L

- =gy #FF

Lofpem e s 3

SUITE 500

NEW YORK, NY ) N nry T FACSIMILE
Los AncelEs, cA WASHINGTON, D.C. 200360030 30V 14 AL 23 o) ees oroe

www.kelleydrye.com

CHICAGO, IL

202) 955-9600 ’ \
STAMFORD, CT (202) 87 CORP LC

PARSIPPANY, NJ {.@ﬂ;ﬂ“%i:;i—{ w g
Bt

BRUSSELS, BELGIUM DIRECT LINE (202) 887-1209

HONG KONG ORl G'NAI E-MAIL: mhazzard@kelleydrye.com

AFFILIATE OFFICES
BANGKOK, THAILAND

Arizona Corporation © s

JAKARTA, INDONESIA V4 rporation Commissiar

MANILA, THE PHILIPPINES November 13. 2000 - HELSSIOnN
MUMBAI, INDIA ? DQC?\&:TEQ

TOKYO, JAPAN
NUV 1 4 2000

e o

BOCKETE B ‘;“'"-'\-—-
DOCKET CONTROL \_}Q

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Re: Docket No. T-00000A-97-0238

To the Commission:

Enclosed for filing with the Arizona Corporation Commission, please find an
original and fifteen (15) copies of docket workshop materials in conjunction with the above-

- referenced proceeding. In an effort to facilitate productive discussion at the workshop on _
November 21 and 22, 2000, Z-Tel Communications submits the following documents to the
record in docket. The attached documents include a modified version of the Qwest Performance
Assurance Plan ("PAP") including a red-lined copy of the document (as requested by
Commission staff). Also included is a more general, and more thorough, discussion of the
modifications Z-Tel recommends for any Southwestern Bell Texas-style performance plan (like
the Qwest PAP).

Please date-stamp the additional copy, and return it to me in the enclosed self-
addressed, stamped envelope.

Respectfully submitted,

Michael B. Hazzar
Counsel to Z-Tel Telecommunications, Inc.
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ATTACHMENT 1



THE MOD-QWEST PERFORMANCE ASSURANCE PLAN

1.0 Introduction

9 €6, 29

services:[INTENTIONALLY LEFT BLANK]

2.0 Plan Structure

The MOD-Qwest PAP is a two-tiered, self-executing remedy plan. The plan is developed to I
provide individual CLECs with Tier-1 payments if Qwest does not provide parity between the
service it provides to the CLEC and that which it provides to its retail customers, or if Qwest
fails to meet applicable benchmarks. In addition, the PAP provides Qwest with additional
incentives to satisfy parity and benchmark standards by requiring Qwest to make Tier-2
payments--payments to State Funds established by the State Commissions--if Qwest fails to
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meet parity and benchmark standards on an aggregate CLEC basis. Tier-2 payments are over
and above the Tier-1 payments made to individual CLECs. >

In the MOD-Qwest PAP, performance measurements are given different weightings to reflect
relative importance by the designations of High, Medium, and Low. Each CLEC shall
classify each measure as High, Medium, or Low at the initiation of the PAP. No more than
one-third of the measures shall be classified as High, Medium, or Low.*

Payment is generally on a per occurrence basis, i.e., a setbase dollar payment times the
number of non-conforming service events. To discourage non-conformance against small
order counts (which, by their nature, produce only small payments), a minimum payment of
$5.000 applies to all non-conforming measures. For the performance measurements whiehthat
do not lend themselves to per occurrence payment, payment is on a per measurement basis,
1.e., a set dollar payment. Base level per occurrence and per measure payments are
summarized in Table 1.

The

Two features of the payment structure discourage severe or repeated non-conformance. First,
the level of payment depends on the severity of non-conformance with the dollar payments
escalating as the level of non-conformance increases. Payment escalation is defined by the
severity factors provided in Table 2. Second, the level of payment also depends upon the
number of consecutive months of non-conforming performance, i.e., an escalating payment
the longer the duration of non-conforming perfermance:

performance. Payment escalation for repeated non-conformance is defined by the duration
factors provided in Table 2. Payments are returned to the initial, un-factored level after two-
months of compliant performance. If either the severity or duration escalation factors are
invoked a second time, the highest factored payment becomes the new base penalty (i.e., the
initial payment level) and the severity and duration factors are applied to this base penalty for
severe or repeated non-conformance. Both severity and duration factors apply to per

occurrence payments, per measure payments, and the minimum “per occurrence” payment of
$5,000.

The parity standard is met when the service Qwest provides to CLECs is equivalent to that
which it provides to its retail customers. Statistically, parity exists when performance results
for the CLEC and for the Qwest retail analogue result in a Z—valtez-value that is no greater
than the Gritieal Z-valueslisted-in-the-Critical-Z-Statistiealcritical z-value of 1.65 (a
significance level of 5%). Fable-insection5-0-—Fhe-QwestFor parity measures, the MOD-

? It is anticipated that each state fund will be established concurrently with the ECC’s-approval-of the-respective
State’s271-application-State Commission’s approval of a PAP.

4

Classifications are only relevant only to the initial determination of the base payments, which will change over

time with severity and duration factors.
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Qwest PAP relies upon statistical seeringtesting, in the form of the modified z-test or
permutation analysis, to determine whether any difference between CLEC and Qwest
performance results is statistically significant, that is, not attributable to simple random
variation.

For performance measurements that have no Qwest retail analogue, agreed upon benchmarks

are used. Beea&se—v&&aﬂeﬂﬁ}ayeeem—afeimé{helaene%ﬂﬂaﬂeaBenchmarks are evaluated on

“stare and compare” basis (i.e., they are fixed standards) and no statistical test is used-te
] - Lother iation. s withi tical .
performed for such measures. During the first six-months of implementation, the benchmarks
shall be adjusted downward by 1% and rounded down to the nearest whole percentage. After
the initial six-month period, the benchmarks shall return to the agreed upon values.

3.0 Performance Measurements

[INTENTIONALLY LEFT BLANK]

4.0 Statistical Measurement




MOD-Qwest proposes the use of a statistical test, namely the modified “Z-test;”*z-test,” for
evaluating the difference between two means (i.e., Qwest and CLEC service or repair
intervals) or two percentages (e.g., Qwest and CLEC proportions), to determine whether a
parity condition exists between the results for Qwest and the CLEC(s). The modified Z-tests
are-applieablez-test is employed if the number of data points are greater than 30 for a given
measurement. For testing measurements for which the number of data points are 30 or less,
Qwest maywill use a permutation test to determine the statistical significance of the difference
between Qwest and CLEC.?

Qwest will be in conformance when the monthly performance results for parityand
benehmark measurements (whether in the form of means, percents, or proportions and at the
equivalent level of disaggregation) are such that the calculated Zz test statistics are not greater

than theCritical Z—values—Critical Z-values-are-listed-in Table1;section5.0-
1.65. The following is the formula for determining parity using the Z-test:
Z;D-I-F-F-/—GQH:F

VWhere;
BHF=Mowes—McrLec

Mqowest=-Qwest-average-or propertion

Meppe—CLECaverage-or-propertion
epwr—SQRT{6*Qwest-(H-r-crpc+H-agwesH

DEF—F——"—RGEE@—B
Reppcis-the-CLECresult

’ If the modified z-test indicates conformance for samples smaller than 30 data points,
permutation test will be performed.
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Bis-the-benchmark: test:

7 = MILEC "MCLEC (1)

S pec \/l/nILEC +1/nepe

The-Zwhere My rc is the Qwest average or proportion, Mcrec is the CLEC average or
proportion, oy zc is the variance for Qwest, and the » are the respective sample sizes for the
ILEC and CLEC. The z tests will be applied to reported measurements that contain more than

30 datapeints-

points. In calculating the difference between Qwest and CLEC performance, the above
formulae apply when a larger Qwest value indicates a better level of performance. In cases
where a smaller Qwest value indicates a higher level of performance, the order is reversed,
ie., crec~-Mcrec — Mygc. Conformance with the parity-standard is indicated as
follows:

Non — Conforming: z >1.65
Conforming: z <1.65

where z is the modified z-statistic.

Statistical testing is not required for benchmark measures. The following is the formula for
determining conformance when the performance measurement is a benchmark:

Non —Conforming: R ;- <B

Conforming: R, ;- =B

where Ry zc is the CLEC result, B is the benchmark, and larger B values indicate better
performance. If smaller values of B indicate better performance, non-conformance is
indicated by Rerpe> B.

For measurements where the performance delivered to a CLEC is compared to Qwest
performance and for which the number of data points is 30 or less, Qwest will apply a
permutation test to test for statistical significance. Permutation analysis will be applied to
calculate the z statistic using the following legie:algorithm:

Calculate the z statistic for the actual arrangement of the data

Pool and mix the CLEC and Qwest data sets

Perform the following no fewer than 1000 times:
Randomly subdivide the pooled data sets into two pools, one the same size as
the original CLEC data set (nczzc) and one reflecting the remaining data
points;-and-one-reflecting-the remaining-data-points; (which is equal to the size

of the original Qwest data set or BowesT)iLEC).
Compute and store the Z-testz-test score {Zs)(zs) for this sample.




