and their respective amendments revealed the following mistakes:

1. Omission of important clauses and information that would have protected the
best interests of PRDOE:

a. Regarding conflicts of interest by the contracting companies’ personnel.

b. A stipulation to the effect that any changes in the services provided had to be
approved by PRDOE.

c. A stipulation to the effect that subcontractors had to be approved by PRDOE.

d. On contract 081-99-0423 the account from which the services rendered would be
paid was not identified.
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e. Contracts 081-99-0164 and 081-99-0423 did not include the employers’ social secu-
rity number and the incorporation registration number.

f. Contract 081-99-0164 did not include an enclosure with a list of the schools, which
would be receiving services under the contract. The auditors obtained the list
from PRDOE’s Request of Funds Form prepared on March 11, 1998.

g. In the amendments to the contracts (Nos. 081-99-0161A and 081-99-0162A), the
exhibits were not included as part of the contracts. They were also not available
for examination.

2. Contracts 081-99-0164 and 081-99-0423 did not contain clauses requiring the
contractors to supply certain documents required by Commonwealth regulations.
The following documents were not included in the contract files, nor were they avail-
able for examination:

a. Tax Debt Certifications and Income Tax Return Filing Certifications from the
Commonwealth Treasury Department

b. Personal and Real Estate Property Debt Certifications

c. Unefmployment, disability and social security for drivers (as applicable) Debt Cer-
tifications

RECOMMENDATIONS

On this fourth finding we made three recommendations. The first one once again
directed to the Secretary of Justice of the Commonwealth requesting her to consider
the finding and take any actions that might be deemed appropriate (Recommenda-
tion 1). The other two were directed to PRDOE’s Secretary requesting that he take
steps to ensure that all contracts contain the appropriate clauses to protect the in-
terests of PRDOE (Recommendation 8) and to make sure the contractors provide the
certifications required by laws or regulations (Recommendation 9).

Finding 5—Absence of registration or late registration of the contracts related to the
'DUNET network in the Office of the Comptroller of Puerto—Rico

According to Commonwealth Law No. 18, approved on October 30, 1975, as
amended, all government entities must maintain a register of all the contracts they
award, and their amendments. Additionally, they must submit a copy of the con-
tracts and amendments to the Office of the Comptroller within 15 days after the
contracts are signed.

As of March 12, 2001, PRDOE had not submitted contracts 081-99-0161, 081-99-
0162, and 081-99-0423, awarded in October 1998 and August 1999, or their respec-
tive amendments in the amount of $76,149,672.

There were also other contracts, identified in the Audit Report that were sub-
mitted late to our Office. The tardiness fluctuated between 175 and 397 days.

RECOMMENDATIONS

On this fifth finding we made two recommendations. The first one once again di-
rected to the Secretary of Justice of the Commonwealth requesting her to consider
the finding and take any actions that may be deemed appropriate (Recommendation
1) and the second to PRDOE’s Secretary requesting compliance with Law No. 18
(Recommendation 10).

As of the date of this letter, according to our evaluation of the CAP, and a com-
plementary report submitted by PRDOE, the status of the nine audit recommenda-
tions directed at them is as follows:

1. Recommendation 2, regarding PRDOFE’s compliance with regulations on awarding
contracts that require a formal bid process, is considered as having been com-
Fllifd W(ith. PRDOE has informed us that formal bidding procedures are being
ollowed.

2. Recommendation 3, regarding obtaining a certification from PRDOE’s Budget Of-
fice on the availability of funds to pay for the services required before awarding
any contract, is considered as having been complied with. PRDOE has informed
us that they are obtaining the certifications at the appropriate time.

3. Recommendation 4, regarding submission for approval to the Commonwealth’s
Office of Management and Budget any contract regarding computer related
products or services before awarding the same, will be followed-up on our next
audit of PRDOE.

4. Recommendation 5.a, regarding that a study must be made to determine what
is necessary before acquiring computer related equipment and awarding con-
tracts for such services similar to those discussed in Finding 2, will be followed-
up on our next audit of PRDOE.

5. Recommendation 5.b, regarding that in any project similar to the one discussed
in Finding 2, an efficient working plan must be established to improve the in-
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frastructure of all the schools and to complete the implementation of the
EDUNET network, is considered partially completed. PRDOE was asked to sub-
mit a working plan contemplating the status of every school and the completion
date for the EDUNET network by school. PRDOE has indicated that they plan
to have the EDUNET operating by December 2004.

6. Recommendation 5.c, regarding that in any project similar to the one discussed
in Finding 2, PRDOE must supervise all contractors adequately in order to at-
tain the project’s objectives, is considered as having been complied with.
PRDOE has informed us that the projects are being supervised adequately.

7. Recommendation 6, regarding using Title III federal funds only for the purposes
for which they were authorized by law, will be followed-up on our next audit
of PRDOE.

8. Recommendation 7, regarding processing in PRDOEFE’s Office of Federal Affairs all
proposals requesting federal funds and that the transactions involved comply
with all applicable laws and regulations, is considered as complied with.
PRDOE has informed us that the required processing is being done.

9. Recommendation 8, regarding the inclusion in all contracts of the appropriate
clauses to protect the interests of PRDOE, is considered as complied with.
PRDOE has informed us that the appropriate clauses are being included.

