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BEFORE THE ARIZONA CORPORATION COMMISSION 

WILLIAM A. MUNDELL 
Chairman 

JAMES M. IRVIN 
Commissioner 

MARC SPITZER 
Commissioner 

IN THE MATTER OF U S WEST 
COMMUNICATIONS, INC.’S 
COMPLIANCE WITH 8 271 OF THE 
TELECOMMUNICATIONS ACT OF 
1996 

Arizona Corporation Commission 
DOCKETED 

JUL 2 6 2001 

Docket No. T-00000A-97-0238 

RESPONSE OF WORLDCOM, INC. TO QWEST’S REVISED 
PERFORMANCE ASSURANCE PLAN 

WorldCom, Inc., on behalf of its regulated subsidiaries, (“WorldCom”) submits this 

response to Qwest’s revised Performance Assurance Plan (“PAP”) filed with the Commission 

on July 3,2001. Like Qwest, WorldCom also agrees to most of the changes that occurred in the 

Regional Oversight Committee Workshops addressing Qwest’s Post Entry Performance Plan 

(“PEPP”), except where noted below. WorldCom will address the subjects where Qwest has 

revised its PAP using the same titles Qwest used in its revised PAP comments. 
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Finally, WorldCom notes that Qwest recently filed a proposed PAP for the multi-state 

process that is essentially the same as what has been proposed here, but is better organized, and 

incorporates material found in footnotes in the revised Arizona PAP, that is in the body of the 

proposed multi-state PAP. WorldCom recommends that the multi-state format be used rather 

than the format filed July 3,2001, in Arizona. 

1. PAP -4: Statistical Agreement: Qwest has eliminated the K-Table from the 

Qwest PAP. In its place, a 1.04 critical value will be used for statistical testing of specified parity 

sub-measurements when CLEC volumes are 10 or less. Additionally, the 1.04 critical value will 

not be used to determine consecutive month misses (ie., escalation of per occurrence payment 

amounts for consecutive month misses). In its place, a 1.645 critical value would be used. And, 

where the specified performance measurements disaggregate into zone 1 and zone 2, the zones 

shall be combined for purposes of statistical testing. All other statistical testing of parity 

performance measurements would use a 1.645 or higher critical value, depending upon the 

magnitude of the CLEC volume for the performance measurement being tested. 

WorldCom Response: As noted by Qwest, WorldCom did not support this limited 

agreement outlined above. Although it is a step in the right direction by eliminating the K-table, 

WorldCom is unable to support this proposal. WorldCom prefers to use a set critical value of - 

1.645 (95% confidence level) for determining parity compliance for all sample sizes, without any 

further mitigation such as the excessive K-table, which can forgive even repeated failures and 

extremely poor z scores where the possibility of a cause due to a random process are minute. The 

Illinois Commerce Commission staff recently filed direct testimony proposing elimination of the 

K-table because the time Ameritech pays penalties for “near misses” likely will be evened out for 

the times when discriminatory performance went undetected (Type I1 error) for small sample 

2 

1190536.1 



I 

1 I  
1 

1 , ‘ 4  

1 

- -2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

urn 
R f i  LIP 

~ 

L A W Y E R S  

sizes. (The California Commission selected a set critical value with a 90% confidence level for 

Type.1 errors.) 

WorldCom would accept the limited agreement between Qwest and other CLECs, if the 

critical value went down for smaller sample sizes just as it goes up for large ones under the 

compromise. At the very least, WorldCom requests that the 1.04 critical value for sample sizes of 

1-10 be applied to all services. WorldCom has and continues to stress the need to balance both 

Type I and Type I1 errors. Given that the proposed critical values for the larger sample sizes are 

quite large, reducing the critical value to 1.04 for smaller sample sizes is reasonable. This 

adjustment is needed to deal with the high probability of Type I1 error (Qwest mistakenly found 

not to be discriminating) that exists at lower sample sizes. For WorldCom to consider supporting 

larger critical values at higher sample sizes, at a minimum the 1.04 critical value for sample sizes 

of 1-10 should apply to all services and not limited to only few as in the above proposal. 

Therefore, PAP-4 is still at impasse. 

PAP-9: Tier 1 and Tier 2 Classification of Performance Measurements: State 2. 

commission staff members participating in the ROC PEPP collaborative stated that they would 

prefer higher Tier 1 payments and lower Tier 2 payments. Accordingly, Qwest agreed to increase 

payment levels to CLECs by increasing the classification of the Tier 1 measurements OP-8, OP- 

13a, MR-3, MR-5, and MR-6a, 6b, 6c from “medium” to “high” and decreasing the classification 

Illinois Commerce Commission Policy Analyst Melanie K. Patrick, Ph.D, in proposing 
elimination of the K-table in SBC-Ameritech’s Texas-clone plan, explained in July 11 Direct 
Testimony in ICC Docket No. 01-0120: “Ameritech has indicated that it is willing to accept a 5% 
probability of a Type I error, which is equivalent to accepting a 5% alpha level. Ameritech should 
be held to that alpha level for determining non-compliance, as well as for calculating the resulting 
penalties. An additional fact that mitigates Ameritech’s need for relief from paying penalties 
when it is, in fact, in compliance is as follows. In applying the statistical hypothesis testing. Type 
I1 errors will also occur. That is, Ameritech will occasionally provide poor service that will go 
undetected, for which it will pay no penalties whenever it fails a test will provide some relief to 
the CLECs, who receive no compensation for poor performance when Ameritech mistakenly 
passes its own performance tests when it should fail its performance tests.’ P. 52, L. 1128 through 
P. 53 L. 1142. A complete copy of this testimony is attached as Exhibit 2.0. 
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of the Tier 2 measurements OP-3, OP-4,OP-5, OP-6, MR-7, and MR-8 from “high” to “medium.” 

-Qwed proposes that its proposal be adopted in the Arizona PAP as resolution of issues PAP-9. 

WorldCom Response: WorldCom opposes the ranking and weighting of measures. The 

process, or lack thereof, for ranking or weighting the PID measures is very subjective and 

arbitrary. No objective criteria or standards have been proposed to rationally rank measures. 

Weighting only creates areas where ILECs can target poor performance at bargain prices. Any 

attempt at ranking or weighting measurements will result in CLECs’ entry strategies competing 

against each other in an effort to ensure that a particular CLEC’s “important measures” are 

categorized and weighted properly for its needs. Ranking measures forces parties to minimize the 

importance of some measures when all measures established in Qwest PIDS are important and 

impact consumers. It also allows Qwest to allocate its resources to those measures carrying the 

greatest penalties; ensuring failures of measures with lower penalties are corrected last. It is also 

difficult to rank measures since the priority may actually lie at the sub-measure level. Moreover, 

the importance of particular measures will likely change over time. 

Given WorldCom’s position on ranking and weighting measures it is difficult to comment 

upon the measurement proposals. While Qwest’s proposal to move Tier 1 measurements OP-8, 

OP-l3a, MR-3, MR-5, and MR-6a, 6b, 6c from “medium” to “high” is positive move, WorldCom 

does not support decreasing such key Tier 2 measurements OP-3,0P-4,OP-5,0P-6, MR-7, and 

MR-8 from “high” to “medium”. WorldCom does not agree to decreasing Tier 2 measurements 

OP-3,0P-4,OP-5,0P-6, MR-7, and MR-8 from “high” to “medium” at the ROC workshop. 

Finally, in Michigan, the Michigan Public Service Commission’s April 17,2001, decision 

in Case U-11830 decided that all metrics should have a “medium” ranking as described in the 

Texas plan2 Then the Michigan Commission doubled the Tier I amounts approved in Texas as an 

appropriate penalty a m o ~ n t . ~  (This resulted in per occurrence amounts for all the per occurrence 

* In the matter of AMERITECH MICHIGAN’S submission on performance measures, reporting, and 
benchmarks, pursuant to the October 2, 1998 order in Case No. U-11654, Case No. U-11830, at p. 7. 

Id. at p. 17. 3 
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remedies being equal to--first month--or higher--subsequent duration months-- than the Texas 

- plan and Qwcst-pmpos-edglan and the per-meam~c&s.being sllghtLylessfarmasL 

measures.) In a July 25,2001, reconsideration order4 responding to SBC-Ameritech’s concern 

that the Michigan order did not consider duration increases, the Michigan Commission has 

decided to monitor whether the current remedy levels result in improvements over the next three 

months. At the end of that period, the Commission will issue a follow-up order, after a hearing if 

necessary, imposing a multiplier (which may be two or another number) if it finds that necessary 

to achieve the purposes of the remedy plan. Ameritech Michigan thus has an opportunity in the 

next three months to demonstrate that a further escalation of the remedies is not necessary to 

achieve the purposes of the plan and is not warranted in light of its improved performance. 

The Illinois Commerce Commission staff recently filed comments recommending treating 

all metrics equally at the higher levels in the SBC-Texas plan. In her July 11 Direct Testimony 

in Docket No. 01-0120, ICC Policy Analyst Melanie K. Patrick, Ph.D said: 

A more coherent strategy that would provide better incentive for Ameritech Illinois 
to provide good performance overall would be to make all measurements of equal 
importance. I recommend making all performance measurements of ‘high’ 
importance, for two reasons. First, using the ‘high’ designation emphasizes to 
Ameritech that these measurements represent services provided to CLECs that will 
have a critical impact on the service provided, in turn, by CLECs to their own 
customers. The provision of good service is important to the ability of individual 
CLECs to develop their own market share. In addition, as Staff Witness (Samuel) 
McClerren points out in his testimony, good wholesale service quality provision is 
essential to the overall development of a competitive telecommunications 
environment. These performance measurements are important, and their 
measurement designation should be a reflection of that importance. Second, in the 
Ameritech proposed remedy plan the measurements designated as having ‘high’ 
importance also have the largest penalties associated with them. Applying the 
highest penalty amounts to all performance measures will reinforce the incentive 
nature of the performance remedy plan used by Ameritech. (Exhibit A, P. 56, 
L.1204 through 1218).5 

See, http://cis.state.mi.us/mpsc/orders/comm/200 l/u- 1 1830g.pdf 

Mr. McClerren’s testimony is attached as Exhibit 1 .O. 
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On Pages 59-62 of her testimony, Dr. Patrick reviewed Ameritech’s performance 

describing haYY_littlemasqaid under Amerit~c~.-T~xas~~cl’fclnne” plan inthclast h q a r t e r s  of 

2000 for significant misses-missing 1,200 measures on average for Tier I and 450-500 for Tier I1 

three months in a row during that period. 