Count the number of times the Zz statistic for a permutation of the data is greater than
the actual Zz statistic

Compute the fraction of permutations for which the statistic for the rearranged data is
greater than the statistic for the actual samples

If the fraction is greater than o, or one minus the significanceconfidence level, the hypothesis
of ne-difference-is-netrejeeted;parity is not rejected and the test is passed.

%
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6.0  Tier-1 Payments to CLECs

measurements that are not dlaggosnc For pgrp_oses of estabhshlng the base payment, the Tier-
1 performance measurements are categorized as High, Medium, and Low by the CLEC. The

amount of payments for non-conforming service varies depending upon the High, Medium,
and Low designations and upon the duration of the non-conforming condition, as described

below. “Nen-conforming”service-is-definedinseetion4-0-The level of non-conformance (d)
is measured by

(2)

for all parity measures defined as means where

M*=M ;0 +1.656 1501 nype +1/ ngp (3)

Equations (2) and (3) are valid when higher percentages indicate better service. For parity
measures defined as proportions/percentages and benchmark measures defined as
proportions/percentages (respectively), the level of non-conformance is measured by
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—M crec or dy =B—Ryz (4)

where higher values of M and B indicate better quality.

Equation (2) measures the severity level of non-conformance for all parity measures defined
as means (sy = dy). For benchmark measures and parity measures defined as proportions, the
severity level is defined as

n or Sy = . (5

6.2 Determination of the Amount of Payment: Tier-1 payments to CLECs are calculated and
paid monthly based-en-the-number-offor every non-conforming performance measurements

exceeding the-Critical-Z-value-and-the K—value. Payments will be made on either a per

occurrence or per measurement basis, depending upon the perfermaneeclassification of the

measure. The total pavment for per occurrence measufemeﬁt—usm-g—the—del-l-af—ameﬁﬁfes

measufement—measurements is

F=ngpe-d-fx,-x, (6)

where F is the total payment for the measure and fis the per-occurrence payment that is based
on classification, x; is the severity factor, and x; is the duration factor. If Equation (6) is less
than $5,000, then F = $5,000.

For those performance measurements listed on Attachment 2 as “Performance Measurements
Subject to Per Occurrence Payments With a G&plp&ymeﬁt-mCap” or “Performance
Measurements Subject to Per Measure Pavments pavment to a CLECs in a single month
shall not exceed the ameun ; he—H en




Medium —$-75 | —$150 | —$300 | —$400 | —$506 | —$6090

Low —$25 | —$50 |—$100 | —$200 | —$300 | -—$400

Per Measure/Cap

Measurement-Group | Menth-1 | -Menth2 | Menth3 | -Menth4 | -Menth-5 | -Menth-6
and-each
following
month

Hish $25;000 | $50,000 | $75:000 | $100,000 | $125:000 | $150.000

Medium $10;000 | $20.600 | $36,000 | $-40,000 | $-50,000 | $-60,000

Low $5;000 | $10;000 | $15000 | $-20,000 | $-25:000 | $-30,000
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Annual-Cap-on-Qwest Payments
State 1990 ARMIS | Adjustmentfor | Annual-Cap
Rate-Orders

Arizonat —3260 @ | —E | —72
Celorade —288 @ | — | —160
idahe —68 —24
Iowa —85 —31
Minneseta —246 @ |8 | —82
Mentana —44 —_)
Nebraska —84 —30
New-Mexico —89 | ——0xx | —28
Nerth-Daketa —35 —13
Oregon —12 @) 36
Seuth-Daketa e ———
Btah 328 ——46
Washington e —— Ty —t
Woreming — —2
Fotal Owest —588
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TABLE 1:
Tier-1 Base Pavments to CLECs

Measurement Per-Occurrence Per-Measure
Classification Base Payment Base Payment
High $150 $25,000
Medium $ 75 $10,000
Low $ 25 $ 5,000
TABLE 2.

Duration and Severity Factors

Duration Factors

Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month m

D — 1 2 3 4 S 6 m
Severity Factors
§225% s =50% s275% 5s2100% s52125% s=21.5% 52> X%}
X, = 125 15 1.75 2 2.25 2.5 1+X

* Severity factors are based on 25% increments. Alternatively, severity factors could be “smoothed” by setting
the factor equal to (1 + X) after a 25% difference.

7.0 Tier-2 Payments to State Funds

Payments to State Funds established by the State Regulatory Commissions under Tier-2 of the
MOD-Qwest PAP provide additional incentive to correct ongoing non-conformance. For each
measure, the base Tier-2 payment for per-occurrence measures shall equal the average per-
occurrence payment (across all CLECs) for the month.'? For per-measure performance
measurements, the per-measure payment shall equal the average per-measure payment (across
all CLECs) multiplied by the total number of populated measures divided by the total number
of CLECs." All measures that evaluate individual CLEC performance for Tier 1 payments
are included in Tier 2 calculations. Conformance is identified in the same manner as for Tier
1.

Owest payments to the State Funds shall be used in a competitively neutral manner. Payments
shall not affect positively the financial condition of Qwest.

8.0 Step by Step Calculation of Tier-1 Payments to CLECs

8.2 Performance Measurements for which Payment is Per Occurrence:

8.2.1 Performance Measurements that are Averages (or Means) or Ratios:

Step 1: For each performance measurement, calculate M*.

"2 Payments may vary across CLECs due to the application of severity and duration factors.
'3 This calculation is a proxy for the number of identically sized CLECs in the market.
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Step 2: Calculate the percentage differences between the actual averages and the calculated
averages using Equation (2).

Step 3. For each performance measurement, multiply the total number of data points by the
percentage calculated in the previous step and the per occurrence dollar amounts; include any
relevant severity and/or duration factors to determine the payment to the CLEC for each non-
conforming performance measurement. If the total payment is calculated to be less than
$5,000, the minimum payment of $5.000 applies.

8.2.2 Performance Measurements that are Percentages:

Step 1: For each performance measurement, calculate M*,

Step 2: Calculate the difference between the actual percentages for the CLEC and the
calculated percentages using Equation (3).

Step 3: For each performance measurement, multiply the total number of data points by the
percentage calculated in the previous step and the per occurrence dollar amounts, including

any relevant severity and/or duration factors, to determine the payment to the CLEC for each

non-conforming performance measurement. For percentage measures, severity factors are
based on the percent difference defined in Equation (4). If the total payment is calculated to

be less than $5.000, the minimum payment of $5,000 applies.

8.3 Performance Measurements for which Payment is Per Measure:

For each performance measurement that Qwest fails to meet the standard, the payment to the
CLEC is the base dollar amount adjusted by severity and duration factors if necessary.

8.4 Performance Measurements that are Benchmarks

Step 1: For each performance measurement, calculate the difference between the benchmark
and the actual performance to the CLEC using Equation (3).

Step 2: For each performance measurement, multiply the total number of data points by the
percentage calculated in the previous step and the per occurrence dollar amounts, including
any relevant severity and/or duration factors, to determine the payment to the CLEC for each
non-conforming performance measurement. For percentage measures, severity factors are
based on the percent difference defined in Equation (4). If the total payment is calculated to
be less than $5.000, the minimum payment of $5,000 applies.

9.0 _ Step by Step Calculation of Tier-2 Payments

The calculation of Tier-2 payments proceeds in an identical manner as Tier-1 payments
except the aggregate of CLEC data is used. All measures that evaluate individual CLEC
performance for Tier 1 payments are included in Tier 2 calculations. Conformance is
identified in the same manner as for Tier 1. For each measure, the base Tier-2 payment for
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per-occurrence measures shall equal the average per-occurrence payment (across all CLECs)
for the month for each measure. For per-measure performance measurements, the per-measure
payment shall equal the average per-measure payment (across all CLECs) multiplied by the
total number of populated measures divided by the total number of CLECs.!* Apply severity
and duration factors as required. If the total payment is calculated to be less than $5,000, the
minimum payment of $5,000 applies.

10.0 Payment

Pavments to CLECs or the State Fund shall be made via direct payment one month following
the due date of the performance measurement report for the month for which payment is being
made.

11.0 Cap on Tier-1 and Tier-2 Payments

There shall be a procedural cap on the total payments by Qwest during a calendar year for
each of the 14 states. The cap amounts by state are shown on Attachment 3. The cap
represents 44% of the “net revenues,” where net revenues are defined in the FCC’s order
approving the Bell Atlantic-New York 271 application and affirmed in the FCC order
approving the Southwest Bell Telephone-Texas 271 application."> The procedural cap applies
to the aggregate of Tier-1 and Tier-2 payments to CLECs, excluding payments made pursuant
to any other alternative performance obligations pursuant to an interconnection agreement
with a CLEC and any other payments required by State Commissions pursuant to service
quality rules, orders or other agreements that relate to the same or analogous service. If the
procedural cap is reached during any consecutive 12 month period Qwest shall, within 30
days, file a petition with the State Commission for an expected hearing showing why it should
not be required to pay remedies in excess of the procedural cap. Payments shall be made to
escrow during this proceeding.

In the event the annual procedural cap is reached within a calendar vear or one-sixth of the
cap is reached in a single month and it is determined that poor performance alone is the cause
of such pavments, Qwest shall cease offering in-region interL ATA services to new customers.

12.0 Limitations

12.1 Qwest’s PAP shall not become available in a State upon approval by the State
Commission. The PAP shall be in place six-months prior to a 271 application by Qwest.