10. Recommendation 9, regarding contractors providing all the certifications re-
quired by laws or regulations, is considered as having been complied with.
PRDOE has informed us the certifications are being supplied.

11. Recommendation 10, regarding compliance with Law 18 which requires copies
of all contracts to be filed in the Office of the Comptroller, is considered as hav-
ingdbelen complied with. PRDOE has informed us they are in compliance with
said—law.

As of today, the recommendations made to the Secretary of Justice of the Com-
monwealth regarding each of the five findings are under advisement by said Sec-
retary.

As a normal working procedure we have accepted PRDOE’s allegations of compli-
ance with our recommendations based on the allegations they have included in their
CAP. In the next audit of the unit we will verify said compliance.

The proper use of Commonwealth and federal funds, especially in PRDOE pro-
grams that are directly related to the proper education of children, is matter of seri-
ous and vital concern to our Office. Mr. Chairman and all the other members of this
Committee, I thank you for your interest in this critical issue. If you, or your staff,
have any questions regarding this presentation, please call me at (787) 250-3300 or
call Mr. Alfonso M. Christian, Esq., Assistant Comptroller, at (787) 250-3305, or
Mrs. Lourdes Diaz at (787) 294-0286.

q Mr. GREENWOOD. Three seconds to spare, Mr. Saldafa. Well
one.

The Chair recognizes himself for 10 minutes for questions.

Let me start with you, Mr. Feaster, and let me just ask you the
most basic question. In your opinion, who is at fault for the E-Rate
funding that wasted money in Puerto Rico?

Mr. FEASTER. Well, obviously, I think, we have to point to the
PRDOE, Puerto Rican Department of Education, as the primary
problem here. Their failure to plan for effective use of the equip-
ment at one stage.

Mr. GREENWOOD. Is this a case of malfeasance or mis-feasance
or non-feasance?

Mr. FEASTER. I would sort of have to wait until the investigation
is completed to come to that conclusion but, certainly from the
standpoint of failure to plan for effective use of the equipment and
having the facilities and the equipment ready to use, the tele-
communication aspects need to be a major concern.

Mr. GREENWOOD. In your view, what drove the nature and the
magnitude of this program? This program that was clearly overly
ambitious providing equipment to hook up computers to the Inter-
net when they didn’t have the computers to do it, the lack of train-
ing, the lack of preparedness, the lack of planning. In your view,
was this overly ambitious program, did it result from vendors’ mo-
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tivation to sell more goods and services than the school could use?
Was that a motivating factor or do you think the size and scope of
their program was driven by the Department of Education?

Mr. FEASTER. I am sure a little bit of each of those. In other
areas we found the vendors are trying to stimulate business and
make money off these things. It is hard for us to say since we
haven’t done any work there and we are waiting for the outcome
of the investigations.

Mr. GREENWOOD. Okay. You talked about the auditing function
and you talked specifically about your auditing function. As we look
at this program and try to figure out what sort of structural re-
forms may be necessary, one of the questions that I have is where
is the best place or best places for the auditing to occur? That is
a clear common theme as we look at all of these school districts
there just seems to be a lack of auditing going on. Should that be
the function?

Should there be a more strenuous requirement that the school
district receiving these funds should hire, independent accounts to
audit the program and report both to the school district and to
USAC? Is that where part of it should lie? Should USAC itself have
more personnel dedicated to auditing or should that be an FCC
function that has more vigorous auditing, or should it be your shop,
the IG, or some combination?

Mr. FEASTER. Several years ago I was asked the question of how
many audits should we do and my answer was more. I think the
answer is a combination of all those people. Somebody is going to
have to provide the money to do these.

Mr. GREENWOOD. Excuse me for interrupting you but you can
ask for more Federal resources for your shop.

Mr. FEASTER. Yes, sir.

Mr. GREENWOOD. We can ask for more Federal resources for the
FCC but the program is bringing in $2.25 billion a year. It seems
to me there ought to be a way to use those funds for the auditing
function and to do it as part of the contract with the schools. If you
are going to give a school district $100 million or $50 million, that
seems like plenty of money to have a requirement that they hire,
the school district does, an outside auditor to monitor this in ways
perhaps the school district isn’t prepared or equipped to do.

Mr. FEASTER. I would agree with that. I think that all the parties
in there should be doing audits. The school district under a single
audit concept. USAC, we work closely with their internal auditing
staff. We do believe that our independent oversight, the FCC 1G’s
independent oversight, is probably the best way of doing it. As I
said before, we invite all types of audits.

Mr. GREENWOOD. This isn’t the first time that the Federal Gov-
ernment has overseen the giving away of grant money to localities.
It happens hundreds of different ways in the Federal Government
every day. Why are we reinventing the wheel here? Isn’t there a
stand operating—aren’t there standard operating procedures? Isn’t
there a state-of-the-art if you are going to move money through the
Federal Government?

I know this is unique in that the money never really lands in the
hands of the Federal Government per se but, nonetheless, it seems
to me that the FCC rules that govern how you audit a program like
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this ought to be modeled on some state-of-the-art. We have been
doing this for a couple of hundred years.

Mr. FEASTER. There is a grant model in existence and we would
re((:iommend at least evaluating the program against those stand-
ards.

