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COMMENTS OF AMERICAN CABLE ASSOCIATION 
ON ADOPTING CURRENT DEFAULT INPUTS IN FINAL VERSION OF THE 

CONNECT AMERICA FUND PHASE II COST MODEL (DA 13-2304) 
 

The American Cable Association (“ACA”) hereby files comments in response to the 

Commission’s Public Notice in the above-referenced docket, which released version four (v4.0) 

of the Connect America Cost Model (“CAM”) and sought comments on whether to adopt this 

version of CAM and the associated default inputs to calculate costs for price cap local exchange 

carrier (“LEC”) areas as part of Phase II of the Connect America Fund (“CAF”).1  After 

reviewing the changes to the model and the default input values, ACA has concerns with the 

Commission incorporating changes at the request of specific price cap LECs to conform the 

model to what may be the inefficient practices of those carriers.  In addition, there are a number 

of other outstanding considerations regarding the cost of capital, model transparency, and 

documentation that should be addressed prior to adoption. 

The Commission designed the cost model to estimate the forward looking costs of an 

efficient, modern network such that the model can be leveraged for all price cap LECs across 
                                                 
1  Wireline Competition Bureau Announces Availability of Version 4.0 of the Connect 

America Fund Phase II Cost Model and Seeks Comment on Adopting Current Default 
Inputs in Final Version of Model, WC Docket No. 10-90, Public Notice, DA 13-2304, 
(Dec. 2, 2013) (“Public Notice”). 
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varied geographies and terrain.  The intention of this approach is to ensure that price cap LECs 

receive support based on the costs associated with best practice network deployment and 

operations.  Modifying the model structure to account for inefficient practices of a specific price 

cap LEC or group of LECs is inconsistent with this approach and undermines the underlying 

modeling philosophy. 

ACA recognizes that most of the total support will be allocated to price cap LECs in 

contiguous areas and that the model has been developed to a great extent using cost estimates 

from these contiguous areas.  For this reason, many of the existing modeling inputs and practices 

have been thoroughly assessed and determined to account for the variety of cost variation in the 

contiguous areas.  Accordingly, there should not be any exceptions to the model for price cap 

LECs serving in contiguous areas. 

ACA understands that non-contiguous areas may have unique characteristics and 

establishing a common and accurate modeling practice for these areas and contiguous areas may 

not be possible in some cases.  To determine when remediating modifications are necessary in 

non-contiguous areas, the Commission should conduct a rigorous analysis to determine if and 

how the model is flawed, and any changes determined to be necessary should be applied 

consistent with the efficient carrier principle.  Further, should such changes be necessary for non-

contiguous areas, the Commission should deem them an exception that would not be appropriate 

in contiguous areas.  Certain modifications included for non-contiguous areas in CAM v4.0 do 

not appear to meet these standards.  

Changes in CAM v4.0 for Carriers Serving Non-Contiguous Areas 

Among the many updates incorporated into CAM v4.0, ACA has comments on three 

modifications related to non-contiguous areas: 
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1. Plant Mix:  The use of forward-looking plant mix estimates for non-contiguous 

areas is not consistent with current practices of using estimates based on existing plant mix.  

Estimates of existing plant mix are the most reasonable proxy for modeling costs since they are 

based on actual deployments, and this approach was previously adopted in the cost model.2  To 

be consistent with these existing modeling practices, plant mix inputs for non-contiguous areas 

should be based on an estimate of existing plant mix.  Forward-looking estimates would only be 

appropriate to the extent that existing data are not available, and the forward-looking values were 

demonstrated to be consistent with expected costs.  Should the Wireline Competition Bureau 

(“Bureau”) adopt its hybrid forward-looking plant mix approach into the model for non-

contiguous areas,3 it should demonstrate how the approach was determined to be an accurate 

efficient carrier cost estimation method that employs the same modeling practices used in other 

areas and make clear that this approach is inappropriate for contiguous areas.  Since the use of 

forward-looking plant mix is not consistent with current modeling practices and need for this 

modification in non-contiguous areas to address unique characteristics has not been sufficiently 

demonstrated,4 ACA does not support this change. 

                                                 
2  New deployments to unserved areas would largely rely on existing middle mile and local 

plant and would have similar geographic characteristics to existing deployments. 
3  See Public Notice at 3-4.  The Bureau indicates in the Public Notice that “Rather than use 

current values or the proposed forward-looking values submitted by these carriers, CAM 
v4.0 incorporates a hybrid approach that recognizes that there may be good reasons in 
non-contiguous areas to reduce the amount of aerial plant in the future, but that an 
efficient carrier would likely replace aerial plant with a mixture of buried and 
underground plant.  CAM v4.0 recognizes that buried and underground plant both 
provide the benefits of below-ground plant, and that an efficient carrier would choose to 
bury plant rather than build underground plant where technically and legally permitted, as 
underground plant is typically three to five times more costly than buried plant.  CAM 
v4.0 therefore assumes the amount of underground plant would not exceed a carrier’s 
current amount of underground plant; to the extent the carrier-submitted proposed values 
for underground plant are higher than current values, the excess is moved into buried 
plant.”  Id. 

4  Id. at 3.  While the Bureau indicates in the Public Notice that “Several of the 
noncontiguous carriers have suggested that the model should use “forward-looking” plant 
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2. Buried Plant in Conduit:  Price cap LECs in non-contiguous areas should not 

receive funding based on the assumption that all of their buried plant is and will be in conduit.  