12.2 Qwest shall be liable for Tier-1 or Tier-2 payments to any CLEC offering services in the
state using unbundled elements.

1

4 This calculation is a proxy for the number of identically sized CLECs in the market.

1

> Federal Communications Commission, CC Docket No. 99-404, Memorandum Opinion and Order, December
22. 1999, Para. 436 and footnote 1332; Federal Communications Commission, CC Docket No. 00-65

Memorandum Opinion and Order, June 30, 2000, Para 424.
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12.3 Qwest shall not be obligated to make Tier-1 or Tier-2 payments for any measurement if
and to the extent that non-conformance for that measurement was the result of any of the
following: a Force Majeure event; an act or omission by a CLEC that is contrary to any of its
obligations under its interconnection agreement with Qwest or under the Act or State law; or
an act or omission by a CLEC that is in bad faith.'® Qwest will not be excused from Tier-1 or
Tier-2 payments on any other grounds, except as described in paragraph 12.7. Qwest will
have the burden to demonstrate that its non-conformance with the performance measure was
excused on one of the grounds described in this PAP.

12.8 Whenever a Qwest Tier-1 payment to an individual CLEC exceeds $3 million in a
month, or when all CLEC Tier-1 payments in any given month exceed the monthly cap
(section 11.0), Qwest may commence a show cause proceeding. Upon timely commencement
of the show cause proceeding, Qwest must pay the balance of payments owed in excess of the
threshold amount into escrow, to be held by a third party pending the outcome of the show
cause proceeding. To invoke these escrow provisions, Qwest must file with the Commission,
not later than the due date of the Tier-1 payments, an application to show cause why it should
not be required to pay any amount in excess of the procedural threshold. Qwest will have the
burden of proof to demonstrate why, under the circumstances, it would be unjust to require it
to make the payments in excess of the applicable threshold amount. If Qwest reports non-
conforming performance to a CLEC for three consecutive months on 20% or more of the
measurements reported to the CLEC and has incurred no more than $1 million in liability to
the CLEC, the CLEC may commence a similar show cause proceeding. In any such
proceeding the CLEC will have the burden of proof to demonstrate why, under the
circumstances, justice requires Qwest to make payments in excess of the amount calculated
pursuant to the terms of the PAP,

13.0 Reporting

Upon FCC 271 approval for a state, Qwest will provide CLECs a monthly report of Qwest’s
performance for the measurements identified in the PAP by the 25th day of the month
following the month for which performance results are being reported. The report shall
include a complete description of how all payments are calculated. Qwest will collect,
analyze, and report performance data for the measurements in accordance with the most
recent version of the Service Performance Indicator Definitions (PID). Upon a CLEC’s
request, data files of the CLEC’s raw data, or any subset thereof, will be transmitted, without
charge, to the CLEC in a mutually acceptable format, protocol, and transmission medium.

Qwest will also provide the Commission a monthly report of agsregate CLEC performance
results pursuant to the PAP by the 25th day of the month following the month for which
performance results are being reported. Individual CLEC reports will also be available to the

Commission upon request. Upon the Commission’s request, data files of the CLEC raw data,

16 Examples of bad faith conduct include, but are not limited to: unreasonably holding service orders and/or
applications, “dumping” orders or applications in unreasonable large batches, “dumping” orders or applications
at or near the close of a business day, on a Friday evening or prior to a holiday, and failing to provide timely
forecasts to Qwest for services or facilities when such forecasts are required to reasonably provide services or
facilities.
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or any subject thereof, will be transmitted, without charge, to the Commission in a mutually
acceptable format, protocol, and transmission form. By accepting this PAP, each CLEC
consents to Qwest providing that CLEC’s report and raw data to State Commissions upon the
Commission’s request.

14.0 Reviews

Every six (6) months, Qwest, CLECs, and the Commission shall review the performance
measurements to determine whether measurements should be added, deleted, or modified;
whether the applicable benchmark standards should be modified or replaced by parity
standards; and whether to move a classification of a measure to High, Medium, or Low or
Tier-1 to Tier-2. Criteria for review of performance measurements, other than for possible
reclassification, shall be whether there exists an omission or failure to capture intended
performance, and whether there is duplication of another measurement. The first six-month

period will begin upon the State Commission’s approval of the performance plan. Any

changes to existing performance measurements and this PAP shall be by mutual agreement of
the parties.

Qwest will make the PAP available for CLEC interconnection agreements until such time the
State Commission deems it unnecessary due to widespread facilities-based competition for all
unbundled elements.
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Attachment 3

Annual Cap on Qwest Payments

(millions)
State 1999 ARMIS Annual
Net Return Procedural Cap
Arizona* 260 114
Colorado 288 126
Idaho 68 30
lIowa 85 37
Minnesota 246 108
Montana 44 20
Nebraska 84 37
New Mexico 89 39
North Dakota 35 15
Oregon 132 58
South Dakota 42 18
Utah 128 56
Washington 225 99
Wyoming 34 15
Total Qwest 1,760 772
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THE MOD-QWEST PERFORMANCE ASSURANCE PLAN

1.0 Introduction

[INTENTIONALLY LEFT BLANK]

2.0 Plan Structure

The MOD-Qwest PAP is a two-tiered, self-executing remedy plan. The plan is developed to
provide individual CLECs with Tier-1 payments if Qwest does not provide parity between the
service it provides to the CLEC and that which it provides to its retail customers, or if Qwest
fails to meet applicable benchmarks. In addition, the PAP provides Qwest with additional
incentives to satisfy parity and benchmark standards by requiring Qwest to make Tier-2
payments--payments to State Funds established by the State Commissions--if Qwest fails to
meet parity and benchmark standards on an aggregate CLEC basis. Tier-2 payments are over
and above the Tier-1 payments made to individual CLECs. '

In the MOD-Qwest PAP, performance measurements are given different weightings to reflect
relative importance by the designations of High, Medium, and Low. Each CLEC shall
classify each measure as High, Medium, or Low at the initiation of the PAP. No more than
one-third of the measures shall be classified as High, Medium, or Low.’

Payment is generally on a per occurrence basis, i.€., a base dollar payment times the number
of non-conforming service events. To discourage non-conformance against small order
counts (which, by their nature, produce only small payments), a minimum payment of $5,000
applies to all non-conforming measures. For the performance measurements that do not lend
themselves to per occurrence payment, payment is on a per measurement basis, 1.€., a set
dollar payment. Base level per occurrence and per measure payments are summarized in
Table 1.

Two features of the payment structure discourage severe or repeated non-conformance. First,
the level of payment depends on the severity of non-conformance with the dollar payments
escalating as the level of non-conformance increases. Payment escalation is defined by the
severity factors provided in Table 2. Second, the level of payment also depends upon the
number of consecutive months of non-conforming performance, i.¢., an escalating payment
the longer the duration of non-conforming performance. Payment escalation for repeated non-
conformance is defined by the duration factors provided in Table 2. Payments are returned to
the initial, un-factored level after two-months of compliant performance. If either the severity

"It is anticipated that each state fund will be established concurrently with the State Commission’s approval of a
PAP.

? Classifications are only relevant only to the initial determination of the base payments, which will change over
time with severity and duration factors.
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or duration escalation factors are invoked a second time, the highest factored payment
becomes the new base penalty (i.e., the initial payment level) and the severity and duration
factors are applied to this base penalty for severe or repeated non-conformance. Both severity
and duration factors apply to per occurrence payments, per measure payments, and the
minimum “per occurrence” payment of $5,000.

The parity standard is met when the service Qwest provides to CLECs is equivalent to that
which it provides to its retail customers. Statistically, parity exists when performance results
for the CLEC and for the Qwest retail analogue result in a z-value that is no greater than the
critical z-value of 1.65 (a significance level of 5%). For parity measures, the MOD-Qwest
PAP relies upon statistical testing, in the form of the modified z-test or permutation analysis,
to determine whether any difference between CLEC and Qwest performance results is
statistically significant, that is, not attributable to simple random variation.

For performance measurements that have no Qwest retail analogue, agreed upon benchmarks
are used. Benchmarks are evaluated on a “stare and compare” basis (i.e., they are fixed
standards) and no statistical test is performed for such measures. During the first six-months
of implementation, the benchmarks shall be adjusted downward by 1% and rounded down to
the nearest whole percentage. After the initial six-month period, the benchmarks shall return
to the agreed upon values.

3.0 Performance Measurements
[INTENTIONALLY LEFT BLANK]
4.0 Statistical Measurement

MOD-Qwest proposes the use of a statistical test, namely the modified “z-test,” for evaluating
the difference between two means (i.e., Qwest and CLEC service or repair intervals) or two
percentages (e.g., Qwest and CLEC proportions), to determine whether a parity condition
exists between the results for Qwest and the CLEC(s). The modified z-test is employed if the
number of data points are greater than 30 for a given measurement. For testing measurements
for which the number of data points are 30 or less, Qwest will use a permutation test to
determine the statistical significance of the difference between Qwest and CLEC.?

Qwest will be in conformance when the monthly performance results for parity measurements
(whether in the form of means, percents, or proportions and at the equivalent level of
disaggregation) are such that the calculated z test statistics are not greater than the 1.65. The
following is the formula for determining parity using the z test:

7 = MILEC _MCLEC (1)

O e \/l/nlLEC +1/ ngee

* If the modified z-test indicates conformance for samples smaller than 30 data points,
permutation test will be performed.