Mr. GREENWOOD. And what is that grant money?

Mr. FEASTER. It basically calls for a single audit of these facilities
financed by the beneficiary or state or local government doing the
audit. It provides for better record keeping than the current pro-
gram.

Mr. GREENWOOD. How could this program exist for this number
of years without somebody at the FCC or somebody at USAC fig-
uring that out? You go to a standard model and to have the grant-
ees do the single audit.

Mr. FEASTER. I don’t have the answer to that question but we
had a lot of telecommunications attorneys trying to do grant work
and I think——

Mr. GREENWOOD. There is your problem. Elaborate if you would
on this business with the USAC procedures and the FCC rules. Do
I understand that one of the problems here is that if USAC, or any-
one else, discovers something that is consistently not going well
and USAC wants to change its procedures to tighten up the ac-
countability that they then have to go to FCC and go through a for-
mal rulemaking procedure before they can do that?

Mr. FEASTER. That is the approach to it. Now, what USAC has
done to fill in the gaps is come up with their own what we call im-
plementing procedures. Their status is really less than full-blown
rules and the primary difference between those is that we can
make recoveries based on violations of USAC procedures but can-
not make recoveries, financial recoveries, based on rules passed by
the Commission. That was a determination made by our General
Counsel’s Office.

Mr. GREENWOOD. Is there a phenomena here where the program
can be seen to be potentially hemorrhaging money because of some
frailty in the way the program is organized and you can’t stop that
hemorrhaging until you go through the USAC procedure, the FCC
procedure.

Mr. FEASTER. Yes. A very timely process. Our office would advo-
cate a codification of the implementing procedures by USAC to
make one set of rules for the public to deal with. The implementing
procedures really put meat on the FCC rules and we think there
are very valuable things in those procedures to improve the pro-
gram.

Mr. GREENWOOD. Do you think you know how much money has
been wasted in Puerto Rico?

Mr. FEASTER. No, sir. Well, I would start with $101 million from
what I have heard.

Mr. GREENWOOD. That is probably about the right number.

Mr. FEASTER. I am not sure.

Mr. GREENWOOD. What is your sense of USAC’s progress in fix-
ing its programmatic weaknesses?

Mr. FEASTER. They are moving in the right direction. I think we
would have to include USAC and the Wireline Competition Bureau.
They are moving in the right direction. We think they are moving
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too slowly. We have in the past made suggestions that haven’t been
fully implemented yet. We will be making additional suggestions
after this hearing to improve the structure of the program to make
it more difficult to take advantage of it. But they are heading in
the right direction, just slowly.

Mr. GREENWOOD. Do you have a personal opinion as to whether
this whole USAC concept makes any sense of whether the notion
that we have is nonprofit, nonFederal entity responsible for a
charge that goes to all the rate payers is essentially a tax imposed
by the Congress indirectly on phone service and, yet, dispensed by
nonFederal and, in many ways, nonaccountable organizations?

Mr. FEASTER. We would like to see a more contract-oriented rela-
tionship between USAC and the Commission. That is my personal
opinion.

Mr. GREENWOOD. What do you mean by that?

Mr. FEASTER. A formalized contract just like we do with any
other contractor.

Mr. GREENWOOD. And what advantage would we gain by that
model?

Mr. FEASTER. I think better control.

Mr. GREENWOOD. Are there limits to the degree to which the
FCC can tell USAC what to do?

Mr. FEASTER. The Bureau can tell USAC what to do. I don’t
{,)hink there are any limits. We turn over new turf on almost a daily

asis.

Mr. GREENWOOD. My time has expired. The gentlelady from Colo-
rado.

Ms. DEGETTE. Thank you, Mr. Chairman. Mr. Feaster, you told
the chairman that you believe that the primary fault of the failure
in Puerto Rico was the fault of the PRDOE for failure to plan for
the use of the equipment. Correct?

Mr. FEASTER. Yes.

Ms. DEGETTE. Do you think the vendors bear any burden to edu-
cate the schools and the educators in the Department have to use
the equipment? Do you think that is part of the blame?

Mr. FEASTER. I think that they are certainly capable of doing
that and I would think as a way to treat a good customer to help
them plan the program where possible.

Ms. DEGETTE. That they should educate them how to use it?

Mr. FEASTER. I don’t think an organization the size of PRDOE
should rely upon a vendor to do that. I think they are large enough
to have their own experts, CIO or something like that to plan this
operation.

Ms. DEGETTE. Certainly they are large enough and sophisticated
enough to contract with the vendors to educate them to make that
part of the——

Mr. FEASTER. Certainly, yes, if they are not like a little school
with a very small population or a very limited technical staff.

Ms. DEGETTE. In your opening statement you testified that you
have requested funding for additional resources since you only have
three IGs for the whole country of that funding. Right?

Mr. FEASTER. It was in our 2004 budget.

Ms. DEGETTE. And how much did you request?

Mr. FEASTER. $3 million.
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Ms. DEGETTE. And was that for additional inspectors?

Mr. FEASTER. No, it is for contract, resources to hire contractors.

Ms. DEGETTE. And do you expect that will be funded?

S Mr. FEASTER. It has been rejected by the Congress of the United
tates.

Ms. DEGETTE. So you are just left with what you have got.

Mr. FEASTER. Right.