Dr. Patrick’s proposal to make all measurements of equal importance is a simple solution 

to ranking measures and the inherent problems caused by ranking measures. Therefore, PAP-9 is 

still at impasse. 

3. PAP-13: Step Down Function: CLECs in the ROC PEPP collaborative expressed 

concern that the escalation of the per occurrence payment for consecutive month misses reverted 

immediately upon one month of conforming service performance to its starting amount. The 

CLECs desired that the per occurrence payment amount decelerate in the same manner that it 

accelerated, Le., one month at a time. This concept was termed “sticky duration”. 

WorldCom Response: WorldCom has agreed to compromise on the above “step down 

hc t ion”  as a resolution of issue PAP 13. However, this applies to the “step down function” 

only. WorldCom still has issues with the payment table itself as argued previously, including that 

the payment amount should not be capped in month 6 and for each month thereafter as proposed 

in Qwest’s PAP. Under Qwest’s Tier I payments, the remedy amounts do increase, but are 

insignificant for repeated violations. The percentage increase in remedy amounts from month to 

month drops dramatically in the fourth month and beyond. Also, Qwest reduces its exposure by 

holding the payment steady at the sixth month and beyond. Moreover, under Qwest’s Tier I1 

payment proposal, it pays the same amount of remedies each month even if it fails to correct a 

severe problem for months on end. Certainly this provides no benefits to the CLECs that are 

adversely affected by Qwest’s poor performance. 

4. PAP -10: New Payment Structure for GA-1, GA-2, GA-3, GA-4, GA-6, PO-1, 

MR-2, and OP-2: CLECs at the ROC PEPP asked that a payment structure be developed for the 

6 
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region wide performance measurements, GA-1, GA-2, GA-3, GA-4, GA-6, PO-1, MR-2 and OP- 

-2,inwhkh payment wasan a:$er  measure'^ basis and such -ent amumt k r d - -  

when performance deviated further from standard. Qwest agreed and proposed the following, 

which the CLECs accepted. 

WorldCom Response: WorldCom agrees to this revision. However, to be clear and as 

noted above, Qwest will make a Tier-2 payment based upon monthly performance results rather 

than after 3 months as originally proposed. With that caveat, WorldCom agrees PAP-10 is 

resolved. 

5. PAP-1: Performance Measurements PO-6 and PO-7; PO-8 and PO-9: In the 

ROC PEPP collaborative, the CLECs agreed to include PO-6 and PO-7 as a “family” in which 

PO-6a and PO-7a, PO-6b and PO-7b, and PO-6c and PO-7c are formed as three families. In the 

ROC PEPP collaborative, Qwest agreed to include both PO-8 and PO-9 in the QPAP. Qwest 

proposes that PO-8 and PO-9 also be included in the Arizona PAP, thereby resolving all 

remaining issues in PAP- 1. 

WorldCom Response: WorldCom agrees to this revision and agrees PAP-1 is resolved. 

6. PAP-5: Per Measurement Caps: In the ROC PEPP collaborative, Qwest agreed 

to remove the per measurements caps from PO-1, PO-3, PO-7, and NI-1, retaining the caps on BI- 

1, BI-3, and BI-4. 

WorldCom Response: WorldCom agrees to this revision and agrees PAP-5 is resolved. 

7. Collocation: In the ROC PEPP collaborative, the CLECs asked that the payment 

amounts for missed collocation jobs be increased and include escalation for longer delays. 

WorldCom Response: Since Qwest made no revision to its PAP, WorldCom has no 

specific response to make. However, WorldCom agrees that there has been conhsion over this 

issue and what WorldCom proposed at the ROC. The payment amounts for collocation jobs that 

were adopted by the Michigan PSC when it adopted Ameritech’s collocation proposal were part 

of the Texas Plan. The payment provisions that WorldCom has proposed for collocation are 

7 
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found at Attachment 17: Performance Remedy Plan-TX (T2A). Appendix Performance 

Measurmnfs RusinessBules (Yersionl.7) at 159-1fX&wa&M ’ e a L  -_. __ - - - - 

https://clec. sbc. com/ 1 common docs/interconnection/t2a/agreement/ 1 7PMBusRulesVer 1 6 .pdf. 

8. PAP-15: Reporting Deadline: In section 14.0, Qwest incorporated the agreement 

reached in the Arizona PAP workshops related to due dates for filing results reports. This 

provision had inadvertently been left out of the last PAP. Qwest also incorporated the $500.00 fee 

for late reporting which in its Opening Brief, Qwest stated its willingness to include in the PAP. 

The latter provision should resolve PAP- 15. 

resolves this impasse issue. A $500.00 fee for late reporting is inconsistent with the Texas plan. 
Attachment 17: Performance Remedy Plan-TX (T2A). Section 10.2 of Attachment 17 reads: 

WorldCom Response: WorldCom disagrees that the $500 payment for late reporting 

If no reports are filed, $5,000 per day past due; 
If incomplete reports are filed, $1,000 per day for each missing performance results. 

WorldCom continues to assert that if performance data and associated reports are not 

available to the CLECs by the due dates, Qwest should be liable for payments of $5,000 to a state 

h d  for every day past the due date for delivery of the reports and data. If performance data and 

reports are incomplete, or if previously reported data are revised, then Qwest should be liable for 

payments of $1,000 to a state fund for every day past the due date for delivery of the original 

reports. If a CLEC cannot access its detailed data underlying Qwest’s performance reports due to 

failures under the control of Qwest, then Qwest should pay the affected CLEC $1,000 per day (or 

portion thereof) until such data is made available. If Qwest fails to remit a consequence payment 

by the due date, then it should be liable for accrued interest for every day that the payment is late. 

Paying remedies for late or missing notices does not relieve Qwest of eventually reporting the 

missing data and paying any associated remedies with interest to affected carriers and/or the state 

fimd. 

In the Colorado Final PAP Report it was recommended that in the case of late payments, 

Qwest must pay interest calculated at twice the one-year treasury rate on the amount in question. 
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As for inaccurate reporting, as revealed by any management performance audit, Commission audit 

and an additional penalty of 50% on the amount in question. 

In summary, Qwest’s proposal is limited and insufficient as outlined above. Therefore, 

WorldCom rejects to Qwest’s request to incorporate the $500.00 fee for late reporting and that 

Qwest proposal should resolve PAP-15. Therefore, PAP-15 is still at impasse. 

9. Clarifying Changes to sections 13 and 16: Qwest has also provided slight 

modifications to the Limitations, Reporting, and Review sections to conform to ROC proposed 

language in those sections. In Section 13.3, Qwest added the force majeure language from the 

definitions section of the SGAT. Qwest added language in section 13.6 to clarify the intent of the 

PAP to operate as a whole. The change in the last sentence of section 16.0 reflects the fact that 

changes to the SGAT in the six month review period should not require consent of all 

participating CLECs. Changes as a result of the six-month review period must be voluntarily 

incorporated into the SGAT by Qwest. 

WorldCom Response: 

Section 13.3 modification: The force majeure definition proposed by Qwest is found in 

Section 5.7.1 of the most recent Arizona SGAT Lite filed July 20,2001. However, Section 5.7.1 

provides more that has not been incorporated into Section 13.3. In Qwest’s most recent SGAT 

Lite filed in Colorado for July 24-25,2001 workshops, Section 5.7.1 provides as follows: 

Neither Party shall be liable for any delay or failure in performance of any part of this 
Agreement from any cause beyond its control and without its fault or negligence 
including, without limitation, acts of nature, acts of civil or military authority, 
government regulations, embargoes, epidemics, terrorist acts, riots, insurrections, 
fires, explosions, earthquakes, nuclear accidents, floods, work stoppages, power 
blackouts, volcanic action, other major environmental disturbances, or unusually 
severe weather conditions (collectively, a Force Majeure Event). Inability to secure 
products or services of other persons or transportation facilities or acts or omissions of 
transportation carriers shall be considered Force Majeure Events to the extent any 
delay or failure in performance caused by these circumstances is beyond the Party’s 
control and without that Party’s fault or negligence. The Party affected by a Force 
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performance of its obligations hereunder on a day to day basis to the extent those 

efforts to remove or mitigate the Force Majeure Event. In the event of a labor dispute 
or strike the Parties agree to provide service to each other at a level equivalent to the 
level they provide themselves. 

-e&y t h c F m -  , s l . r a K a s e e - -  - 
. .  ___ - _- 

Therefore, Section 13.3 should either include the language in Section 5.7.1 or cross- 

reference the requirements of that section so there is no conflict or limitation on the Section 5.7.1 

for the Arizona PAP. 

Further, force majeure language in Section 13.3 must be limited to only benchmark 

standards, not parity measures. Any such force majeure event must not allow Qwest to provide its 

retail customers with better than parity service versus wholesale customers and then be excused 

from making payments. Although Qwest does include language that Qwest will have the burden 

to demonstrate the reason for any exclusion, it is too general and limited. More detailed and 

appropriate language as in the Colorado final report would be more acceptable. 

Therefore, WorldCom also requests that Qwest add to Section 13: 

If Qwest desires a waiver of its obligation to pay any penalties it must file 
an application with the Commission. Any waiver request must, by a preponderance 
of the evidence, establish the circumstances that justify the waiver, stating any and 
all relevant documentation to support the request. CLECs and other interested 
parties would have a fill opportunity to respond to any such waiver request prior to 
the Commission ruling. Qwest shall be required to pay any disputed amounts or 
place the disputed amount of money into an interest-bearing escrow account until 
the matter is resolved. In addition, any such waiver should only apply to a narrow 
period of time when the activity occurred, not months after the activity or has 
ended. 