DC01/HAZZM/131906. 1Page - 2



where M zc is the Qwest average or proportion, Mcrxc is the CLEC average or proportion,
oec 1s the variance for Qwest, and the n are the respective sample sizes for the ILEC and
CLEC. The z tests will be applied to reported measurements that contain more than 30 data
points. In calculating the difference between Qwest and CLEC performance, the above
formulae apply when a larger Qwest value indicates a better level of performance. In cases
where a smaller Qwest value indicates a higher level of performance, the order is reversed,
i.e., Mcrgc — Myec. Conformance with the parity-standard is indicated as follows:

Non — Conforming: z 2>1.65
Conforming: z<1.65

where z is the modified z-statistic.

Statistical testing is not required for benchmark measures. The following is the formula for
determining conformance when the performance measurement is a benchmark:

Non - Conforming: R.,,. <B
Conforming: R ;- 2B

where Rcrgc is the CLEC result, B is the benchmark, and larger B values indicate better
performance. If smaller values of B indicate better performance, non-conformance is
indicated by Rcrec > B.

For measurements where the performance delivered to a CLEC is compared to Qwest
performance and for which the number of data points is 30 or less, Qwest will apply a
permutation test to test for statistical significance. Permutation analysis will be applied to
calculate the z statistic using the following algorithm:

Calculate the z statistic for the actual arrangement of the data
Pool and mix the CLEC and Qwest data sets
Perform the following no fewer than 1000 times:
Randomly subdivide the pooled data sets into two pools, one the same size as
the original CLEC data set (nczzc) and one reflecting the remaining data points
(which is equal to the size of the original Qwest data set or nz¢).
Compute and store the z-test score (zs) for this sample.
Count the number of times the z statistic for a permutation of the data is greater than
the actual z statistic
Compute the fraction of permutations for which the statistic for the rearranged data is
greater than the statistic for the actual samples

If the fraction is greater than o, or one minus the confidence level, the hypothesis of parity is
not rejected and the test is passed.

6.0  Tier-1 Payments to CLECs
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Tier-1 payments to CLECs apply to all Tier-1 measurements that are not diagnostic. For
purposes of establishing the base payment, the Tier-1 performance measurements are
categorized as High, Medium, and Low by the CLEC. The amount of payments for non-
conforming service varies depending upon the High, Medium, and Low designations and
upon the duration of the non-conforming condition, as described below. The level of non-
conformance (d) is measured by

- M* —A{CLEC (2)

d, v;

for all parity measures defined as means where

M*=M .. +1.650 \/l/nILEC + 1/ ngpe - (3)

Equations (2) and (3) are valid when higher percentages indicate better service. For parity
measures defined as proportions/percentages and benchmark measures defined as
proportions/percentages (respectively), the level of non-conformance is measured by

dp=M"—Mg or dy =B—Ryge 4
where higher values of M and B indicate better quality.
Equation (2) measures the severity level of non-conformance for all parity measures defined

as means (sy = dyy). For benchmark measures and parity measures defined as proportions, the
severity level is defined as

, or Sy = . 5)

6.2 Determination of the Amount of Payment: Tier-1 payments to CLECs are calculated and
paid monthly for every non-conforming performance measurement. Payments will be made
on either a per occurrence or per measurement basis, depending upon the classification of the
measure. The total payment for per occurrence measurements is

F=nepe-d-f-x,-x, (6)

where F is the total payment for the measure and fis the per-occurrence payment that is based
on classification, x; is the severity factor, and x, is the duration factor. If Equation (6) is less
than $5,000, then F = $5,000.

For those performance measurements listed on Attachment 2 as “Performance Measurements

Subject to Per Occurrence Payments With a Cap” or “Performance Measurements Subject to
Per Measure Payments,” payment to a CLECs in a single month shall not exceed the amount:
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25,000-2-x,-x, if  High
CAP=410,000-2-x,-x, if Medium. (7)
5,000-2-x,-x, if  Low

TABLE 1:

Tier-1 Base Payments to CLECs
Measurement Per-Occurrence Per-Measure
Classification Base Payment Base Payment

High $150 $25,000

Medium $ 75 $10,000

Low $ 25 $ 5,000
TABLE 2.

Duration and Severity Factors

Duration Factors

Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month m
Xg— 1 2 3 4 5 6 m

Severity Factors

$>25% £250% s>75% s>100% s>125% s>1.5%  s>X%}
X, — 1.25 1.5 1.75 2 2.25 2.5 1+X

i'Severity factors are based on 25% increments. Alternatively, severity factors could be “smoothed” by setting
the factor equal to (1 + X) after a 25% difference.

7.0  Tier-2 Payments to State Funds

Payments to State Funds established by the State Regulatory Commissions under Tier-2 of the
MOD-Qwest PAP provide additional incentive to correct ongoing non-conformance. For each
measure, the base Tier-2 payment for per-occurrence measures shall equal the average per-
occurrence payment (across all CLECs) for the month.* For per-measure performance
measurements, the per-measure payment shall equal the average per-measure payment (across
all CLECs) multiplied by the total number of populated measures divided by the total number
of CLECs.> All measures that evaluate individual CLEC performance for Tier 1 payments are
included in Tier 2 calculations. Conformance is identified in the same manner as for Tier 1.

Qwest payments to the State Funds shall be used in a competitively neutral manner. Payments
shall not affect positively the financial condition of Qwest.

8.0  Step by Step Calculation of Tier-1 Payments to CLECs

* Payments may vary across CLECs due to the application of severity and duration factors.
* This calculation is a proxy for the number of identically sized CLECs in the market.
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8.2 Performance Measurements for which Payment is Per Occurrence:
8.2.1 Performance Measurements that are Averages (or Means) or Ratios:
Step 1: For each performance measurement, calculate M*.

Step 2: Calculate the percentage differences between the actual averages and the calculated
averages using Equation (2).

Step 3: For each performance measurement, multiply the total number of data points by the
percentage calculated in the previous step and the per occurrence dollar amounts; include any
relevant severity and/or duration factors to determine the payment to the CLEC for each non-
conforming performance measurement. If the total payment is calculated to be less than
$5,000, the minimum payment of $5,000 applies.

8.2.2 Performance Measurements that are Percentages:
Step 1: For each performance measurement, calculate M*.

Step 2: Calculate the difference between the actual percentages for the CLEC and the
calculated percentages using Equation (3).

Step 3: For each performance measurement, multiply the total number of data points by the
percentage calculated in the previous step and the per occurrence dollar amounts, including
any relevant severity and/or duration factors, to determine the payment to the CLEC for each
non-conforming performance measurement. For percentage measures, severity factors are
based on the percent difference defined in Equation (4). If the total payment is calculated to
be less than $5,000, the minimum payment of $5,000 applies.

8.3 Performance Measurements for which Payment is Per Measure:

For each performance measurement that Qwest fails to meet the standard, the payment to the
CLEC is the base dollar amount adjusted by severity and duration factors if necessary.

8.4 Performance Measurements that are Benchmarks

Step 1: For each performance measurement, calculate the difference between the benchmark
and the actual performance to the CLEC using Equation (3).

Step 2: For each performance measurement, multiply the total number of data points by the
percentage calculated in the previous step and the per occurrence dollar amounts, including
any relevant severity and/or duration factors, to determine the payment to the CLEC for each
non-conforming performance measurement. For percentage measures, severity factors are
based on the percent difference defined in Equation (4). If the total payment is calculated to
be less than $5,000, the minimum payment of $5,000 applies.
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9.0 Step by Step Calculation of Tier-2 Payments

The calculation of Tier-2 payments proceeds in an identical manner as Tier-1 payments
except the aggregate of CLEC data is used. All measures that evaluate individual CLEC
performance for Tier 1 payments are included in Tier 2 calculations. Conformance is
identified in the same manner as for Tier 1. For each measure, the base Tier-2 payment for
per-occurrence measures shall equal the average per-occurrence payment (across all CLECs)
for the month for each measure. For per-measure performance measurements, the per-measure
payment shall equal the average per-measure payment (across all CLECs) multiplied by the
total number of populated measures divided by the total number of CLECs.® Apply severity
and duration factors as required. If the total payment is calculated to be less than $5,000, the
minimum payment of $5,000 applies.

10.0 Payment

Payments to CLECs or the State Fund shall be made via direct payment one month following
the due date of the performance measurement report for the month for which payment is being
made.

11.0 Cap on Tier-1 and Tier-2 Payments

There shall be a procedural cap on the total payments by Qwest during a calendar year for
each of the 14 states. The cap amounts by state are shown on Attachment 3. The cap
represents 44% of the “net revenues,” where net revenues are defined in the FCC’s order
approving the Bell Atlantic-New York 271 application and affirmed in the FCC order
approving the Southwest Bell Telephone-Texas 271 application.” The procedural cap applies
to the aggregate of Tier-1 and Tier-2 payments to CLECs, excluding payments made pursuant
to any other alternative performance obligations pursuant to an interconnection agreement
with a CLEC and any other payments required by State Commissions pursuant to service
quality rules, orders or other agreements that relate to the same or analogous service. If the
procedural cap is reached during any consecutive 12 month period Qwest shall, within 30
days, file a petition with the State Commission for an expected hearing showing why it should
not be required to pay remedies in excess of the procedural cap. Payments shall be made to
escrow during this proceeding.