Ms. DEGETTE. Let me ask you this. The chairman was asking
you, or he was opining about all the money that we have in the
fund and wondering why we couldn’t use that for oversight. My
question is under the current statutory scheme, do you believe that
gve cm;ld use money from the fund for your program for outside au-

iting?

Mr. FEASTER. The FCC does not have, I am told by General
Counsel’s Office, the direct authority to use the fund.

Ms. DEGETTE. Would that require statutory change, if you know?

Mr. FEASTER. I believe so.

Ms. DEGETTE. Thank you. Now, you testified and in your written
testimony you talked about instances of bid rigging, lack of com-
petitive process, service providers billing for goods and services not
provided, ineligible items being funded, and beneficiaries not pay-
ing the local portion of their cost. How prevalent, in your view, are
these types of abuses and similar instances of malfeasance within
the overall administration of the E-Rate Program?

Mr. FEASTER. In the past year through a combination of audits
by USAC, the FCC IG’s office, done 122 audits and 32 percent of
those audits were found to be noncompliant with program rules.
The remaining portions of the 122, or 83 of them, were found to
have some findings related to USAC implementing procedures. At
least one-third of the audits that we conducted in the past year
have been found noncompliant.

Ms. DEGETTE. So that is a pretty substantial number I would
say. Wouldn’t you agree?

Mr. FEASTER. Yes, ma’am.

Ms. DEGETTE. Now, your testimony touches upon recovery of lost
or misused E-Rate money. Are there any institutional guidelines
whereby the FCC can recover lost money?

Mr. FEASTER. Yes, they can do that.

Ms. DEGETTE. How do they do that?

Mr. FEASTER. By basically notifying the applicant. They have
been in violation and they recover the money.

Ms. DEGETTE. And how often has that been done?

Mr. FEASTER. I don’t know specifically. It has occurred.

Ms. DEGETTE. Has it occurred often, do you know? I mean, I am
just wondering.

1}/111". FEASTER. I don’t have the details. They have recovered $20.8
million.

Ms. DEGETTE. Over what period of time?

Mr. FEASTER. Maybe a better USAC question.

Ms. DEGETTE. Okay. If you could just state your name. Thank
you. Since the inception of the program that is the total?

Mr. FEASTER. Yes.

Ms. DEGETTE. Who in the FCC is charted trying to recover the
lost money? Is it the Wireline Competition Bureau, WCB?
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Mr. FEASTER. WCB and our Chief Financial Officer.

Ms. DEGETTE. Okay. Do they go after service providers?

C11\/11‘. FEASTER. They now currently are able to go after service pro-
viders.

Ms. DEGETTE. Do they go after them, do you know?

Mr. FEASTER. Yes, I think they do.

Ms. DEGETTE. Okay. What happens when the FCC goes after a
service provider?

Mr. FEASTER. I am not sure.

Ms. DEGETTE. Oh, you don’t understand?

Mr. FEASTER. No, I am sorry.

Ms. DEGETTE. Okay. I mean, are they able to effectively recover
the money? Did they sue them or what did they do?

Mr. FEASTER. I think they contacted them directly. I am not sure
of that, whether they were sued or not.

Ms. DEGETTE. Okay. That is not your purview? Do you have an
opinion as to whether we need programmatic or statutory changes
to ensure the efficient and complete recovery of funds?

Mr. FEASTER. I think we have enough rules to do that and I
think there is some work going on to expand who we can get the
money from Ms. DEGETTE. Okay. Now, in your written testimony
you talked about the fact that in addition to conducting audits the
FCC Inspector General’s Office is providing audit support to a
number of investigations of E-Rate recipients and service providers.
You state that the IG is currently supporting 22 investigations and
monitoring an additional 18 investigations. Can you explain to me
the difference between supporting and monitoring E-Rate inves-
tigations?

Mr. FEASTER. Yes, ma’am. We are just monitoring. We are just
keeping in touch with them and not providing any resource support
like doing additional audit work. We are just keeping track of the
investigation, how it is going, what they are doing. We are talking
about the FBI and the U.S. Attorney’s Office. When we provide di-
rect support, we are sending our auditors out to do audits in sup-
port of the investigative activities.

Ms. DEGETTE. In your opinion, would additional resources for
your office assist you in better monitoring those investigations?

Mr. FEASTER. Yes, ma’am.

Ms. DEGETTE. Why?

Mr. FEASTER. We just don’t have enough staff here. These two
people right here are two-thirds of my staff.

Ms. DEGETTE. And the other one is sick, right?

Mr. FEASTER. And the other one is sick. They are constantly on
the road and these investigations are spread throughout the coun-
try and we need either additional resources to hire contractors or
acllocllitional staff. We prefer to do it through contractors if at all pos-
sible.

Ms. DEGETTE. And why is that?

Mr. FEASTER. It is more efficient. Right now we have a high
workload. If that workload would drop, we would have excess peo-
ple and we don’t like to be in that position.

Ms. DEGETTE. That is very efficient, Mr. Chairman. I am going
to yield back the balance of my time. If we have a second round,
I have some questions specific to Puerto Rico.
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Mr. GREENWOOD. The Chair thanks the gentlelady and welcomes
the chairman of the full committee, the gentleman from Texas, Mr.
Barton, and recognizes him for 10 minutes.