Qwest’s changes to Section 16.0 are unacceptable to WorldCom. WorldCom agrees that in 

every case all parties may not agree to a change. However, there are other instances where Qwest 

is required to make a change without “consent”, including modifications required by changes in 

10 
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the law or by commission order. WorldCom opposes any suggestion that Qwest has a “veto” 

Q Y f X i I I l y X ~ h ~ .  - _ - _ _ _ _ _ ~ _ - _  - -_ ._ -~ - _ _  

Respectfully submitted this 26th day of July, 2001. 

LEWIS AND ROCA LLP 

Thomas H. Campbell 
40 N. Central Avenue 
Phoenix, Arizona 85007 
(602) 262-5723 

- AND- 

Thomas F. Dixon 
707 -17th Street, #3900 
Denver, Colorado 80202 
(303) 390-6206 

Attorneys for WorldCom, Inc. 

ORIGINAL and ten (1 0) 
copies gf  the foregoing filed 
this 26 day of July, 200 1, 
with: 

Arizona Corporation Commission 
Docket Control - Utilities Division 
1200 W. Washington Street 
Phoenix, Arizona 85007 

COPY of the foregoing hand- 
delivered this 26th day of July, 
2001, to: 

Maureen Scott 
Legal Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 
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Jane Rodda, Administrative Law Judge 
Ariuma(Zoqmatian fhmmisSian_-_ - __ - _- _____________-- . . ________________ 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Deborah Scott, Director 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

COPY of the foregoing mailed 
this 26th day of July, 2001 , to: 

Mark J. Trienveiler 
Vice President - Government Affairs 
AT&T Communications of the 
Mountain States 
11 1 West Monroe, Suite 1201 
Phoenix, Arizona 85003 

Scott Wakefield 
Residential Utility Consumer Office 
2828 N. Central Avenue 
Phoenix, Arizona 85004 

Maureen Arnold 
US West Communications, Inc. 
3033 N. Third Street 
Room 1010 
Phoenix, Arizona 85012 

Mark Dioguardi 
Tiffany and Bosco PA 
500 Dial Tower 
1850 N. Central Avenue 
Phoenix, Anzona 85004 

Thomas L. Mumaw 
Snell & Wilmer 
One Arizona Center 
Phoenix, Arizona 85004-0001 

Andrew 0. Isar 
TFU 
43 12 92nd Avenue N. W. 
Gig Harbor, Washington 98335 
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Darren S. Weingard 
Stephen H. Kukta 

m v e ,  7th Floor 
San Mateo, CA 94404-2467 

*ationscD,U-___-_ - _____________ .~__ - - -_____ 

Timothy Berg 
Fennemore, Craig, P.C. 
3003 N. Central Avenue 
Suite 2600 
Phoenix, Arizona 85012-3913 

Charles Steese 
US West, Inc. 
1801 California Street, Ste. 5100 
Denver, Colorado 80202 

Joan S. Burke 
Osborn & Maledon 
2929 N. Central Avenue 
2 1 st Floor 
Phoenix, Arizona 85067-6379 

Richard S. Wolters 
AT&T & TCG 
1875 Lawrence Street 
Suite 1575 
Denver, Colorado 80202 

Michael M. Grant 
Todd C. Wiley 
Gallagher & Kennedy 
2575 E. Camelback Road 
Phoenix, AZ 85016-4240 

Raymond S. Heyman 
Michael Patten 
Roshka Heyman & DeWulf 
Two Arizona Center 
400 Fifth St., Ste. 1000 
Phoenix, Arizona 85004 

Richard M. Rindler 
Morton J. Posner 
Swidler Berlin Shereff Friedman, LLP 
3000 K Street, N.W., Suite 300 
Washington, DC 20007-5 1 16 
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Diane Bacon, Legislative Director 
Communications Workers of America 

Suite 206 
Phoenix, Arizona 85014-581 1 

SxUa&w&-- _ _ _ ~ _ _ _ ~  

Charles Kallenback 
ACSI 
13 1 National Business Parkway 
Annapolis Junction, Maryland 20701 

Bradley Carroll, Esq. 
Cox Arizona Telcom, L.L.C. 
1550 West Deer Valley Road 
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My name is Melanie K. Patrick, and my business address is 527 East Capitol Ave., 

Springfield, Illinois 6270 1. 

By whom are you employed and in what capacity? 

I am employed by the Illinois Commerce Commission as a Policy Analyst in the Policy 

Department of the Telecommunications Division. 

Please describe your educational background. 

I graduated from Carnegie Mellon University in Pittsburgh, PA, with a Bachelor of 

Science degree in Public Policy and Management in 1986, and with a Master of Science 

degree in Public Management and Policy in 1987. In 1999, I received the degree of 

Doctor of Philosophy in Political Science from Brown University in Providence, RI, 

earning an additional Master of Arts degree from Brown University, also in Political 

Science, in 1993. 

As an undergraduate at Carnegie Mellon, I completed 2 years of college-level 

mathematics courses in calculus and optimization (also known as linear programming.) 

As a junior concentrator in the Social Sciences department, I also completed a year-long 

course in empirical research methods. In my graduate course work at the Heinz School at 
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Carnegie Mellon University, I completed the Public Finance concentration, which 

included an additional year of quantitative methods coursework, a course in decision 

analysis, and several accounting courses. I also completed four publicfinance courses, 

including a general course, a course in state and local finance, a course in business 

taxation, and a course in the economic incidence of taxation. At Brown University, I 

completed an additional graduate course in evaluation design for public policy programs. 

__ _ _ _  - - -- __ 

At Brown University, I taught a year-long Honors Colloquium in Public Policy, whose 

first semester was devoted to a review of research design, emphasizing both quantitative 

and qualitative research methodologies. I was also a teaching assistant for a course in the 

Foundations of Political Analysis, which emphasized the evaluation of claims to 

knowledge in political science study (aka the epistemology of the social sciences). 

Please describe your work experience. 

During the 1987- 1988 legislative year (FY 1988) in New York, I worked as a Legislative 

Fiscal Analyst for the NYS Assembly Ways and Means Committee. As a fiscal analyst, I 

was responsible for estimating the expected revenue streams for a set of taxes and user 

fees imposed by the state, and for reviewing legislative proposals related to those taxes 

and user fees. One of my areas of responsibility was modeling the expected revenue 

collections for the gross receipts taxes on regulated utilities in New York. 
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I also worked as a staff economist in Arthur Andersen’s Office of Federal Tax Services, 

’ I .  

46 
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61 

62 

63 

64 

65 
66 
67 

68 

in Washington, DC. At Arthur Andersen, my principal focus was in transfer pricing 
_ _  _ _ _ ~ -  ~ _ _ _ _ _ _ _  - __ -- - - -- _____ _- 

studies for multinational firms, which applied economic analysis to the earnings of large 

companies with operating entities in foreign countries to determine if the level of 

earnings in each country was defensible in the face of IRS scrutiny for tax evasion. I am 

a co-author of 2 published articles related to my work at Arthur Andersen. The first 

article was in the National Tax Journal on potential revenues and likely state response to 

the introduction of value-added taxation, and the second was in Tax Notes on quantitative 

methodologies in transfer pricing studies. 

Before beginning my doctoral studies at Brown, I worked for the Joint Center for 

Housing Studies, a research institute at Harvard University. While at the Joint Center, I 

worked on creating a nationwide, city-based rental housing index, by applying a 

regression methodology developed by another researcher at the center to Annual (now 

American) Housing Survey data. When the resulting index was published in the 1990 

State of the Nation’s Housing report, it was the first historical, comparative, cross- 

metropolitan rental index of its kind. I also worked on a project evaluating real estate 

investment reports for the economic impact of the Low Income Housing Tax Credit 

program. 

1 Purpose of Testimony 

Q. What is the purpose of your testimony in this proceeding? 
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The purpose of my testimony is to assess the relative merits of the Performance Remedy 

Plans submitted by the various parties in this proceeding, and to make recommendations 

How is your testimony structured? 

First, I will provide a brief overview of the fundamental elements of a remedy plan. I 

will then review the requirements for establishing compliance with a remedy plan. The 

following section includes a technical description of the calculations of the remedy plans 

proposed in this docket. Finally, I will set forth my recommendations. My testimony 

will also include a number of supportive tables & charts. 

Who submitted remedy plans in this proceeding? 

Ameritech Illinois, AT&T, and Z-Tel. 

Do you provide a review of the plan submitted by Z-Tel? 

No, I do not. The document submitted by Z-Tel provides suggestions and guidelines, but 

does not contain definitive proposals for constructing a remedy plan. It is possible that 

Z-Tel will provide more definitive guidelines for a remedy plan in their direct testimony. 

I will comment on their plan in rebuttal testimony, if appropriate. 
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91 2 Fundamentals of a Remedy Plan 
92 

95 Q. What is the overall goal of any performance remedy plan? 

96 

97 A. The overall goal is to ensure that CLECs receive wholesale services from Ameritech that 

98 are of a high level of quality. That is, that the services purchased by CLECs from 

99 Ameritech are delivered at a level of quality that provides the CLECs with a meaningful 

100 opportunity to compete in the market for customers. To determine the level of quality of 

101 service provided, performance remedy plans compare the quality of wholesale services 

102 provided by Ameritech to the CLECs to one of three standards: the quality of wholesale 

103 services provided by Ameritech to its own data affiliate, the quality of wholesale services 

104 provided by Ameritech to its own retail customers, or to benchmarks determined 

105 collaboratively in Illinois. To achieve this overall goal, remedy plans include remedies, 

106 in the form of negative incentives (penalties). 

107 

108 Q. 

109 

Please describe the basic components of a “remedy plan.” 

110 A. Remedy plans have two basic components. The first component is the assessment of 

111 performance, answering the question: how good is the wholesale service provided by 

112 Ameritech to its competitors? The second component is the determination of penalties, if 

I 113 that performance is assessed to be, to some degree, inferior. 
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132 
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A. 

Q. 

A. 

134 

135 

136 

137 

How does a performance remedy plan assess performance? 