In the event the annual procedural cap is reached within a calendar year or one-sixth of the
cap is reached in a single month and it is determined that poor performance alone is the cause

of such payments, Qwest shall cease offering in-region interLATA services to new customers.

12.0 Limitations

S This calculation is a proxy for the number of identically sized CLECs in the market.

7 Federal Communications Commission, CC Docket No. 99-404, Memorandum Opinion and Order, December
22, 1999, Para. 436 and footnote 1332; Federal Communications Commission, CC Docket No. 00-65,
Memorandum Opinion and Order, June 30, 2000, Para 424.
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12.1 Qwest’s PAP shall not become available in a State upon approval by the State
Commission. The PAP shall be in place six-months prior to a 271 application by Qwest.

12.2 Qwest shall be liable for Tier-1 or Tier-2 payments to any CLEC offering services in the
state using unbundled elements.

12.3 Qwest shall not be obligated to make Tier-1 or Tier-2 payments for any measurement if
and to the extent that non-conformance for that measurement was the result of any of the
following: a Force Majeure event; an act or omission by a CLEC that is contrary to any of its
obligations under its interconnection agreement with Qwest or under the Act or State law; or
an act or omission by a CLEC that is in bad faith.® Qwest will not be excused from Tier-1 or
Tier-2 payments on any other grounds, except as described in paragraph 12.7. Qwest will
have the burden to demonstrate that its non-conformance with the performance measure was
excused on one of the grounds described in this PAP.

12.8 Whenever a Qwest Tier-1 payment to an individual CLEC exceeds $3 million in a
month, or when all CLEC Tier-1 payments in any given month exceed the monthly cap
(section 11.0), Qwest may commence a show cause proceeding. Upon timely commencement
of the show cause proceeding, Qwest must pay the balance of payments owed in excess of the
threshold amount into escrow, to be held by a third party pending the outcome of the show
cause proceeding. To invoke these escrow provisions, Qwest must file with the Commission,
not later than the due date of the Tier-1 payments, an application to show cause why it should
not be required to pay any amount in excess of the procedural threshold. Qwest will have the
burden of proof to demonstrate why, under the circumstances, it would be unjust to require it
to make the payments in excess of the applicable threshold amount. If Qwest reports non-
conforming performance to a CLEC for three consecutive months on 20% or more of the
measurements reported to the CLEC and has incurred no more than $1 million in liability to
the CLEC, the CLEC may commence a similar show cause proceeding. In any such
proceeding the CLEC will have the burden of proof to demonstrate why, under the
circumstances, justice requires Qwest to make payments in excess of the amount calculated
pursuant to the terms of the PAP.

13.0 Reporting

Upon FCC 271 approval for a state, Qwest will provide CLECs a monthly report of Qwest’s
performance for the measurements identified in the PAP by the 25th day of the month
following the month for which performance results are being reported. The report shall
include a complete description of how all payments are calculated. Qwest will collect,
analyze, and report performance data for the measurements in accordance with the most
recent version of the Service Performance Indicator Definitions (PID). Upon a CLEC’s

¥ Examples of bad faith conduct include, but are not limited to: unreasonably holding service orders and/or
applications, “dumping” orders or applications in unreasonable large batches, “dumping” orders or applications
at or near the close of a business day, on a Friday evening or prior to a holiday, and failing to provide timely
forecasts to Qwest for services or facilities when such forecasts are required to reasonably provide services or
facilities.
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request, data files of the CLEC’s raw data, or any subset thereof, will be transmitted, without
charge, to the CLEC in a mutually acceptable format, protocol, and transmission medium.

Qwest will also provide the Commission a monthly report of aggregate CLEC performance
results pursuant to the PAP by the 25th day of the month following the month for which
performance results are being reported. Individual CLEC reports will also be available to the
Commission upon request. Upon the Commission’s request, data files of the CLEC raw data,
or any subject thereof, will be transmitted, without charge, to the Commission in a mutually
acceptable format, protocol, and transmission form. By accepting this PAP, each CLEC
consents to Qwest providing that CLEC’s report and raw data to State Commissions upon the
Commission’s request.

14.0 Reviews

Every six (6) months, Qwest, CLECs, and the Commission shall review the performance
measurements to determine whether measurements should be added, deleted, or modified;
whether the applicable benchmark standards should be modified or replaced by parity
standards; and whether to move a classification of a measure to High, Medium, or Low or
Tier-1 to Tier-2. Criteria for review of performance measurements, other than for possible
reclassification, shall be whether there exists an omission or failure to capture intended
performance, and whether there is duplication of another measurement. The first six-month
period will begin upon the State Commission’s approval of the performance plan. Any
changes to existing performance measurements and this PAP shall be by mutual agreement of
the parties.

Qwest will make the PAP available for CLEC interconnection agreements until such time the

State Commission deems it unnecessary due to widespread facilities-based competition for all
unbundled elements.

DCO1/HAZZM/131906. 1Page - 9



Attachment 3

Annual Cap on Qwest Payments

(millions)
State 1999 ARMIS Annual
Net Return Procedural Cap

Arizona* 260 114

Colorado 288 126
Idaho 68 30
Towa 85 37

Minnesota 246 108
Montana 44 20
Nebraska 84 37
New Mexico 89 39
North Dakota 35 15
Oregon 132 58
South Dakota 42 18
Utah 128 56
Washington 225 99
Wyoming 34 15
Total Qwest 1,760 772
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The Modified Texas Performance Plan

George S. Ford, Z-Tel Communications

I. Introduction

A number of ILECs have submitted to various state regulatory commissions a proposal for a
performance assurance plan (“PAP”) based on the PAP included in the 271 application
approved by the Federal Communications Commission (“FCC”) for Southwest Bell
Telephone Company-Texas (“SBTX”).! These ILECs have adopted, in near unaltered form,
the Texas enforcement plan structure, including its statistical tables and payment schedules.
Despite approval of the SBTX 271 application by the FCC, the Texas PAP -- including all of
the versions (to date) submitted to by the ILECs to various state commissions - has a number
of shortcomings that substantially weaken its effectiveness at ensuring non-discriminatory
provision of unbundled elements as mandated by the 1996 Telecommunications Act.

The purpose of this document is to outline a modified Texas-bases performance plan (MOD-
TX Plan) that remedies the major shortcomings of the plan. All of the suggested changes are
incorporated easily into the Texas-based PAP, as they do not require major structural
changes. While no serious modification of the Texas PAP is required, the effectiveness of the
PAP is increased substantially. The MOD-TX Plan takes as its foundation the Texas PAP and,
where possible, relies on the fundamental features of that plan. This approach minimizes the
differences between the MOD-TX Plan and the Texas PAP and allows the ILECs, State
Commissions, and the FCC to evaluate more readily the impact of the modifications.
Furthermore, by modifying the ILECs’ PAP rather than proposing an entirely different
alternative, the PAPs proposed by the ILEC and Z-Tel Communications are more similar
than dissimilar.

The discussion in this document is not comprehensive, but focuses only on the major
statistical and payment components of the PAP. This limited focus is intentional and
desirable, allowing this document to be relevant in different states where the performance
measurements, or other factors, may vary.

Z-Tel Communication’s support of the MOD-TX Plan is conditioned on the incorporation of
all modifications to the Texas-style PAP suggested herein.

II. Assessing the Level of Performance

Like the Texas Plan, the MOD-TX PAP is a two-tiered, self-executing remedy plan. The plan
provides individual CLECs with Tier-1 payments if the ILEC does not provide parity or
benchmark service to the CLEC. In addition, the PAP provides additional incentives to
satisfy parity and benchmark standards by including Tier-2 payments to a State Fund if the

1 In the Matter of the Application by SBC Communications, Inc., CC Docket No. 00-65, Memorandum Opinion
and Order, June 30, 2000.

@Dcm JHAZZM/131907.1 1



ILEC fails to meet parity and benchmark standards on an aggregate CLEC basis. Tier-2
payments are over and above the Tier-1 payments made to individual CLECs.2

As in the Texas PAP, the MOD-TX Plan uses a classification system for performance
measurements (High, Medium, and Low) to determine base payment amounts.
Measurements with a High classification have the highest payments and “Low” the lowest
payments, at least initially. Each CLEC shall classify each measure as High, Medium, or Low
at the initiation of the PAP. The CLEC’s classification of measurements is restricted in that no
more than one-third of the measures shall be classified as High, Medium, or Low.? By
allowing the CLEC (as opposed to the ILEC) to classify the measures, the MOD-TX Plan
adjusts to the different business requirements of the CLECs. Because the classification of
measures is relevant only to the determination of base payment levels and because the MOD-
TX Plan allows payment levels to adjust dynamically to the effective level, the classification
of measurements is not as critical as with the Texas PAP.

Any performance measurement assessing performance for a service that is subject to end-
user quality of service standards shall be defined as a benchmark measure. The benchmark
standard shall not exceed the quality of service standard.