Chairman BARTON. Thank you, Mr. Chairman. I want to com-
plement you and the Oversight Investigation staff for holding this
hearing and starting this process. This is not the only hearing that
we are going to do on this. It is important that we start the process
correctly.

I am at a little bit of a loss, Mr. Inspector General, on how to
question you because it appears to me that you want to do the
right thing but you just don’t simply have the resources. I guess
my first question, what do you view your role to be given that you
only have a handful of people and are expected to be the Inspector
General for a vast Federal agency that literally touches all aspects
of the American economy?

Mr. FEASTER. We keep pushing. I think right now we are in the
process of trying to develop a three-way memorandum of under-
standing between USAC and a contractor and our office to use the
Universal Service Fund to obtain contract resources.

Chairman BARTON. You are appointed by the President. Is that
not correct?

Mr. FEASTER. No, sir. I am appointed by the agency head.

Chairman BARTON. By the agency.

Mr. FEASTER. Yes, sir.

Chairman BARTON. Do you ever meet with other Inspector Gen-
erals of the Federal agencies? Is there a monthly meeting?

Mr. FEASTER. Yes, sir.

Chairman BARTON. Is it allowed to discuss pending cases when
you have those meetings? Can you all talk about what you are
doing?

Mr. FEASTER. That generally is not the format. It is a more for-
mal setting basically dealing with community wide issues. We are
sort of unique in that community, though.

Chairman BARTON. I don’t know but would it be ever appropriate
for you to ask the other Inspector Generals to share staff or re-
sources, at least on a temporary basis?

Mr. FEASTER. Most of the Inspector Generals are very tight in
their staff limitations. We have basically had one agreement with
the Department of Interior IG’s Office. They are providing staff on
a reimbursable basis to us. We have currently are involved in de-
veloping a memorandum of understanding with the Department of
Education who are doing some audits for us in New York.

Chairman BARTON. Let me get a little more specific about the
pending issue. This E-Rate Program that has been in effect since
the mid to late 1990’s, it is ministered by something called the Uni-
versal Service Administration, I think, what is your view of them?

Mr. FEASTER. They are a very capable organization that try to
do the right thing.

Chairman BARTON. You honestly believe that given the fact that
every time we look under a rock we see misuse and grants that
should not have been granted and equipment that sits in ware-
houses? You really think they are capable?

Mr. FEASTER. I think they need to do more work and different
type of work. We keep pushing, urging.
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Chairman BARTON. Who appoints the head of that organization?

Mr. FEASTER. The Chairman of the FCC.

Chairman BARTON. The Chairman of the FCC. And once ap-
pointed, does that individual serve at the pleasure of the chairman
or is there a specific timeframe?

Mr. FEASTER. I don’t believe. There is a term I think they serve
at the pleasure of the chairman.

Chairman BARTON. Okay. Do you think it would be a good idea
if we had them come in and sit where you are sitting?

Mr. FEASTER. I think they are here.

Chairman BARTON. They are going to be on the next panel?

Mr. FEASTER. Yes, sir.

Chairman BARTON. That is a very good idea.

Mr. FEASTER. I think so. I do want to make a point. One of the
solutions to our resource program is getting access to the Universal
Service Fund from my office and I do think we need congressional
legislation to do that or some way of getting legal access to that
fund. That would solve my resource problem and let me hire con-
tractors to conduct independent audits.

Chairman BARTON. We have collected about $13 billion in this
fund and my opinion based on the summaries I read, a lot of that
money has not been spent very wisely. If I were to give you three
choices about the E-Rate Program, one would be to eliminate it.
Second would be to continue it as it is and give them a bonus for
the way it has been operated. The other would be to restructure
or reform it. Which of those options would you choose?

Mr. FEASTER. I think I may take the third option, sir. We are try-
ing to do that right now.

Chairman BARTON. Do you think the Congress needs to legisla-
tively direct that restructuring?

Mr. FEASTER. As my chairman likes to say, that is above my pay
grade. I will leave that up to you to make that decision.

Chairman BARTON. You are entitled to an opinion.

Mr. FEASTER. I don’t know if we really need that or not. I think
some maybe direction and guidance from Congress may be a solu-
tion.

Chairman BARTON. In the audits and investigations that your
staff has conducted, would it be their view that the recipients or
the applicants for these funds viewed the program as a big candy
jar? Kind of free money or something that they didn’t have to really
put too much attention into how money was going to be spent be-
cause it wasn’t their money?

Mr. FEASTER. I would agree to that. I think if they treated it
more like their money rather than free money, I think it would be
a lot different.

Chairman BARTON. Would it be appropriate, if we were to have
a legislative solution, that we would seek some sort of a codification
of situations in which we could request or require refunds of mon-
ies that have already been spent?

Mr. FEASTER. Yes, sir.

Chairman BARTON. Okay. Would it be appropriate if we were to
pass legislation in this area to put specific penalties perspectively
in place up to and including not only fines but perhaps criminal
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penalties for misuse and abuse of funds appropriated through this
program?

Mr. FEASTER. Yes, sir.