A remedy plan assesses Performance against a specific set of measurements. The remedy 

plans proposed in this docket are all based on a set of performance measurements derived 

from a collaborative effort in response to Condition 30 of the ICC’s order in Docket 98- 

0555, which are also contained in an Ameritech tariff. This collaborative effort was 

carried out in a series of meetings which are described in more detail in the testimony of 

staff witness McClerren. These meetings allowed interested parties to identify which 

business operations were of interest to the CLECs in order to assess the performance 

level of Ameritech in regard to providing acceptable service. 

What characteristics of these performance measurements are important? 

These measurements should adequately meet the following criteria: validity and 

reliability. 

First, measurement plans should have high standards regarding their validity. The 

validity of a measurement refers to the degree to which the measurement, as defined, 

actually measures the underlying phenomena or activity that you are interested in 

assessing. 

Second, measurement plans should exhibit reliability. A measurement’s reliability refers 

to whether a measurement system will predictably report an accurate result. That is, if 
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the underlying phenomena being measured is unchanged over a period of time, a reliable 

measurement will report the same result when the measurement is applied, and similarly, 

if the underlying phenomena has changed, the measurement will accurately report the 

differing results over time. 

_____ _____- - _______ - - ______ 

How have the validity and reliability of these measurements been addressed? 

The development of these measurements was the responsibility of the performance 

measurement collaborative. The validity of these measures will be assumed for purposes 

of my testimony. Further, staff, in collaboration with the parties to this proceeding, will 

oversee periodic reviews of these measurements, and their results, in an effort to maintain 

high standards regarding the validity of these measurements. Staff Witness McClerren 

provides more information in his direct testimony about the activities of the collaborative 

process currently underway. 

There are two ongoing efforts that support the reliability of these measurements. First, 

Condition 29 of the approved merger between SBC & Ameritech (see ICC Docket #98- 

055) called for a comprehensive test of the Operational Support Systems of Ameritech 

Illinois, to be conducted by a third party. That test is currently underway, although the 

test results are not expected to be available prior to the completion of this docket. 

Second, the FCC periodically performs audits reviewing the reliability of the 

performance measurements required in their approval order. 
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The performance remedy plan adopted by this Commission should also include audits to 

be performed at regular intervals, at least in part to support the ongoing reliability of the 
_____ _ _ _ ~ - _  ~ ____ 

application of the metrics contained in the Ameritech tariff. Staff witness McClerren 

addresses this issue in more detail. 

How are penalties determined in a performance remedy plan? 

The “remedy” referred to in performance remedy plans are actually negative remedies, or 

penalties. Performance remedy plans provide for financial penalties to be assessed 

against the service provider, in this case Ameritech, if it provides measurably “bad” 

service to its competitors. Penalties are intended to provide an incentive for Ameritech to 

provide measurably “good” service in its provision of wholesale service. 

The remedy plans proposed in this docket include a two-part penalty structure, 

designated as Tier 1 and Tier 2 penalties. Tier 1 remedies are directed at individual 

competitors, whereby Ameritech provides relief, currently in the form of bill credits, to 

specific CLECs in the event of poor wholesale service provision to those CLECs. Tier 2 

penalties are responsive to industry-wide service provision, and are paid to the state when 

poor service to the industry as a whole is detected. In the Ameritech remedy plan 

currently in place, Tier 1 remedies are referred to as “liquidated damages,” and Tier 2 

remedies are referred to as “assessments.” Currently, Tier 2 assessments are sent to the 

ICC for deposit to the Illinois State Treasury. 
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2.2 

Q. 

What is the purpose of Tier 2 penalties, which are payable to the state? 

- -  _ _ ~ - ~  - _ - _ _ _ _ _ _  _________ -- 

Tier 2 penalties are assessed on industry-wide performance of the wholesale se&ces 

provided by Ameritech to the CLECs. Tier 2 penalties are payable to the state. The 

state’s public interest in this matter is outlined in more detail below, but it can be 

summarized as promoting the interests of competition, and ensuring that CLECs are 

provided with good service. When Ameritech, or any ILEC, provides poor service, the 

competitive industry as a whole is harmed. Tier 2 penalties recognize that industry-wide 

harm, and provide a system by which the overall level of penalties can be kept at an 

adequate, or competition-encouraging, level. 

In the absence of Tier 2 penalties, overall penalty levels could only be maintained by 

raising potential Tier 1 penalties. In setting penalty levels for competitors, there is a 

tension between compensating competitors for poor service and providing so much 

compensation for poor service that competitors would prefer to receive the penalties 

instead of receiving good service (i.e., “gaming” the system). The presence of Tier 2 

penalties mitigates that tension by requiring Ameritech to pay penalties for poor service 

provision on a competitor-by-competitor basis as well as on an industry-wide basis. 

Standards for Remedy Plans 

What statutory authority forms the basis for the Illinois Commerce Commission’s 

activities in this matter? 
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There are at least two relevant statutory passages. In the Illinois Public Utility Act 

(PUA), Section 13-102 (d), the General Assembly finds that the state should establish 
~ _ _ _  - _ _ ~  - __ - ___ - - ___ 

and enforce policies necessary to attain the goal of opening all telecommunications 

service markets to competition. This goal was also established in the federal 

Telecommunications Act of 1996. Staff witness McClerren will review this federal Act 

in more detail in his testimony. 

Further, Subsection (e) of Section 13-102 of the PUA establishes the state’s interest in 

ensuring that the economic benefits of competition in all telecommunications service 

markets are realized as effectively as possible. The General Assembly finds that the state 

should exercise its rights within the framework of federal telecommunications policy to 

ensure that the economic benefits associated with telecommunications competition are 

realized. 

Has the FCC or the Illinois Commerce Commission addressed the need for a 

performance remedy plan for Ameritech? 

Yes. In FCC Docket 98-141, released in the fall of 1999, the Federal Communications 

Commission approved the merger of Ameritech Corp. (Ameritech) and SBC 

Communications, Inc. (SBC), subject to a set of competition-enhancing conditions.’ The 

ICC’s order in Docket 98-0555, adopted in September of 1999, specifically requires the 

implementation of a performance remedy plan, modeled after the plan used in the State of 
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Texas. Staff witness McClerren will address the merger conditions set forth in both of 

these orders related to the approval of the SBC-Ameritech merger. 

The merger conditions imposed by the Illinois Commerce Commission and the Federal 

Communications Commission require that Ameritech provide access to its network for 

the purposes of allowing competitors to purchase, on a wholesale basis, a variety of 

services. The services purchased by competitors are necessary for those competitors to 

provide products to their own retail customers. Unless and until those competitors 

construct an entirely duplicative network, competitors are dependent on Ameritech for 

some wholesale services. 

How does a performance remedy plan enhance the statutory and regulatory goals of 

competition? 

A performance remedy plan assesses the quality of m.,,olesale service provided by 

Ameritech to its competitors, by requiring Ameritech to demonstrate that it is providing 

service to its competitors at some “acceptable” or “good” level. By providing good 

service to its competitors, Ameritech Illinois enables its competitors to provide good 

service, in turn, to their own customers, thus fostering the growth of competition. 

Ameritech Illinois may have some incentives to provide wholesale services at levels 

which could be considered unacceptable, or bad. Providing poor service at the wholesale 

Source: FCC press releasc, see FCC CCB website on the merger announcement 1 
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level to its competitors could enable Ameritech Illinois to retain its own market share. 

For example, Ameritech Illinois could consistently fail to meet the Firm Order 

CommitmenTda7GroCd%dto CLECs, causing CLECs to be unreliable in meeting 

promised service dates to their own customers. This strategy could impede CLEC efforts 

to compete effectively, thus interfering with the goal of providing an environment in 

which competition could grow. 

- - - _ _ _ _ _ _ _ ~ ~  

Please summarize this sub-section of your testimony. 

Pursuant to applicable statute and regulatory authority, Ameritech has been ordered to 

provide access to portions of its network to its competitors, in order to meet the goal of 

establishing and enhancing competition in the markets for local telecommunications 

services. Given the presence of certain adverse market incentives, performance remedy 

plans that incorporate penalty provisions are needed to ensure that open access is 

provided, and that the goal of competition in the provision of local telecommunications 

services is achieved. 

Establishing Compliance 

What basic standard should be applied to ensure that the overall goal of a 

performance remedy plan is achieved? 

~ (http://www.fcc.gov/Bureaus/Common_Carrier/Neeleases/l999/nrc9077a.html) 
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A. In determining whether Ameritech provides service to its competitors equivalent to the 

service it provides to itself, I believe, in general, the proper standard is parity of service. 

Parity is achieved if the wholesale services provided to Ameritech’s competitors are of 

equal or equivalent quality when compared to the service given by Ameritech to its 

wholesale data affiliate or to its own retail customers. Parity of service can be 

determined by comparing the level of service performance provided by Ameritech to 

competitors (or, “wholesale performance”) to the level of service provided by Ameritech 

to its own customers. 

Q. Are there any exceptions to this basic standard? 

A. Yes. There are two exceptions to applying this standard. The first exception is in regard 

to measurements that have associated benchmark standards. In Illinois, these benchmark 

standards were developed in a collaborative process carried out pursuant to Condition 30, 

as referenced above. Benchmark standards were created in the collaborative process 

when parity measures were unavailable. The second exception is in regard to the “parity 

with a floor” issue, which will be reviewed by staff witness McClerren. The parity with a 

floor standard was introduced during those same collaborative sessions, but was not 

accepted by all of the members of the collaboratives. 
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Can the performance measurements contained in the Ameritech tariff2 (“business 

rules”) be used to determine parity of service? 
.______ - - __ ___ - -___ - - _ _ _  - 

Yes. The business rules call for three types of performance comparisons: parity 

comparisons between Ameritech wholesale performance and Ameritech data affiliate 

performance; parity comparisons between Ameritech wholesale performance and 

Ameritech retail performance; and comparisons between wholesale performance and pre- 

determined performance benchmarks. Throughout the rest of this testimony, these types 

of performance comparisons will be referred to as wholesale parity, retail parity, or 

benchmarks. 