1. THE PARITY STANDARD

Following the Texas PAP, the MOD-TX Plan uses the modified “z-test” to determine the
statistical significance of means differences between the ILEC and CLEC level of
performance. The modified z-test is employed if the number of data points are greater than
30 for a given measurement. For testing measurements for which the number of data points
are 30 or less, the ILEC will use (some version of) a permutation test to evaluate performance
levels. The modified z-test is defined as:

7= My =M ypc
O eV 1/ Pyse + 1/ e

where Mciec is the CLEC average or proportion, Miec is the ILEC mean or proportion, oec
is the variance for the ILEC, and the 1 are the respective sample sizes for the ILEC and CLEC.
Equation (1) applies when a smaller ILEC value indicates a better level of performance. In
cases where a larger ILEC value indicates a higher level of performance, the numerator of
Equation (1) becomes Miiec - Mciec. The goal is to produce a positive z-score that is then
compared to the critical z-value. Conformance with the parity-standard is indicated as
follows:

(1)

2 It is anticipated that each state fund will be established concurrently with the State Commission’s approval
of a PAP.

3 Classifications are only relevant only to the initial determination of the base payments, which will change
over time with severity and duration factors.
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Non - Conforming: z 2>1.65

Conforming: z<1.65
where z is the modified z-statistic and 1.65 is the critical z-score for the 5% significance (95%
confidence) level. The Texas PAP allows the critical z-score to change with the number of

statistical tests performed in a single month. Appendix A describes why this approach is
inappropriate and not incorporated into the MOD-TX Plan.

While the modified z-test can determine statistical significance, it does not measure the size
of the disparity. Following the Texas PAP, the magnitude of disparity (d) is defined as

*

M -M
= Meaze M o
where M* is defined as
M*=M .. +1.656 4 \/l/”ILEc +1Unepe 3)

which is the value of M that just produces a statistically significant means difference relative
to Miec. Equation (2) is applicable only to measurements measured as means or ratios and
when smaller values of M indicate better performance. For measurements defined as
percentages or proportions, the degree of disparity is

dP:M*_MCLEC 4)
when larger values of M indicate better performance (e.g., percent success rate).

Finally, the severity of the non-conformance for measurements defined as means or ratios is
identical to Equation (2) so that sy =dm. For measurements defined as percentages or
proportions, the severity of the miss is

— dP
1-M"

Sp ©)
for measurements where a larger M indicates better service. The need for a different measure
of severity for measurements defined as percentages is obvious. Consider the case where the
ILEC has a success rate of 95% so that 5% of the ILEC’s orders are “failures.”# If the CLEC
has a success rate of 90%, then 10% of its orders are “failures.” The failure rate for the CLEC
is twice that of the ILEC or 100% worse [(0.95 - 0.90)/(1 - 0.95)= 0.05/0.05 = 1.0 = 100%].

4 For illustrative purposes, assume M* = 95%.

L
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For measurements with 30 data points or less, a permutation test will be used. Permutation
analysis will be applied to calculate the z statistic using the following algorithm or a suitable
alternative acceptable to both the ILEC and CLECs:

Step1) Calculate the z statistic for the actual arrangement of the data
Step2) Pool and mix the CLEC and ILEC data sets
Step3)  Perform the following 10,000 times:

Randomly subdivide the pooled data sets into two pools, one the same
size as the original CLEC data set (nciec) and one reflecting the
remaining data points (which is equal to the size of the original Qwest
data set or nec).

Compute and store the z-test score (zs) for this sample.

Step4) Count the number of times the z statistic for a permutation of the data is
greater than the actual z statistic

Step5) Compute the fraction of permutations for which the statistic for the rearranged
data is greater than the statistic for the actual samples

Step6) If the fraction is greater than o, or one minus the confidence level, the
hypothesis of parity is not rejected and the test is passed.

The speed of the permutation calculation depends on the number of ILEC and CLEC
observations, but as a practical matter, only the number of ILEC observations poses a
computation cost. If the ILEC sample size makes 10,000 permutations computationally
expensive, then the number of permutations shall be reduced to 1,000 or an appropriate
sampling procedure shall be applied to the ILEC data.

2. THE BENCHMARK STANDARD

For performance measurements that have no ILEC retail analogue, benchmarks are
established. Benchmarks are evaluated on a “stare and compare” basis (i.e., they are fixed
standards) and no statistical test is performed. During the first six-months of
implementation, the benchmarks shall be adjusted downward by 1% and rounded down to
the nearest whole percentage. After the initial six-month period, the benchmarks shall return
to the initial agreed upon values unless both the ILEC and CLEC agree to a different
benchmark level. By applying an invalid “statistical” procedure, the Texas PAP reduces the
(percentage) benchmarks by 1.65 percentage points. The temporary 1% reduction (round
down) in the benchmark also reduces the benchmark, but does not do so under the guise of a
“statistical” procedure that lacks any validity.

The following is the formula for determining conformance when the performance
measurement is a benchmark:
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Non —Conforming: R ;- <B
Conforming: R, .- 2B

where Rerec is the CLEC result, B is the benchmark, and where larger B values indicate better
performance. If smaller values of B indicate better performance, non-conformance is
indicated by Rcrec > B.

Once a benchmark is determined to be non-conforming, the disparity level is defined as

dy=B—=Ryp (©)

when larger B values indicate better performance. As in the case of parity measures defined
as percentages or proportions, for benchmark measures defined as percentages the severity
level is defined as

_ dP
1-B~

5, )
For benchmark measures not defined as percentages or proportions, disparity and severity
are measured as

3 ®)

dy =54

where larger values of B indicate better performance.

III. Payments for Non-Conforming Performance

Following the Texas PAP, payment is generally on a per occurrence basis where the payment
amount is multiplied by the number of “non-conforming events” as defined below. For the
performance measurements that do not lend themselves to per occurrence payment,
payment is on a per measurement basis.5> Base level per occurrence and per measure
payments are summarized in Table 1 and are identical to the payment levels of the Texas
PAP.

5 This statement is borrowed from the Texas-based PAPs. Why some measures should be per-measure and
others per-occurrence is left to the imagination. In an effort to avoid more serious modification to the Texas PAP,
the MOD-TX Plan accepts the per-measure and per-occurrence distinction of particular measures.

L4
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TABLE 1. Tier-1 Base Payments to CLECs

Measurement Per-Occurrence Per-Measure
Classification Base Payment Base Payment
High $150 $25,000
Medium $ 75 $10,000
Low $ 25 $ 5,000

One major shortcoming of a per-occurrence payment structure is that discrimination against
small order counts necessarily produces small payments. However, discrimination against
small order counts may not have small consequences so that the remedy payment may not
equal either the gain to the ILEC or damage to the CLEC. Thus, MOD-TX Plan includes a
minimum (total) per-occurrence payment of $5,000. This minimum payment for per-
occurrence measures is equivalent to the per-measure payment for a “Low” per-measure
measurement in the Texas PAP. Establishing a minimum payment for per-occurrence
measurements resolves a critical shortcoming of a per-occurrence payment structure. It also
is reasonable to apply the minimum payment of $5,000 to larger sample sizes. As sample
sizes grow, the need for reliability becomes more important to the CLEC. Even small
deviations from parity or benchmark service can have widespread effects on reputation.

1. SEVERITY AND DURATION FACTORS

Two features of the MOD-TX Plan discourage severe or repeated non-conformance. First, the
level of payment depends on the severity of non-conformance with the dollar payments
escalating as the level of non-conformance increases. This feature of the Plan discourages the
ILEC from providing very poor service, but does not levy large payments for lower levels of
disparity. As a practical matter, larger levels of disparity impose higher costs on the CLEC
and provide larger benefits to the ILEC.¢ Thus, as a theoretical matter, the payment should
increase with the level of disparity. The severity factors are summarized in Table 2.

In the Texas PAP, the payments increase linearly with disparity up to a 100% disparity level.
This Texas PAP approach has the undesirable property of invoking no more severe a
payment for a disparity level of 200%, or even 500%, than for a disparity level of 100%. The
severity factor approach incorporated in the MOD-TX Plan corrects this flaw.

¢ The benefits to the ILEC are in the form of increased profits or the costs avoided in creating systems and
processes that ensure parity performance.
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Figure 1.

Figure 1 illustrates the effect of the severity factors on the payments across varying levels of
disparity (or severity). In the figure, the total per-occurrence payment (F) is measured along
the vertical axis and the degree of severity (s) is measured along the horizontal axis. The
payment-severity relationship of the Texas PAP is illustrated by the line labeled 0X and for
the MOD-TX Plan the dashed line 0Y.7 For low levels of disparity, the Texas PAP and MOD-
TX Plan prescribe the same level of payment. At higher levels of severity, however, the
MOD-TX Plan provides for larger payments and, as a consequence, a stronger incentive for
better performance than does the Texas PAP.

Second, as in the Texas PAP the level of payment also depends upon the number of
consecutive months of non-conforming performance. Payment escalation for repeated non-
conformance is defined by the duration factors provided in Table 2.

Either severe or repeated non-conformance indicates that payment levels are inadequate to
ensure parity or benchmark performance. With the use of severity and duration factors, the
payments continue to rise until the ILEC’s cost of non-conformance (i.e., payments) incents
the ILEC to provide adequate service. With large enough payments, the ILEC will choose to
provide parity or benchmark service. This dynamic adjustment of the payments to the
effective level is an important feature of the MOD-TX Plan.