Chairman BARTON. I have got 3 more minutes. I think I am
going to yield back because there are some other questions but they
are really more directed to the other panels. I do want to ask the
gentleman from Puerto Rico. My understanding is the problems
that we have discovered at Puerto Rico are because of a change in
the Governor of that commonwealth and the fact that investiga-
tions were begun that showed that the prior administration had
not been responsible. Is that a fair statement?

Mr. SALDANA. Well, I would say, sir, as I mentioned in the other
report, the whole problem arises because of a lack of proper plan-
ning from the Education Department. I insist, and that is some-
thing you may consider here, is that you may request or administer
regulations that whenever funds are assigned to the states, there
should be a review agency.

Like in Puerto Rico we have the Office of Management and
Budget, the local Puerto Rico Office of Management and Budget
that should be as the control for the recipient which is in this case
the Education Department. For me that would be very critical. And
then itself I will also say that schools by themself should submit
proposals to the Education Department that should be evaluated in
detail as which of them will be ready to receive the funds.

Then after that those schools are evaluated, a certain number of
schools which could be no more than 10 or 20 percent of the total
that should be considered for the compilation or summation for the
request of funds to the Federal agency. That could be a way that
you can establish some kind of control to avoid situations like this
because Puerto Rico applied for the whole funds that we are as-
signing total but then we didn’t have adequate control so this
shouldn’t happen. But I think in view of other cases that you are
discussing here this morning, you can establish that kind of regula-
tion.

Chairman BARTON. Well, I want you to know that, I mean, we
ask that you come and you have come and cooperated and we ap-
preciate that. We are not picking on Puerto Rico. We could have
almost picked a school district or a community out of the hat. We
chose Puerto Rico because of the size of the situation and the fact
that when our staff went down to conduct an onsite investigation,
we found quite a bit of equipment that was just sitting around in
warehouses.

It is not an indication. Do not take this indication that you are
the only part of this program that has a problem. I think it is sys-
temic and endemic and the point of these hearings are to outline
that and then to try to find a remedy to correct it so we can con-
tinue the program in the future.

With that, Mr. Chairman, I would yield back.

Mr. GREENWOOD. The Chair thanks the gentleman. The Chair
welcomes the gentleman from Massachusetts, Mr. Markey, who has
agreed to yield while he prepares his question to Mr. Walden who
has a time constraint problem. The Chair recognizes Mr. Walden
for 10 minutes.
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Mr. WALDEN. Thank you, Mr. Chairman. Thank you, Mr. Mar-
key. Mr. Feaster, I want to make sure I understand this. There
have been, what, 142 audits done?

Mr. FEASTER. 122.

Mr. WALDEN. 122 over 6 years in this program?

Mr. FEASTER. No. That was this past year, sir.

Mr. WALDEN. I am sorry.

Mr. FEASTER. Over the past year.

Mr. WALDEN. So 1 year?

Mr. FEASTER. Yes.

Mr. WALDEN. How many audits in total have been done over the
length of the program?

Mr. FEASTER. Probably close to 200.

Mr. WALDEN. Okay. So a total of 200 audits over 6 years. Is that
pretty close?

Mr. FEASTER. I am sorry?

Mr. WALDEN. 200 audits over 6 years?

Mr. FEASTER. That is an estimate just off the top of my head.

Mr. WALDEN. And how many grants are issued each year?

Mr. FEASTER. There are over 30,000 beneficiaries.

Mr. WALDEN. Beneficiaries. Each year?

Mr. FEASTER. Each year.

Mr. WALDEN. It has been active for 6 years?

Mr. FEASTER. Yes, sir.

Mr. WALDEN. Is that pretty much an average, 30,000 a year over
6 years?

Mr. FEASTER. I think it has been increasing.

Mr. WALDEN. Okay. And we have looked at basically 200 of
those? Am I looking at this correctly?

Mr. FEASTER. That or less.

Mr. WALDEN. So less than 200.

Mr. FEASTER. Right. I don’t have the numbers in front of me.

Mr. WALDEN. Less than 200 beneficiaries have been audited over
6 years and there are roughly 30,000 beneficiaries.

Mr. FEASTER. Yes. A very limited program of audits.

Mr. WALDEN. And we have spent $8 billion out of this fund?

Mr. FEASTER. I thought the number was $13 billion.

Mr. WALDEN. I think that is how much has come in.

Mr. FEASTER. I don’t have those numbers. I am sorry.

Mr. WALDEN. But it is somewhere between $8 and $13 billion.

Mr. FEASTER. The annual rate is $2.5 billion.

Mr. WALDEN. The money that is collected comes from rate pay-
ers’ phone bills. Can you tell me the track that it goes on then? I
pay it, it goes to the phone company.

Mr. FEASTER. The phone company gives it to the FCC.

M(li WALDEN. It goes to the FCC. Goes to the Universal Service
Fund.

Mr. FEASTER. And then the Universal Service Fund sends the
money out to the beneficiaries.

Mr. WALDEN. To the beneficiaries. Does it ever go through the
hands of the FCC? Does it ever come through the Congress?

Mr. FEASTER. No, sir.

Mr. WALDEN. And the USAC itself is made up of whom?

Mr. FEASTER. Private nonprofit company.
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Mr. WALDEN. Comprised of?

Mr. FEASTER. People hired.

Mr. WALDEN. By who?

Mr. FEASTER. By USAC.