In general, how is compliance with these standards assessed? 

Information is collected each month about Ameritech’s performance in providing service 

to a) CLECs, b) Ameritech’s data affiliate, and c) Ameritech’s retail customers. Using 

the three basic types of comparisons (wholesale parity, retail parity, and benchmarks), 

compliance is determined using this monthly performance data in statistical calculations. 

These statistical calculations are used to determine if parity of service, measured and 

detectable at a “meaningful” level, has been provided. 

Do the remedy plans proposed by Ameritech and the CLECs take different 

approaches to determining compliance with the parity standard? 

~ 

Part 2, Section 10 (“Performance Measurements”) of IL C.C. #20. Current version effective date: Se 12,2000 2 
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A. At a very high level, no, they do not differ. Both plans require the monthly collection of 

data, in accordance with the business rules. Both plans require performance comparisons 

using the standards of wholesale parity, retail parity, and benchmarks, using the monthly 

performance data. Both plans require the use of statistical tests to determine if the parity 

of service standard has been met. 

_ _ _ ~  - - __ ~ ___ - _ _  - _ _ _ _ _ _ _ ~  ___ 

The plans differ regarding which statistical tests should be used for the parity of service 

standard. In addition, the Ameritech remedy plan recommends a statistical test for 

benchmark measures, while the CLEC remedy plan advocates a strict comparison (pass 

or fail) test for benchmark measures. As a result, the two plans have different approaches 

to measuring whether parity of service has been provided, and determining if a 

“meaningful” result has been achieved. The differing statistical aspects of these plans are 

discussed in a later section of my testimony. 

4 Calculations for Performance Comparisons 

Q. What is the purpose of this section of your testimony? 

A. In this section, I first review the basic statistical calculations necessary for comparing one 

sample to another to determine “similarity,” or parity. Next, I review each of the remedy 

plans proposed by Ameritech and by AT&T in regard to their requirements for testing the 

parity of service provided. Next, the procedures to be followed under each plan for 

completing benchmark comparisons are covered. 
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The upcoming pages contain a few technical formulas. My recommendations, which are 
- ~ _ _ _ .  ___ ~ _ _  - _______ __ ____ ~ ____ 

outlined in a later section, principally are for the Commission to modify the existing 

remedy plan, which is contained in the Ameritech proposal. 

Standard Statistical Parity Comparisons 

What topics will you cover in this sub-section? 

I address the following: hypothesis testing, Type I and Type I1 errors, and the standard 

parity statistic. 

Please describe a step-by-step application of a remedy plan. 

A simple remedy plan could be administered in the following 5 steps. 

Step 1. 

Step 2. Calculate test statistic 

Step 3. Choose critical value 

Step 4. 

Step 5. 

Provide service & collect data on performance 

Compare test statistic to critical value; determine if failure has occurred 

Calculate penalties & pay if failure has occurred 

Please discuss the fundamentals of hypothesis testing. 
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Hypothesis testing is the exercise of suggesting a proposition, and then testing the 

truthfulness of that proposition against information that is both available and relevant. 
-~ - __ - _- - - - __- __ - ~ _ _ _ _  - ~ _ _ _  

The discipline ofstatistics provides a structure for carrying out these tests. First, the 

research (or alternative) hypothesis is framed, and this proposition becomes the 

“alternative hypothesis,” or HA. Then, the opposite of the research hypothesis is 

proposed, which becomes known as the “null hypothesis,” or Ho. In statistical hypothesis 

testing, statistical tests are usually applied next to the null hypothesis, to attempt to 

disprove the null hypothesis. Given the results of the statistical test, the null hypothesis 

is either affirmed or rejected. The aim of statistical testing in this manner is to accept or 

reject the null hypothesis with some degree of certainty, or probability. Conclusions 

about the research hypothesis are generated by applying tests to the null hyp~thesis.~ 

What elements are important in performing statistical hypothesis testing? 

There are two crucial elements: the selection of the hypothesis being tested, and the 

appropriate use of statistical tests.4 

What kinds of errors can occur when performing statistical hypothesis testing? 

If the two elements identified above, the formulation of the hypothesis and the selection 

of the test, are addressed at the design stage, then any number of mistakes could still 

Note, however, that the null hypothesis itself cannot be affirmed with absolute certainty. 
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result. In establishing the “believability” or validity of a test through statistical testing, 

however, two categories of error are usually addressed. These categories are Type I and 
~ 

400 Figure 1. Type I and Type I1 Error 

_ _ _ _ _ _  _-____ ___ - - ~ _ _ _ _  - _ _ _ ~  
Type I1 errors. Research designeTtypically establish the acceptable range of Type I and 

Type I1 error levels in advance of performing tests. 

What is Type I error? 

Type I error occurs when the test administrator accepts the alternative hypothesis when it 

should be rejected. It can also be thought of as a “false positive.” 

What is Type I1 error? 

Type I1 error occurs when the test administrator rejects the alternative hypothesis when it 

should be accepted. It can also be thought of as a “false negative.” 

Figure 1, below, demonstrates a comparison of Type I and Type I1 error. 

“True State of Nature” 
HA True 

Ho “True” Correct 
Research rob. 

see , McClave, J. T., Dietrich, F. H., 1982. Statistics. 2”d Ed. San Francisco, CA: Dellen Publishing Co.; 4 

Chadwick, B.A., Bahr, H.M., Albrecht, S.L., 1984. Socia! Science Research Methods. Englewood Cliffs, NJ: 
Prentice-Hall, Inc. 
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422 Q. 

Is Type I error more important than Type I1 error? 

No. Neither type of error is, per se, more important than the other type. The importance 

of either type of error depends on the specific circumstances of the application, and the 

relative consequences of each type of error. In specific situations, minimizing the chance 

of a false positive might be more important than minimizing the chance of a false 

negative, while in other situations, the reverse outcome might be desirable. For example, 

one might consider which would be better if receiving mistaken information regarding a 

medical diagnosis. However, patients might have a low tolerance for “false negative” 

diagnoses involving potentially fatal conditions, or a low tolerance for “false positive” 

diagnoses involving less permanent or less threatening conditions. 

Note that these types of errors, Type I and Type 11, are considered to be mutually 

exclusive. That is, Type I error can only occur when the alternative hypothesis (HA) is 

accepted, and Type I1 error can only occur when the alternative hypothesis is rejected. 

Also note that, all else equal, Type I and Type I1 error are not independent of one 

another; that is, the probability level of a Type I1 error decreases as the probability of a 

Type I error increases. 

How can one adjust for the possibility of Type I and Type I1 error? 
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A. Most statistical tests account for Type I error using mathematical constructs that allow 
- _ _ _ _  - -  ____ - __  _-_ _ - - - 

the specification of Type 1-error, or “alpha” level. Type I1 error often cannot be 

accounted for, in anything other than relative terms. For example, in designing a test of 

the equivalence of means between two samples, it is generally accepted that increasing 

the sample size of a test will reduce the level of Type I1 error. Therefore, research 

designers consider the specification of the null and alternative hypotheses to be a crucial 

element of test design. 

Q. Please discuss Type I and Type I1 error in respect to performance remedy plans. 

A. As with any other application, the specification of Type I and Type I error depends on 

how the null and alternative hypotheses are defined. Consider the following scenario: 

the null hypothesis is that Ameritech is providing equivalent or better service to its 

competitors than it provides to itself (its data affiliate or retail customers), and the 

alternative hypothesis is that Ameritech is providing inferior service to its competitors 

than provided to itself. Under this scenario, Type I error would be concluding that 

Ameritech is providing inferior service to its competitors, when in fact the company 

provides at least equivalent service to its competitors. Type I1 error would occur if the 

alternative hypothesis was rejected, indicating that Ameritech is providing equivalent 

service, when in fact it is providing inferior service. 
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That is, Type I error is rejecting the null hypothesis that Ameritech is providing service at 

least as good to their competitors, when this assessment is actually true. Put another way, 

Type I1 error is rejecting the alternative hypothesis, that Arneritech is providing inferior- 

service, when in fact Ameritech is providing inferior service. 

_____ - - -___ - __ - _ _ -  _ .  

Q. Above, you reviewed the general categories of Type I and Type I1 error. What 

other types of mistakes can occur when performing statistical hypothesis testing? 

A. In implementing test of hypotheses, any number of mistakes can still result. Research 

designers in the field of policy evaluation generally apply the “Threats to Validity” 

framework, or TTV, in advance of performing a test to search for predictable pitfalls that 

threaten the strength, or validity, of the conclusions their test will generate.5 

To illustrate, the recent presidential election can provide examples of two threats to 

validity, the reliability of treatment implementation and instrumentation error. The 

reliability of treatment implementation occurs as a threat to validity when a test is applied 

in a different manner in different settings. Instrumentation error threatens the validity of 

a test when the test instrument actually changes from one application of a test to another. 

An example of the reliability of treatment implementation can be found in the 

communities of Palm Beach County, where what can arguably be called a faulty ballot 

design led voters to mistakenly punch the ballot for their candidate’s opponent. In the 

see, esp., Cook, Thomas B., Campbell, Donald T. 1979. Ouasi-ExDerimentation. Chicago, IL: Rand-McNally. 5 
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~ 467 process of re-counting ballots, judges were later accused of tampering with ballots when 

468 

469 

chads started falling like snow, an example of instrumentation error. In general, these 

threatsto validity can only beaddressed in the research design phase. 
- _ _  ~ _ _  _ _  ______- - 
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483 Q. 
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485 A. 

486 

487 

What basic statistical terms are used in your review of the remedy plans in this 

docket? 

There are three basic statistical terms used. The first is the mean, or average, often 

depicted by the symbol X-bar, or 2 . The second is the variance, usually depicted as 02, 

or sigma-squared. The third is N, or the number of observations. 

Please describe the formula for a sample average. 

The mean, or average, is simply the sum of the observations, divided by the number of 

observations (N). 

Please describe “variance.” 