The Bureau appears to have made this change at the request of certain price cap LECs in non-

contiguous areas because they are unable to differentiate between underground plant (with 

conduit) and buried plant (without conduit) and had submitted a high proportion of underground 

plant in their forward-looking plant mix estimates.5  As noted above, ACA does not believe 

forward-looking plant mix estimates should be used.  For existing plant mix estimates, buried 

plant should be treated consistently across all areas.  Assuming all buried plant in non-

contiguous areas has conduit is both inaccurate and inconsistent with practices used in other 

areas.  Further, it has not been demonstrated that these changes are due to unique characteristics 

that apply only to price cap LECs in non-contiguous areas.  If certain price cap LECs in non-

contiguous areas cannot differentiate between underground and buried plant, a blend of the two 

plant types that accurately reflects the costs of existing plant should be used. 

3. Vitelco Capex Inputs:  The use of a new state-specific capex input sheet that was 

added to adjust certain materials costs for the Virgin Islands based on submissions from Vitelco 

should not be adopted.  Capex costs for all other regions are based on values in the master capex 

input sheet, adjusted for regional variation by values in the regional cost adjustment input sheet.  

There has not been adequate justification as to why regional adjustments are not sufficient for 

                                                 
mix values for their areas that are significantly different than their current plant mix 
values and the national average plant mix values in CAM v3.2.,” it has not been 
demonstrated that the submitted forward-looking estimates are reasonable proxies for the 
expected deployments and their related costs. 

5  Id at 4.  The Bureau indicated in the notice that this modification was based on 
suggestions from certain price cap LECs to “combine aspects of both traditional 
underground and buried plant.”  However, as the Bureau also specified that, 
“Traditionally, underground plant is placed within conduit for added support and 
protection and with access points via manholes, while buried plant is placed directly into 
the ground, without any conduit.” 
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use in the Virgin Islands,6 while these practices have been deemed to be reasonable in every 

other geography.  Modifying the underlying capex assumptions for a single carrier undermines 

the existing process that uses consistent cost inputs for all carriers, adjusted for regional 

variation. 

In addition to changes associated with changes to accommodate carriers serving non-

contiguous areas, ACA has one additional comment on the CAM v4.0 model: 

4. Cost of Money:  ACA is encouraged by the Bureau’s decision to reduce the 

default cost of money input value from 9 percent to 8.5 percent; however, it still exceeds a 

reasonable estimate of the actual cost of money for the price cap carriers that will be receiving 

support.  As ACA indicated in ex parte filings on March 7, 2013, May 2, 2013, and June 26, 

2013,7 estimates that accurately account for the risk free rate and costs of debt/equity for price 

cap carriers, and use an appropriate weighted average methodology, would be substantially lower 

than even the current default input value of 8.5 percent.  ACA urges the Bureau to further 

evaluate the cost of money input value. 

Additional Considerations 

In addition to the above comments on the model modifications included in CAM v4.0, 

ACA reiterates the following concerns related to transparency and documentation that were 

                                                 
6  See id. at 6.  The Bureau indicates, “we tentatively believe it would be reasonable to 

assume that certain materials would be more expensive in the Virgin Islands,” but 
justification for this belief is not included, nor is the rationale for why this change should 
only apply to the Virgin Islands. 

7  See Ex Parte filing of the American Cable Association in the Virtual Workshop in 
Response to the Public Notice, WC Docket Nos. 10-90 and 05-337 (Mar. 7, 2013); Ex 
Parte filing of the American Cable Association, WC Docket No. 10-90 (May 2, 2013); 
Ex Parte filing of the American Cable Association, WC Docket No. 10-90 (June 26, 
2013). 
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included in an ex parte filing on August 19, 20138 and should be considered before the model is 

finalized: 

• Support in Urban Areas:  ACA identified instances in previous versions of the model 

where support was being provided in unexpected urban areas (e.g., support for the census block 

group that contains the National Mall and Memorial Parks, the White House and the U.S. 

Capitol), and requested that the Bureau initiate a process to determine whether the support is 

warranted.  While support in certain areas previously evaluated by ACA such as Washington 

D.C. has decreased in CAM v4.0 relative to prior versions of the model, a transparent process 

evaluating outliers should be completed. 

• Access to Interim Calculations:  New reporting and related documentation providing 

data on the various calculation components would make the model more transparent and would 

improve a user’s ability to reproduce and verify calculations, a critical activity that should be 

completed before the model is finalized.  Specifically, ACA has requested (1) geographic 

coordinates of modeled locations to evaluate location placement algorithms, (2) improved 

reporting and documentation to help users better understand how costs are allocated across asset 

categories for each supported area, and (3) access to all interim calculations to facilitate error 

checking.9 

• Visualizations:  Geographic visualizations of costs, support, and other assumptions (e.g., 

specific plant routes and the locations of demand units) would enable stakeholders to more easily 

evaluate the modeled results and identify errors.  Geographic representations of modeled results 

would be particularly helpful as part of the unserved area challenge process. 

                                                 
8  See Ex Parte filing of the American Cable Association, WC Docket Nos. 10-90, (Aug. 

19, 2013). 
9  Id. 
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• Pre-CAF USF Support Comparison:  A comparison of proposed CAF Phase II funding 

with pre-CAF universal service support would help identify how CAF Phase II would 

redistribute support amounts geographically and among price cap local exchange carriers.  

Conclusion 

After reviewing the modifications in CAM v4.0, ACA has a number of concerns 

regarding changes to plant mix, buried plant, and capex input assumptions that were applied only 

in non-contiguous areas.  The cost model was designed to leverage efficient carrier assumptions 

that would be applicable for all price cap LECs and adhere to the same modeling practices. 

Making changes to these practices that affect only a subset of carriers without clear evidence 

supported by rigorous analysis that they are unique to contiguous areas is not consistent with this 

approach.  Additionally, prior to adopting the model, the Bureau should address a number of 

other considerations related to the cost of money, model transparency, and documentation. 
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