Mr. WALDEN. So the National Exchange Carrier Association? It
leaves the phone companies then?

Mr. FEASTER. They represent the phone companies but USAC is
private independent.

Mr. WALDEN. Right. I am trying to figure out who owns USAC.
How do you become a USAC that gets $2.5 billion a year? That is
a pretty good deal and nobody looks at you.

Mr. FEASTER. I am not exactly sure, sir.

Mr. WALDEN. All right. Of your audits that you've done, what is
the percent of those that are noncompliant?

Mr. FEASTER. Of the 122, 32 percent are noncompliant.

Mr. WALDEN. And what does noncompliant mean?

Mr. FEASTER. There were substantial violations of Commission
rules involved.

Mr. WALDEN. And then there’s another group that has been non-
compliant with procedures. Correct? Isn’t there a difference be-
tween procedures used and

Mr. FEASTER. Right. If they are noncompliant with procedures,
we call those findings but they are non-cost recoverable.

. Mr. WALDEN. And that is because the statute doesn’t allow
or——

Mr. FEASTER. That is because our General Counsel has said we
have to have a formal Commission rule to recover the funds related
to those violations.

Mr. WALDEN. And has anyone sought a formal Commission rule
to do that, to change that so we can recover it?

Mr. FEASTER. We have suggested that and I think the Bureau is
thinking about it. We have suggested that they codify the USAC
procedures in order to make them, in effect, rules and recoverable.

Mr. WALDEN. How much do you think is out there that could be
recoverable if the rules were changed by the FCC to allow recovery
of violation of the procedures?

Mr. FEASTER. Well, I don’t have the exact numbers but there
were findings. Even in the audit, the 122 we’ve audited, the ones
that were found generally compliant there were findings of viola-
tions of USAC procedures in those so I think there is a substantial
sum of money in addition to the ones that are recoverable under
the noncompliant ones.

Mr. WALDEN. And the amount of the noncompliant recoverable?

Mr. FEASTER. I don’t have that number in front of me.

Mr. WALDEN. Can you give me an estimate?

Mr. FEASTER. I would have to check on that number. I am not
trusting what I am seeing there.

Mr. WALDEN. Okay. Can you give me a ballpark number?

Mr. FEASTER. Well, I believe the recoverables under the non-
compliant ones are $3 million so I think we are probably talking
substantially above that number. At least double that number.

Mr. WALDEN. Okay. That you could go after if the rules were
changed.

Mr. FEASTER. Yes, sir.
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Mr. WALDEN. And then when it comes to auditing, how many
auditors do you really think you need to oversee this program effec-
tively and what would the cost of that be?

Mr. FEASTER. To just do the E-Rate Program we estimate that
we will need approximately $12 million to hire contractors to do
that and some additional staff on my staff to review the work of
contractors that would do about 240 audits.

Mr. WALDEN. Per year?

Mr. FEASTER. Per year. Yes, sir.

Mr. WALDEN. And you think that would be an adequate number
of audits?

Mr. FEASTER. That would give us a statistically valid sample of
the community that we could draw conclusions from to see how bad
the problem actually is.

Mr. WALDEN. Because what you are really finding now is at least
half of these beneficiaries are either not compliant with the rules
or the procedures. Right?

Mr. FEASTER. Yes, sir. Yes.

Mr. WALDEN. I mean, is this an astonishing finding?

Mr. FEASTER. To me it is. Yes, sir.

Mr. WALDEN. Do you find this anywhere else where you audit?

Mr. FEASTER. No.

Mr. WALDEN. How long has this been going on? Six years?

Mr. FEASTER. Six years.

Mr. WALDEN. Then I want to go to another point. I mean, I spent
a few years on a community bank audit board before I came here
on the Audit Committee. I asked this in the Ag Committee and the
IG there said, “Can’t audit the books of the Forest Service.” They
have eventually done that. I said, “Anybody held accountable for
the lack of ability to audit for how this thing is run?”

What about here? Are people being held accountable when you
go in? I know in Puerto Rico, I guess, one of the gentlemen actually
has a free lunch program in a Florida prison now but what are you
finding? Are people who engage in these fraudulent acts being held
accountable? Are the people in the Government? I am a local gov-
ernment supporter with as few Federal strings as possible but this
is outrageous.

Mr. FEASTER. What we've seen so far other than the people that
have violated criminal statutes and being prosecuted by the U.S.
Attorney’s Office. There is very little holding the schools account-
able for these actions. In many instances at least they have to be
turning a closed eye to what is going on.

Mr. WALDEN. So people aren’t getting reprimanded or fired or
their incompetence?

Mr. FEASTER. We have seen no indications of that. The Commis-
sion certainly doesn’t do it to the schools. I assume that our Chair-
man would hold the Bureau accountable if he didn’t think they
were doing a good job.

Mr. WALDEN. What would be the most important change we
could make to clean up this mess?

Mr. FEASTER. I think rather than one of a series of things that
we need to do. Strengthen the competitive bidding process.
Strengthen the certification process. Strengthen record keeping.
Rules to codify implementing procedures of the USAC. Increasing
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thed oversight of tech plans. That is a short list of things we need
to do.

Mr. WALDEN. Thank you. I appreciate the work you and your
folks have done, and the same for you, sir.