The variance of a population represents how “spread out” or “clustered” the observed 

values are, as measured or observed around some central value, such as the mean. For a 

particular data set, the variance represents a measure of dispersion, and is calculated as 
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the squared value of the sum of the deviations of the data points from the sample mean6 

The actual (often unknown) variance of a population is usually expressed as u2, while the 

variance of a sample drawn from that population is usually expressed as s2. In the 
- _ _  ____ ____ - - ____ - - - 

equations that follow, the variance is represented by the letters “var.” 

A larger variance indicates a very spread out sample, and a smaller variance represents a 

narrower sample. A related statistic is the standard deviation, which is another measure 

of the dispersion of a data set. The standard deviation is calculated as the square root of 

the variance. 

What is ‘N’? 

In statistical calculations, the letter ‘N’ typically refers to the number of observations 

found in the sample being reviewed. In a few instances in the plans being reviewed, N 

refers to another number, such as the number of tests being performed. If N refers to 

anything other than the number of observations, the use of the letter will be noted and 

defined. 

For the remedy plans in this docket, statistics are used to establish whether parity of 

service has been provided. How is this task accomplished? 

508 

See, e.g. ,  Anderson, D.R., Sweeney, D.J., Williams, T.A., 1996. Statistics for Business and Economics. 6th Ed. 6 

Minneapolis, MN: West Publishing Co., p. 104. 
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The chief test statistic used in both remedy plans is a modification of a statistic used to 

test for the similarity of the mean of two samples. What is at issue here is whether the 
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average service provided to the CLECs is comparable to the average service provided by 

Ameritech to itself and its own customers. While other statistical tests could be used to 

test the variance, or variability, of service, the proposed test statistics focus instead on the 

average quality of service provided. 

Consider the following example: a particular grade school has two classrooms of third- 

graders, each composed of 30 students. The principal would like to have a comparison of 

the math performance of the third graders in that school. In Classroom A, all of the 

students receive C’s in their math classwork, while in Classroom B, 15 students receive 

A’s and 15 students receive F’s on their math classwork. I f  the principal focuses on a 

simple comparison of the average grades in both classrooms, then the two groups of 

third-graders have about the same level of achievement in math. 

Whether the test used is an adequate test depends on what question is being asked. If the 

principal wants to know anything more than whether the third-graders are, as a group, 

passing their math classes, it would be advisable for her to choose another test. 

Please describe the standard test for comparing the means of two different samples, 

and determining their likeness or difference. 
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The z-test, which relies on the z-value, is typically used to compare two samples to 

determine their average equivalence, or parity. To calculate the standard z-value, 4 
- -  __ _ _  - - ~ _ _  _ _ _  _ -  - _  

pieces of descriptive statistical information, aside from the number of observations in 

each sample being compared, is required. That is, one needs 2 pieces of information 

about each of 2 samples to calculate the standard z-value: the average, or mean, for each 

sample, and the variance for each sample. These values are then “plugged into” the z- 

value formula to create the z-statistic. 

A standard z-test serves as a comparison of the average values between either a sample 

and a population, or two samples. First, the standard deviation of the sampling 

distribution is taken, using the respective variances and the sample sizes for the two 

groups being compared. The following calculation shows the formula for the standard 

deviation of the sampling distribution. 

-,/(var,/n, + var,/n,) (1) 

Equation (1) becomes the denominator of the standard z-test calculation. 

In calculating the standard z-test, the value of the second sample group average, (x-barz) 

is subtracted from the first group average (x-barl), and the resulting value is divided by 

the standard deviation of the sampling distribution, i.e.: 

,/(var,/n, + var2/n2) 
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What critical assumptions must be satisfied for the z-test to be statistically valid? 

_ -  --______ 
There are two crucial assumptions required to apply a z<est statistic in settings like the 

one at hand. First, the populations are assumed to be normally distributed. Second, the 

samples are assumed to be independently drawn. Presuming these assumptions are valid 

for the performance measurement tests, the recommendations contained in this testimony 

will hold. 

Once the z-statistic has been calculated, how is it used? 

The z-statistic can be thought of a standardized value that expresses information about 

the two samples being compared. Once the z-statistic, or z-value, has been computed for 

the relevant samples, the calculated value is compared to a critical value, taken from a 

standard critical value table. The easiest method of choosing a critical value is to use a t- 

table. The t-table arranges critical values based on alpha level, or the probability of a 

Type I error, and sample size. For samples greater than 30, usually only the alpha level is 

needed.7 Typically, the alpha level has been determined in advance of the test. The 

tables are arranged as “lookup” tables, and indicate a single critical value for a given 

alpha level. The critical value establishes a rejection region for assessing the calculated 

z-statistic. 

’ An alternative to the t-table is the z-table, which provides the calculated values for the area under a standard 
normal curve for specific points, which can represent various levels of alpha, or probability of Type I error. 
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The comparison of the z-statistic to the critical value in this manner provides a way of 

determining a rejection region for the test statistic, and hence, the null hypothesis, by 

using a standard set of values. The z-statistic translates the information about the 

particular samples being compared into a standardized form that can be compared to the 

critical values table. In that way, the researcher avoids re-calculating a particular 

rejection region for each test. 

~- __ ~- __ ~ ___- 

For this simple description, I am hypothesizing a 1-tailed test with 5% alpha level. If the 

calculated z-statistic is less than the critical value, then the comparison between the two 

samples is believed, with a pretty high level of confidence, to reflect parity between the 

two samples. If the calculated z-statistic is greater than the critical value, then the 

opposite result is obtained: reject the null hypothesis of parity, and accept the alternative 

hypothesis of disparity. The critical value, then, determines whether the null hypothesis 

of parity should be rejected. 

How is Type I error controlled in hypothesis testing? 

Type I error is controlled by specifying the level of alpha (a), or the probability of a 

Type I error, in advance of performing the test. The alpha level represents the probability 

of making a Type I error, which is rejecting the null hypothesis when it should be 

accepted. In the current application, that means concluding that disparity exists when, in 

fact, parity exists. 
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hypothesis is true, then the test statistic (z-statistic) will appear in the rejection region 

only 5% of the time, and outside ofthe rejection region 95% of the time. Therefore, the 
_ _ -  - _______ - - - -  

probability of making a Type I error and rejecting the null hypothesis when the null 

hypothesis is actually true is 5%, or the same as the pre-specified alpha level. 

Please summarize the description you have provided in this sub-section. 

In this sub-section, I have reviewed a few basic terms used in standard statistical testing 

for a comparison of parity between two samples. The description provided can be 

thought of as a “plain vanilla” methodology for comparing the information provided in 

two samples, and determining if, on average, the samples are similar. In addition, I have 

reviewed some of the basic concepts of hypothesis testing, including the specification of 

hypotheses, and the related consequences of making a Type I or Type I1 error. 

Ameritech Remedy Plan 

Please describe the basic statistical aspects of the Ameritech remedy plan, using the 

terms defined in the previous section. 

The null hypothesis in the Ameritech plan is that Ameritech provides equivalent or better 

service to its competitors as it provides to itself. The alternative hypothesis is that 

Ameritech is providing inferior service to its competitors, relative to that provided to 

itself (data affiliate or retail analogue). However, the remedy plan, as provided in this 

docket so far, does not specifically address the null hypothesis. 
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Does the Ameritech plan control for Type I or Type I1 error? 
.. - __ _ _  - __  - . _~  

No. The Ameritech Remedy plan does not directly address Type I and Type I1 error. 

What test statistic is used in the Ameritech remedy plan? 

The Ameritech Remedy plan uses a modified z-statistic. The modified z-test proposed 

by Ameritech alters the calculation for the denominator of the test statistic, specifically 

regarding the standard deviation of the sampling distribution. Rather than incorporating 

a calculated variance for the CLEC data and the Ameritech data, the modified z-test uses 

only the calculated variance for the Ameritech data. To calculate the denominator of the 

modified z-statistic, the Ameritech variance is multiplied by the sum of the inverse of the 

Ameritech sample size and the inverse of the CLEC sample size, i.e.: 

(3) 

The Ameritech modified z-test uses the same numerator calculation as the standard z- 

value. The value of the second population average, (x-bar2) is subtracted from the first 

population average (x-barl), and the resulting value is divided by the modified standard 

deviation of the sampling distribution (shown in Equation (3)), i.e.: 
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Eq. (4) displays the modified z-statistic used in the Ameritech proposed remedy plan 

applied to parity measures that are neither percentages nor rates. The proposed 

Ameritech remedy plan includes separate modifications to the standard equation 

displayed in Eq. (4) to adjust for the mathematical properties of performance 

measurements that are expressed as percentages or rates. These modifications applied to 

parity measurements are reasonable. 

Q. What advantage is gained by modifying the standard deviation of the sampling 

distribution, as in the Ameritech remedy plan? 

A. The modified standard deviation of the sampling distribution is shown in Eq. (3). The 

un-modified standard deviation, as shown in Eq. (l), relies on the calculated variance of 

both samples being compared. If the standard calculation was used, then Ameritech 

might have an incentive to increase the variance, or variability, of the service provided to 

its competitors. By doing so, Ameritech could, theoretically, increase the denominator of 

the z-statistic calculation, resulting in a (generally) smaller test statistic. In the remedy 

plans proposed in this docket, the proposed methodology involves comparing a test 

statistic to a critical value region. Any manipulation that might reduce the size of the test 

statistic would tend to minimize the possibility that the test statistic will appear in the 
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rejection region. By removing the variance calculation for the CLEC data, and relying 

solely on the variance calculation for the Ameritech data, any statistical incentive to 
- __ _ _ ~ _ _  ~ - __ __  - __ - 

provide widely varying service to its competitors is removed. 

How many pieces of information are required to calculate the modified z-value 

proposed in the Ameritech remedy plan? 

Three pieces of information are needed, aside from the number of observations in each 

sample being compared: the average of the performance supplied by Ameritech to its 

competitors, the average of the performance provided by Ameritech (to itself or retail 

analog), and the variance, or variability, of Ameritech’s own performance. 

Please describe the operation of Ameritech’s proposed plan, using a simple 

hypothetical example. 