In the Texas PAP, once the ILEC is in conformance, the payments (raised by duration factors)
return to the initial level. As a theoretical matter, this feature of the Texas PAP is
inappropriate. The severity and duration factors allow payments to dynamically adjust to the
effective level. To return the payment to its base level is to ensure that the payment is no
longer effective. The MOD-TX Plan allows payments to return to the initial, un-factored level
after two-months of compliant performance. However, if either the severity or duration
escalation factors are invoked a second time, the highest factored payment becomes the new
base penalty (i.e., the initial payment level) and the severity and duration factors are applied
to this base penalty for severe or repeated non-conformance. Both severity and duration

7 The continuous relationship between total payments and severity for the MOD-TX Plan is illustrated as a
continuous curve, but in fact is discontinuous due to the specification of the severity factors.
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factors apply to per occurrence payments, per measure payments, the minimum “per
occurrence” payment of $5,000, and any monthly caps placed on individual measurements.

TABLE 2.
Duration and Severity Factors

Duration Factors

Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month m
X4 > 1 2 3 4 5 6 m

Severity Factors

§225% s >50% s275% s >100% 52125% s2150% s > s*%%

Xs —> 1.25 15 1.75 2 2.25 25 1+s*

¥ Severity factors are based on 25% increments. Alternatively, severity factors could be “smoothed” by
setting the factor equal to (1 + s*) after a 25% difference.

In summary, the payment for per occurrence measurements is

F=ngpe-d-fx,-x, 9

where F is the total payment for the measure, f is the per-occurrence payment, x; is the
severity factor, and x, is the duration factor. Equation (9) applies only if F > $5,000, which is
the minimum total per-occurrence payment. Example payment calculations are provided in
Attachment 2.

2. MEASUREMENT CAPS

The Texas PAP places monthly payment caps on a number of measures. However, these caps
are often too low. While the severity and duration factors, over time, correct for inadequate
payments, the initial measurement caps should be set so that the factor approach reaches the
effective payment sooner rather than later. The MOD-TX Plan allows for monthly caps on
particular measures, but those caps should equal, at least, twice the per-measure payment for
an equivalent class of measure (High, Medium, Low). Both severity and duration factors
apply to the cap as follows:

25,000-2-x,-x, if  High
CAP =410,000-2-x, -x, if Medium. (10)
5,000-2-x,-x, if  Low
By adjusting the caps by severity and duration factors, the undesirable effects of a cap are

reduced while the alleged benefits of the cap remain intact. Ideally, measurement caps
should be used sparsely, if at all.

IV. Tier-2 Payments to State Funds

Payments to State Funds established by the State Regulatory Commissions under Tier-2 of
the MOD-Qwest PAP provide additional incentive to correct ongoing non-conformance. All
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measures that evaluate individual CLEC performance for Tier 1 payments are included in Tier
2 calculations. Conformance is identified for the aggregate of CLEC data in the same manner
as for Tier 1. For each measure, the base Tier-2 payment for per-occurrence measures shall
equal the average per-occurrence payment (across all CLECs) for the month# For per-
measure performance measurements, the per-measure payment shall equal the average per-
measure payment (across all CLECs) multiplied by the total number of populated measures
divided by the total number of CLECs.?

The ILEC payments to the State Funds shall be used in a competitively neutral manner.
Payments shall not affect positively the financial condition of the ILEC.

V. Payment

Payments to CLECs or the State Fund shall be made via direct payment one month following
the due date of the performance measurement report for the month for which payment is
being made. The Texas PAP, and those like it, propose payments be made with bill credits.
Bill credits, however, can incent the ILEC to discriminate more rather than less, which is an
undesirable property of that approach. Making direct payment for any payments that exceed
the CLEC’s monthly bill remedies, in part, this problem. However, if the procedures to make
direct payment for Tier-2 payments and above-bill Tier-1 payments must be undertaken,
setting up a bill credit process is unnecessary and redundant. Given that the CLECs prefer
direct payment and it poses no more expense on the ILEC than bill credit - in fact, it is less
costly - then direct payment should be used.

VI. Cap on Tier-1 and Tier-2 Payments

There shall be a procedural cap on the total payments by the ILEC for during a concurrent
12-month period. The procedural cap is set at 44% of the ILEC’s “net revenues,” where net
revenues are defined in the FCC’'s order approving the Bell Atlantic-New York 271
application and affirmed in the FCC order approving the Southwest Bell Telephone-Texas
271 application.!® The procedural cap applies to the aggregate of Tier-1 and Tier-2 payments,
and excludes payments made pursuant to any other alternative performance obligations
pursuant to an interconnection agreement with a CLEC and any other payments required by
State Commissions pursuant to service quality rules. If the procedural cap is reached during
any consecutive 12 month period, or one-sixth of the cap is reached in a single month, a
expedited proceeding shall be initiated to review the performance level and performance
plan and assess the cause of reaching the procedural cap. Payments shall be made to escrow
during this proceeding.

8 Payments may vary across CLECs due to the application of severity and duration factors.
9 This calculation is a proxy for the number of identically sized CLECs in the market.

10 Federal Communications Commission, CC Docket No. 99-404, Memorandum Opinion and Order,
December 22, 1999, Para. 436 and footnote 1332; Federal Communications Commission, CC Docket No. 00-65,
Memorandum Opinion and Order, June 30, 2000, Para 424.
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In the event the annual procedural cap is reached within a calendar year or one-sixth of the
cap is reached in a single month and it is determined that poor performance alone is the
cause of such payments, the ILEC shall cease offering in-region interLATA services to new
customers.

Whenever a Qwest Tier-1 payment to an individual CLEC exceeds $3 million in a month, or
when all CLEC Tier-1 payments in any given month exceed the monthly cap (section 11.0),
Qwest may commence a show cause proceeding. Upon timely commencement of the show
cause proceeding, Qwest must pay the balance of payments owed in excess of the threshold
amount into escrow, to be held by a third party pending the outcome of the show cause
proceeding. To invoke these escrow provisions, Qwest must file with the Commission, not
later than the due date of the Tier-1 payments, an application to show cause why it should
not be required to pay any amount in excess of the procedural threshold. Qwest will have
the burden of proof to demonstrate why, under the circumstances, it would be unjust to
require it to make the payments in excess of the applicable threshold amount. If Qwest
reports non-conforming performance to a CLEC for three consecutive months on 20% or
more of the measurements reported to the CLEC and has incurred no more than $1 million in
liability to the CLEC, the CLEC may commence a similar show cause proceeding. In any
such proceeding the CLEC will have the burden of proof to demonstrate why, under the
circumstances, justice requires Qwest to make payments in excess of the amount calculated
pursuant to the terms of the PAP.

VII. Availability

The PAP shall not become available in a State upon approval by the State Commission. The
PAP shall be in place six-months prior to a 271 application by the ILEC so that the PAP is
well tested and the benchmarks are returned to the agreed upon level.

The ILEC shall be liable for Tier-1 or Tier-2 payments to any CLEC offering services in the
state using unbundled elements. The ILEC will make the PAP available for CLEC
interconnection agreements until such time the State Commission deems it unnecessary due
to widespread facilities-based competition across unbundled elements.

VIII. Reviews

Every six (6) months, the ILEC, CLECs, and the Commission shall review the performance
measurements to determine whether measurements should be added, deleted, or modified;
whether the applicable benchmark standards should be modified or replaced by parity
standards; and whether to move a classification of a measure to High, Medium, or Low or
Tier-1 to Tier-2. The first six-month period will begin upon the State Commission’s approval
of the performance plan. Any changes to existing performance measurements and this PAP
shall be by mutual agreement of the parties.

Li
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The author would like to thank Drs. John D. Jackson and T. Randolph Beard for helpful comments and
suggestions. Any remaining errors are the responsibility of the author.
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Attachment 1.

Any time a statistical test is conducted, there is a chance of making two types of errors: Type
I and Type II errors. In some cases, a disparity does not exist but the statistical test indicates
incorrectly that it does. This error is called a Type I error and may require payments for
“false positives.” In an effort to reduce payments based on Type I error or “false positives,”
Qwest proposes that it be forgiven a specified number of statistical significant means
differences. The number of “forgivenesses” varies by the number of tests performed and is
intended to equal the expected number of “incorrect” findings of means differences so that
the probability of a “false positive” is held constant at 5% (ignoring Type II error).1!

The first problem with the Texas PAP K-Table is that our attempt to reproduce (what we
believe is intended by) the K-Table was unsuccessful. It is possible that the Texas PAP K-
Table is based on proposals made by AT&T’s statistician Collin Mallows. However, the K-
Table calculations proposed by Dr. Mallows are not compatible with the Texas PAP. Based
on the description of the K-Table, the table has been re-constructed and the “correct” values
provided in Table A-1. In an effort to facilitate the Commission’s review of the K-Tables, the
Excel Spreadsheet wused to produce Table 2 <can be downloaded at
www.egroupassociates.com/download.htm.

The second problem with the K-Table is that the “forgivenesses”, or K-values, are based on
the assumption that the null hypothesis is true for all the statistical tests performed for the
CLEC. If, in fact, there are true means differences between the ILEC and CLEC performance
data, then the K-Table offers too much forgiveness. It is inappropriate to assume that the
ILEC performance and CLEC performance are always equal.