Mr. Chairman, I have to go chair another hearing. I will try to
get back for more of this. Thank you.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Massachusetts for 10 minutes for in-
quiry.

Mr. MARKEY. I thank the gentleman very much. Back in 1992 I
cast a vote for NAFTA and NAFTA was going to speed up the rate
at which American jobs would be churned. It was a very difficult
vote for me. In 1993 as Chairman of the Telecommunications Sub-
committee when I was putting together the Telecommunications
Act, T built in a provision that called for discounted rates for
schools, for kids, that telephone companies would have to provide
as part of the Universal Service Fund. The bill was ultimately fili-
bustered in the Senate in 1994. It died.

Then in 1995 and 1996 on the Senate side Senator Rockefeller
and Snowe did an excellent job of refining the idea and turning it
into this program. At the time what I did was I gave a name to
the program at the time. I called it the E-Rate or Education Rate.
That was the title I gave to it so that it would be a program that
dealt with the need that our country had if we were going to en-
gage the global community to ensure that the kids in our country
had access to the skill set they would need in order to compete for
jobs in a global economy.

That would be technology based jobs. We were going to give up
the low-end jobs in order to compete for the high-end jobs. That
was the trade and that was how I saw the Telecommunications
Act. That is why I moved to make the discounted rates in there
and why the Senate ultimately framed it.

So the E-Rate is something that I am obviously very proud of.
As I am sitting here listening, Mr. Chairman, to what 1s going on,
I was thinking over the Boston Public Library the inscription is,
“The education of its people is the best defense of a country.”

Just think if in the Defense budget we purchased all the tanks,
all the planes, but we didn’t educate the people to use them but
we had all the hardware. What kind of defense would that be?
Well, the education of the people is the best defense for a country
so that was the thought here. Put it in every library. Put it in
every school. Give a discount, especially to the kids who are in the
poorer schools because the kids in the poorer schools are less likely
to have the computers at home. That was the whole idea. It would
be in the school. It would be the substitute. Wealth won’t be a bar-
rier.

When I was a kid growing up you took your books home, you
competed with the school’s superintendent’s kid. If you don’t have
a computer at home, you had better have it in the classroom, and
you better have a teacher who knows how to use it and knows how
to train the kid. Then the kids can compete. That was the whole
idea. It was a simple idea in a world in which we were going to
have more and more information-based jobs. That was what it was
all about.
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It was about the poorest kids because we really don’t have to
worry about the wealthiest kids because those kids already have—
they have already mastered nine different technologies by the time
they are 17 and it is on their resume as they apply to Ivy League
schools all across the country. That is not the problem.

It is the lower end kids who are just as smart but they just can’t
take the books home and compete any longer. They need the tech-
nology. That is why this is such a crime against the children. All
those companies and all those public officials who turned a blind
eye are turning a blind eye to the destruction of opportunities for
children to gain the skill set they would need in order to compete
in a global economy.

That is the real scandal here. That is the real scandal because
we had a deal. The Congress had a deal. The American people had
a deal. We will speed up trade but we will also speed up access to
the skill set for the families and the kids in those families who are
going to be most vulnerable. Just an absolute scandal that this has
happened.

So we obviously can’t allow this to continue any longer because
it just makes my blood boil that in one territory, one part of our
country $100 million can be taken from the children because there
is no substitute for it in those families for the most part and they
just don’t have an alternative. If it wasn’t going to be done in the
classroom, it wasn’t going to be done and it just dooms that whole
generation of kids to yet another cycle waiting for the next genera-
tion to be given the same opportunities. That is the real tragedy
of what we'’re hearing.

Thank you both for the work you have done. I appreciate it. I
know you feel the same way and it means the world what you do.

Thank you, Mr. Chairman, for this hearing.

You only have three inspectors, Mr. Feaster? Is that what I
heard?

Mr. FEASTER. Yes, sir.

Mr. MARKEY. Three inspectors for the entire United States of
America?

Mr. FEASTER. And the Commonwealth of Puerto Rico.

Mr. MARKEY. And the Commonwealth of Puerto Rico. What per-
centage of the total fraud do you believe you have touched so far?
Are you at the tip of the iceberg? Have you hit the iceberg or the
tip of the iceberg?

Mr. FEASTER. At the very tip.

Mr. MARKEY. The very tip of the iceberg.

Mr. FEASTER. Everything we have looked at, every rock we turn
over we find stuff.

Mr. MARKEY. And do you find that it is the biggest companies as
well as the smallest contractors? Do you find it in all aspects of the
vending community?

Mr. FEASTER. Yes. As I mentioned in my earlier statement, NEC,
a very large contractor agreed to a payment of $20 million. One or
two-person scam units in New York were convicted also. A full
range of possibilities there.

Mr. MARKEY. How many inspectors do you need, Mr. Feaster?
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Mr. FEASTER. In order to do 240 audits which would be a statis-
tically valid sample, I need about $12 million and 3 or 4 additional
staff.

Mr. MARKEY. Well, I think that we on a bipartisan basis should
make sure that you get that money if for no other reason that you
would save us basically 99 cents on the dollar.

Mr. FEASTER. I will give you every dollar back in recoveries for
everything I spend.

Mr. MARKEY. No, I think you will give us back far more.

Mr. FEASTER. Yes, sir.

Mr