Consider the example of the 3rd grade classrooms again. Suppose that the 2 classrooms 

share a math teacher, who delivers a math class 2 times each day, once per classroom. If 

the principal was interested in determining if the teacher was providing the same 

instruction to the two classes, an examination of average scores would provide an answer 

to that question. Comparing average scores shows that the classes are achieving roughly 

equivalent performance. That answer might be incomplete, however, since it does not 

address potential variance of the scores in both classes. Using the hypothesized 

information about the grades in the two classrooms provided earlier, the two classes seem 
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more dissimilar than similar. The principal will probably want to search for an 

explanation for the differences across the two classrooms. 
____ _ _  ~ __ _ _ _  - - 

Our real interest, however, is analyzing the service performance provided by Ameritech 

to its competitors, and not third-grade math scores. Comparing the variability of 

Ameritech’s service provided to competitors to the variability of service provided to its 

own customers would be an interesting study. However, by testing only for the 

comparability of average service, the test statistic proposed by Ameritech sets aside 

differences in variability of service. The modified z-statistic provides an approximation 

of determining whether the service provided to Ameritech’s competitors is the same as 

the service provided to its own customers. 

The modified z-statistic provides Ameritech with an incentive to keep the average service 

provided to its competitors at a high level, so it does not fail the test. Further, because 

the calculation for the modified z-statistic omits the calculated variance for service 

provided to CLECs, the test statistic avoids giving Ameritech a statistical incentive to 

provide widely variable service to CLECs. Under the standard test statistic, Ameritech 

could pass the test of average comparability by providing widely variable service, thus 

creating a slightly larger denominator. Given the structure of the standard z-statistic, a 

larger denominator will reduce the size of the calculated test statistic, all else being equal, 

and a smaller test statistic will have a better chance of passing the critical value test, 

resulting in affirmation of the alternative hypothesis of parity. Ameritech may still have 
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non-statistical reasons for increasing variance, such as an intention to retain market share 

(see description above, and in the direct testimony filed by Staff Witness McClerren). 
- -~ _ _ _ _ _ ~ -  - - _. -- 

Please comment on the modified z-value proposed in the Ameritech remedy plan. 

Staff supports Ameritech’s modification to the z-test. The purpose of the general 

modification to the z-test is reasonable. By relying solely on the variance of Ameritech 

data, the modified z-test minimizes the incentive for Ameritech to increase the variation 

of service Ameritech provides to CLECs in order to (falsely) lower the calculated z- 

statistic. 

Where was this modification to the test statistic first proposed? 

In regard to parity testing for telecommunications services, this plan was first proposed 

by Dr. Colin Mallows of AT&T, in ex-parte filing in FCC Docket No. 96-98. 

Do any other jurisdictions rely on the modified z statistic, as it appears in the 

Ameritech remedy plan, to establish parity for compliance purposes? 

Yes. 1) The FCC conditions governing the SBC/Ameritech merger (see FCC Docket No. 

96-98); 2) the remedy plan in place in Texas; 3) other states in the Ameritech region. 

This list is not intended to be exhaustive; the test statistic used in New York is also 

similar to the modified z-statistic proposed in this docket by Ameritech Illinois. 
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Please comment on the critical values applied in the Ameritech remedy plan, or the 
___- - - - _____-- _ __ __ 

use of the critical values table. 

The critical value table has a somewhat unusual application. Instead of using a single 

critical value, based on the relevant alpha level, the Ameritech remedy plan uses a table 

of values. For Tier 1 tests, the relevant critical value is selected for each CLEC, 

depending on the number of tests performed for that CLEC that month. For Tier 2 tests, 

the relevant critical value is selected based on the number of tests performed throughout 

the industry that month.' The level of the critical value moves around, ranging from 1.65 

to 2.44. 

This application of critical values in assessing performance injects an unnecessary level 

of complexity into the Ameritech performance remedy plan. However, I do not find the 

additional complexity to be, on its face, objectionable. In reviewing the actual critical 

values applied for Tier 1 calculations during October-December, 2000, the majority of 

tests rely on critical values of less than 2.0. This outcome is roughly equivalent to what 

would be available with a standard z-test, comparing the average values for two relatively 

large samples, given a 1-tailed test and a 5 % alpha level. 

I believe Ameritech should discuss the derivation of the critical values table fully in its 

rebuttal testimony. The derivation of the critical values table is not apparent from 

~ 

* There are a few exceptions, such as performance measurements that had less than 10 observations. 

Last printed 7/13/2001 3:58 PM 35 



, 
' s b  

75 1 

752 

753 

754 

755 

756 

757 

758 

759 

760 

76 1 

762 

763 

764 

-~ 

765 4.3 
766 

767 Q. 

768 

769 

770 A. 

77 1 

772 

773 

Docket No. 01-0120 
Staff Ex.2.0 

reviewing the table, and the proposed remedy plan submitted by Ameritech in this docket 

does not include a description of the derivation or the formulas used to create their 

critical values table. As with manybf the other facets of this remedy plan, the statistical 

methodology is reportedly based on the ex-parte filing provided by Colin Mallows in 

FCC 96-98. According to that filing, the differing critical values were calculated in an 

attempt to hold the overall Type 1 error level of his proposed remedy plan to 5%. The 

calculations were necessary, according to Mallows, for at least two reasons. First, the 

critical values table calculated for the Mallows filing is necessary to control for the fact 

that multiple tests are being performed by the ILEC each month. Second, the Mallows 

plan had a feature for assessing the joint probability that the ILEC had failed in both the 

previous three months and the current month, a feature that may not be in use in the 

current Ameritech remedy plan, or proposed in the Ameritech remedy plan filed in this 

docket. 

-. - - -- 

CLEC Proposed Remedy Plan 

Please describe the CLEC remedy plan, using the terms defined in the previous 

section. 

The CLEC plan specifies a null hypothesis that parity exists between ILEC and CLEC 

services. (see p. 2, Attachment 1 to CLEC Remedy Plan). The alternative hypothesis is 

that Ameritech is providing better service to its own customers. The CLEC Remedy plan 

attempts to balance Type I and Type I1 error, through the calculation of the test statistic. 
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That is, the CLEC Remedy Plan, through the specification of mathematical calculations, 

attempts to equate Type I and Type I1 error. 
______--- _ _ _  - - ___ ___ - ____ _ _  - 

What test statistic is used in the CLEC remedy plan? 

The CLEC Remedy plan uses what it terms a truncated Z test statistic to determine parity. 

In their remedy plan filing in this docket, AT&T has provided two separate documents 

describing the plan’s test statistic. In their rebuttal testimony, AT&T should specify 

which test statistic they propose for use in Illinois. 

Please comment on the two statistics identified in the CLEC remedy plan. 

The test statistic outlined in Attachment 1 of their plan can be referred to as a truncated z 

test statistic. According to the CLEC filing, this test statistic is designed for deeply 

disaggregated submeasures (AT&T filing, around p. 13). In Attachment 2 of their filing, 

AT&T proposes a modified z test statistic, which is more similar to the test statistic 

currently in use in the Ameritech remedy plan. However, in both plans, the test statistic 

is used only as a starting point for determining another calculation, that of the balanced 

critical value. 

What is the “balanced critical value” in the CLEC remedy plan? 
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The statistical attachments provided with the CLEC remedy plan present calculations for 

creating a balanced critical value. The balanced critical value introduces a formula for 
__ _ _  - _ _  _____ -- - 

determining thecritical value, which is constantly updated depending on the performance 

data for each CLEC, for each performance measure, each month. 

Instead of using a previously determined critical value, which is the accepted standard 

statistical methodology for hypothesis testing, or the published critical value provided in 

the Ameritech remedy plan, the CLEC plan uses a critical value that is revised in an 

ongoing manner, as an integral part of the performance measurements calculations done 

each month. 

Why do the CLECs advocate this approach? 

The CLECs apparently believe that any plan that focuses on adjustments solely for Type 

I error is insufficient. Instead, the CLEC remedy plan attempts to incorporate 

adjustments for both Type I and Type I1 error. The calculations for the balancing critical 

value are intended to “balance” the Type I and Type I1 error. 

What is your assessment of the balanced critical value? 

There are at least three identifiable problems with this approach. The principal one is 

that the proposal represents an unproven, unpublished methodology. To my knowledge, 

the methodology for the CLEC remedy plan has never appeared in peer-reviewed 
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research journal, and is not available for review in any standard statistical textbook. I 

acknowledge that the formulas, in a mathematical sense, do work out; that is, they 
- ___ _ _  -______ - -  - 

contain no glaring errors of substitution or  false steps. 

A second problem is that the CLEC Remedy Plan contains a critical methodological 

deficiency. In proposing to “balance” Type I and Type I1 error, the CLEC Remedy Plan 

does not establish the acceptable level of Type I error in advance. The CLECs contend 

that this approach provides protection for both the ILEC and the CLEC. However, the 

proposed balancing process leaves open the potential for a very large Type I and Type I1 

error. 

Finally, in trying to simultaneously control the probability of making a Type I and Type 

I1 error, the plan incorporates what appears to be an error of logic. A Type I error is only 

possible when the researcher accepts the null hypothesis. A Type I1 error is only possible 

when one rejects the null hypothesis. A researcher cannot both accept and reject the null 

hypothesis at the same time. 

Describe the CLEC Remedy Plan standards for Tier 1 and Tier 2 penalties. 

In the CLEC remedy plan, for both parity and benchmark statistics, Tier 1 remedies are 

due if the test statistic falls in a zone defined as “basic failure.” Tier 2 remedies are due 

only if the test statistic falls in a zone similar to the Tier 1 zone labeled “intermediate 

failure.” For example, for parity measures, Tier 1 remedies are due if the test statistic is 
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less than the calculated critical value, called z* in the CLEC remedy plan. For Tier 2 

remedies, payments are due to the state only if the calculated test statistic is less than an 

amount equal to (approximately) 1.66 times z*, or 5z*/3. As the CLEC remedy plan 

notes, “a more lenient 5z*/3 critical value is used” in calculating Tier I1 remedies for 

_ _ _  _ _  

parity measures (see CLEC remedy plan, around p. 14). 