A Type II error is said to occur when the statistical test fails to detect a disparity - a “false
negative.” Type II errors allow the ILEC to avoid remedy payments when a payment
rightfully is due. The K-Table proposed by the Texas PAP (and those like it) ignores Type II
error altogether. For the typical sample sizes experienced with performance data, the
probability of Type II error likely exceeds Type I error. AT&T has presented evidence
illustrating that Type II error is larger than Type I for actual performance data.

Table A-2 summarizes the number of adjustments the ILEC is subject to by holding the
probability of a “false negative” constant at 5% and ignoring Type I error (this is the opposite
of the K-Table proposal by the Texas PAP). Accounting for Type II error requires the ILEC to
make remedy payments even if all z-tests indicate non-discrimination. For example, if a
CLEC populates 100 metrics in a given month, the ILEC would make payments on 67
(statistically insignificant) measures based on “false negatives” while receiving only 8 credits
for “false positives.” The “false negative” probabilities are computed assuming that the
payment calculation of the Texas PAP plan requires payment to 100% of the orders in the
measure because the CLEC mean is twice the “threshold mean,” or M* as defined in the text.

11 The 5% is not the probability of Type I error because the K-Table is not a statistical test.

@Dcm /HAZZM/131907.1 12


http://www.egroupassociates.com

A K-Table that computes both “forgivenesses” and “adjustments” that balance the testing
impact of Type I and Type II errors is summarized in Table A-3. Across all number of tests
performed, the testing impact of Type II errors exceed that of Type I errors. As previously
mentioned, benchmark measures are not subject to Type I or Type II error so should be
excluded when using the balanced K-Table.

The MOD-TX Plan does not include a K-Table, either balanced or unbalanced. While it is true
that statistical tests are subject to error, the error cuts both ways. The size of these errors
depends on sample size and true differences in actual performance, the latter of which is
nearly impossible to assess. Recognizing that both Type I and Type II error exist and that the
testing impact of Type II likely will exceed Type I error, it seems reasonable, particularly
from the perspective of a CLEC, to assume the two errors offset each other and the statistical
test can proceed simply by using a critical z-value of 1.65.
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Table A-1. K-Table Based on Type I Error Only

Texas Proposed K-Table

“Corrected” K-Table

Probability of Probability of

Measures K Value Critical Z  False Positive* K Value Critical Z False Positive
1 0 1.65 0.049 0 1.64 0.051
2 0 1.96 0.049 0 1.95 0.051
3 0 212 0.050 0 212 0.050
4 0 2.23 0.051 0 2.23 0.051
5 0 2.32 0.050 0 232 0.050
6 0 2.39 0.049 0 239 0.049
7 0 2.44 0.050 0 2.44 0.050
8 1 1.69 0.048 1 1.68 0.050
9 1 1.74 0.050 1 1.74 0.050
10-19 1 1.79 0.050 1 1.79 0.050
20-29 2 1.73 0.049 2 1.73 0.049
30-39 3 1.68 0.049 3 1.68 0.049
40-49 3 1.81 0.051 3 1.81 0.051
50-59 4 1.75 0.049 4 1.75 0.049
60-69 5 1.70 0.051 5 1.70 0.051
70-79 6 1.68 0.044 6 1.67 0.048
80-89 6 1.74 0.046 6 1.73 0.050
90-99 7 1.71 0.043 7 1.70 0.048
100-109 8 1.68 0.043 8 1.67 0.048
110-119 9 1.70 0.025 8 1.71 0.052
120-139 10 1.72 0.014 9 1.69 0.048
140-159 12 1.68 0.014 10 1.70 0.049
160-179 13 1.69 0.015 12 1.66 0.048
180-199 14 1.70 0.015 13 1.67 0.049
200-219 17 1.70 0.004 14 1.68 0.048
250-299 20 1.70 0.004 17 1.67 0.053
300-399 26 1.70 0.000 20 1.67 0.051
400-499 32 1.70 0.001 26 1.66 0.054
500-599 38 1.72 0.000 32 1.66 0.047
600-699 44 1.72 0.000 38 1.65 0.053
700-799 49 1.73 0.000 43 1.66 0.050
800-899 55 1.75 0.000 49 1.65 0.057
900-999 60 1.77 0.000 54 1.66 0.049

* Probability levels were not included in the Texas K-Table and are computed by the author.
K-values, z-scores, and probability levels based on the lower bound of the range.
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Table 3. K-Table Based on Type II Error Only

Probability of

Measures K Value Critical Z  False Negative
1 1 1.65 0.0000
2 2 1.96 0.0000
3 3 212 0.0000
4 4 223 0.0000
5 5 232 0.0000
6 6 239 0.0000
7 7 244 0.0000
8 7 1.69 0.0153
9 8 1.74 0.0120
10-19 9 1.79 0.0093
20-29 15 1.73 0.0596
30-39 22 1.68 0.0370
40-49 30 1.81 0.0405
50-59 36 1.75 0.0444
60-69 42 1.70 0.0404
70-79 48 1.68 0.0382
80-89 55 1.74 0.0577
90-99 61 1.71 0.0505
100-109 67 1.68 0.0404
110-119 74 1.70 0.0531
120-139 80 1.72 0.0466
140-159 93 1.68 0.0479
160-179 104 1.69 0.0430
180-199 117 1.70 0.0422
200-219 130 1.70 0.0427
250-299 160 1.70 0.0462
300-399 190 1.70 0.0555
400-499 250 1.70 0.0536
500-599 311 1.72 0.0492
600-699 370 1.72 0.0451
700-799 432 1.73 0.0467
800-899 489 1.75 0.0514
900-999 552 1.77 0.0486
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Table 4. Balanced K-Table

Measures Critical Z Forgivenesses  Adjustments

1 1.65 0 1

2 1.96 0 2

3 212 0 3

4 223 0 4

5 232 0 5

6 239 0 6

7 244 0 7

8. 1.69 1 7

9 1.74 1 8

10-19 1.79 1 9
20-29 1.73 2 15
30-39 1.68 3 22
40-49 1.81 3 30
50-59 1.75 4 36
60-69 1.70 5 42
70-79 1.68 6 48
80-89 1.74 6 55
90-99 1.71 7 61
100-109 1.68 8 67
110-119 1.70 8 74
120-139 1.72 9 80
140-159 1.68 10 93
160-179 1.69 12 104
180-199 1.70 13 117
200-219 1.70 14 130
250-299 1.70 17 160
300-399 1.70 20 190
400-499 1.70 26 250
500-599 1.72 32 311
600-699 1.72 38 370
700-799 1.73 43 432
800-899 1.75 49 489
900-999 1.77 54 552
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Attachment 2. Example Payment Calculations

Parity - Mean or Average

Parity - Mean or Average

ILEC CLEC ILEC CLEC
Mean 5.00 7.00 Mean 5.00 7.00
Standard Deviation 10.00 Standard Deviation 10.00
Sample Size 10,000 500 Sample Size 10,000 1,000
z-statistic (Eq. 1) 4.36 z-statistic (Eq. 1) 6.03
M* (Eq. 3) 5.76 M* (Eq. 3) 5.55
Disparity (Eq. 2) 21.6% Disparity (Eq. 2) 26.2%
Severity (Eq. 2) 21.6% Severity (Eq. 2) 26.2%
Occurrences 109 Occurrences 262
Severity Factor 1.25 Severity Factor 1.25
Per Occurrence Payment $25.00 Per Occurrence Payment  $25.00
Unadjusted Payment $3,406 Unadjusted Payment $8,188
Total Payment $5,000 Total Payment $8,188

Parity - Percentage or Proportion

Parity - Percentage or Proportion

ILEC CLEC ILEC CLEC
Mean 0.90 0.78 Mean 0.90 0.78
Standard Deviation 0.30 Standard Deviation 0.30
Sample Size 10,000 500 Sample Size 10,000 1,000
z-statistic (Eq. 1) 8.73 z-statistic (Eq. 1) 12.06
M* (Eq. 3) 0.92 M* (Eq. 3) 0.92
Disparity (Eq. 4) 12.0% Disparity (Eq. 4) 12.0%
Severity (Eq. 5) 120.0% Severity (Eq. 5) 120.0%
Occurrences 60 Occurrences 120
Severity Factor 2 Severity Factor 2
Per Occurrence Payment $25.00 Per Occurrence Payment ~ $25.00
Unadjusted Payment $3,000 Unadjusted Payment $6,000
Total Payment $5,000 Total Payment $6,000
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Benchmark - Percentage or Proportion

Benchmark - Percentage or Proportion

ILEC CLEC ILEC CLEC
Performance Level 0.95 0.90 Performance Level 0.95 0.90
Sample Size 10,000 1,000 Sample Size 10,000 10,000
Disparity (Eq. 6) 5.0% Disparity (Eq. 6) 5.0%
Severity (Eq. 7) 100.0% Severity (Eq.7) 100.0%
Occurrences 50 Occurrences 500
Severity Factor 2 Severity Factor 2
Per Occurrence Payment $25.00 Per Occurrence Payment  $25.00
Unadjusted Payment $2,500 Unadjusted Payment  $25,000
Total Payment $5,000 Total Payment $25,000
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