Where has the CLEC Remedy Plan been adopted? 

The methodology recommended in the CLEC Remedy Plan is i nlY 

in one jurisdiction, Georgia (established as of March, 2001). A similar plan is being 

reviewed in 2 other Bell South states. The principal difference: in those states, the ILEC 

was a participant in collaborative meetings to consider and work out the methodology for 

applying the CLEC remedy plan. 

use, in som form, 

Ameritech’s willingness to review this plan aside, this plan is not currently employed in 

the Ameritech region. It is unlike the one currently ordered in the FCC SBC-Ameritech 

merger order. Adoption of the CLEC plan would leave open too many questions for 

implementation, particularly in light of the fact that AT&T has provided little in the way 

of guidance for determining the “delta” value. 

Benchmark comparisons 

Please describe the benchmark standards contained in the current Ameritech tariff 

(“business rules”). 
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Benchmark standards are used for measurements that do not have an Ameritech retail or 
_ -  -- _______ - -- ___ . - 

wholesale provision analog for the application of parity comparisons. As Staffwitness - 

McClerren notes in his testimony, Condition 30 of 98-0555 ordered that parity be the 

appropriate standard where possible, and where not possible, benchmark standards were 

to be adopted. 

These benchmarks were identified and agreed on through the collaborative process in this 

state. None of the benchmark standards are “1 00%’’ standards; that is, all benchmark 

measurements included in the Business Rules have an error rate built into their definition. 

This rate is expressed as a either (i) a “close to 100%’’ benchmark, or (ii) a “close to 

zero’’ benchmark. Benchmarks in the first group (close to 100%) for services provided to 

CLECs in Illinois in the last quarter of 2000 ranged from 90% to 95%. Performance 

Measure #5 (PM5), which measures the Percentage of Firm Order Commitments (FOCs) 

returned within a specified number of hours, is an example of the first group of 

benchmarks. All of the submeasures included in PM5 have benchmarks of either 94% 

(for manual or complicated requests) or 95% (primarily, but not exclusively, for 

electronic requests).’ Benchmarks in the second group (close to zero) for services 

provided in Illinois in the last quarter of 2000 ranged from 0.01 to 0.07. Performance 

Measure #114 (PM114), which measures the Percentage of Premature Disconnects for 

Coordinated Cutovers, is an example of the second group of benchmarks described. The 

See Attachment 1 to Ameritech Performance Remedy plan, as filed in this docket. 
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2%.1° 

Q. How does the Ameritech remedy plan treat these benchmark measures? 

A. The Ameritech remedy plan treats these benchmarks as performance “targets,” and 

imposes statistical testing to allow itself a performance range for passage that varies from 

less than the benchmark to greater than the benchmark. That is, because of this 

application of statistical testing, Ameritech may pass the test even if it provides service 

that does not meet the defined benchmark. 

Q. What statistical test does the Ameritech remedy plan propose for benchmark 

measures? 

A. The Ameritech remedy plan calls for the following treatment of the test statistic for 

benchmark measures: 

For measurements where the applicable performance criterion is a benchmark 
rather than parity performance, compliance will be determined by setting the 
denominator of the Z-test formula as one in calculating the Z-statistic. For 
measures expressed as percentages, this number will be multiplied by a factor 
of 100. (see Ameritech remedy plan, Section 4.0, as filed in this docket). 

The first part of this description is equivalent to setting the denominator of Eq. (4), 

above, to 1, and comparing the average CLEC performance to the average Ameritech 

performance, which is done in parity calculations. The second part of the modification, 

~ ~~ 

lo - ibid. 
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as described for percentage measures, would result in the same modification, only 

multiplied by 100. 
___ ________ ~ _ _  

These modifications to the z-statistic makes little sense for benchmark measures, as it 

proposes comparing CLEC performance to something other than the defined benchmarks. 

Presumably, the resulting “z-statistic” would be a simple subtraction of average CLEC 

performance from average Ameritech performance, which would then be compared to the 

critical values table. In its rebuttal testimony, Ameritech should clarify what test statistic 

it proposes for benchmark measurements, and provide support for the appropriateness of 

using a test statistic for benchmarks. 

How does the CLEC plan treat benchmark measures? 

The CLEC Proposed Remedy plan characterizes the benchmark performance 

measurements as “bright-line” standards, which is a vivid and useful description. The 

CLEC remedy plan also recommends that benchmark measurements be treated as strict 

standards, with the following exception. The CLEC plan recommends applying a 

modified benchmark table to small samples. This modification creates more generous 

benchmarks for tests of small sample sizes, even though their plan advocates the 

universal application of “bright-line” standards. 

Staff Recommendations 
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Please summarize your recommendations in this docket. 

- - -___-- - _ _ .  - - - -.- 

In reviewing the plans submitted in this docket, I have noted several problems with the 

application of the Ameritech Remedy Plan. Below, I make several recommendations to 

address these shortcomings. Assuming that my recommended changes are adopted, I 

would then recommend that the Commission adopt the modified Ameritech remedy plan. 

For several fundamental reasons, described below, I recommend that the Commission 

reject the proposed CLEC remedy plan. 

Why do you recommend that the CLEC plan be rejected? 

First, the plan filed in this docket by the CLECs specifies two vastly different test 

statistics. While the CLECs are welcome to specify which test they prefer to be used in 

their reply testimony, at this time the specific steps for applying their plan are unclear. 

Second, the CLEC plan recommends an unwieldy critical value calculation that could 

result in overly large probabilities of a Type I error occurring. Further, this critical value 

calculation proposed by the CLECs is based on an unproven, unpublished methodology. 

Finally, the CLEC plan has a built-in “hesitation” step before industry-affecting (Tier 2) 

penalties are due, ensuring that Ameritech will be penalized for providing poor service to 

individual CLECs, while avoiding penalties for providing poor service on an industry- 

wide basis. 
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For the reasons stated above, I believe that the best course of action is to recommend 

making adjustments to the Ameritech remedy plan, rather than adoption of the CLEC 

remedy plan. The CLEC plan is not in place in any states in the Ameritech region. The 

CLEC plan is only currently in place in one state, although it appears to be under serious 

consideration in 2 other Bell South states. For Illinois, the Ameritech remedy plan is the 

closest to the one prescribed by the FCC in their merger conditions for SBC-Ameritech. 

Further, the current Ameritech remedy plan has been in place to satisfy conditions placed 

by the Illinois Commerce Commission in its order governing the merger between SBC 

and Ameritech. Finally, while not guiding on this Commission, the recent Michigan 

PUC decision in a similar remedy plan docket ordered modifications to the existing 

Ameritech remedy plan, rather than to remove the existing plan and order Ameritech to 

- - - _ _ _ _  

re-engineer its system for calculating penalties. 

Please review your step-by-step application of a remedy plan. 

A simple remedy plan consists of the following 5 basic steps. 

Step 1. Provide service & collect data on performance 

Step 2. Calculate test statistic 

Step 3. Choose critical value 

Step 4. 

Step 5. 

Compare test statistic to critical value; determine i. 

Calculate penalties & pay if failure has occurred 

On what steps do your proposals focus? 

Failure has occurred 
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My proposals in this docket focus on Step 2, Calculating the test statistic, step 4, 
~ - _ _ _  - - - _  _ _  -- 

De<&nination offailure, and step3, Calculation of penalties. 

Proposals regarding the test statistic 

What is your first recommendation regarding the test statistic? 

My first recommendation to the Commission is that Ameritech should end its statistical 

testing for benchmark measurements. Instead, Ameritech should be ordered to treat 

benchmark measurements as “bright line” requirements, applying a strict test standard. 

Why do you recommend this treatment of benchmarks? 

There are several reasons for this recommendation. 

First, the test statistic proposed by Ameritech Illinois is poorly defined and ill-suited for 

benchmark measurements. As noted above, the comparison of CLEC performance to 

Ameritech performance is appropriate for parity standards, but not for benchmark 

standards. In Illinois, the benchmark standards were imposed because Ameritech does 

not provide a comparable service at either the retail or wholesale affiliate level. While 

the proposed Ameritech remedy plan includes instructions regarding setting the 

denominator to 1 , the plan does not specify information about the information used for 
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the rest of the test statistic. If Ameritech is proposing an actual test statistic, its removal 

of the denominator calculation takes away the (assumed) test statistic’s sensitivity to 

samplesize and the variabillty of Ameritech performance, which could turn this test 

statistic into a simple comparison of CLEC and Ameritech performance. However, 

because these are benchmark standards, there is no Ameritech performance data available 

for such a comparison. 

.. ~ ___. 

Second, the proposal for statistical testing for benchmark measurements requires the 

comparison of some test statistic to some critical value. The comparison of a test statistic 

to the critical values table in this way creates a “zone” or allowance for not reaching the 

benchmark standard. Ameritech can be allowed to pass a benchmark test even if the 

benchmark standard is not reached. 

Third, none of the benchmark standards, as agreed to through the collaborative process in 

Illinois and as defined in the business rules, require 100% performance. Each benchmark 

standard has a built-in “cushion” for variable service which could occur due to, for 

example, random statistical error. Ameritech does not need another statistical allowance 

created by the process of comparing a test statistic to a critical for variable performance. 

Do you have an estimate of the impact of this recommended change in treatment of 

benchmark measures in the Ameritech remedy plan? 
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By applying the methodology of statistical testing around the performance benchmarks, 

Ameritech avoided detection of 264 of its failures to provide benchmark-quality service. 

By ordering Ameritech to end its practice of statistical testing around benchmarks, the 

Commission can decrease the incidence of Type I1 error in the Ameritech remedy plan, 

(wherein Ameritech provides sub-standard service and avoids detection.) l 1  

Docket No. 0 1-0 120 
Staff Ex.2.0 

A. Yes. In the three months ending December, 2000, Ameritech provided services 

associated with benchmark standards to CLECs on 6,456 occasions. Each occasion 

represents a separate provision of service to a CLEC, without reference to the size or 

amount of the service. Under the existing Ameritech remedy plan, the company 

calculated that they failed the statistical benchmark test 1,56 1 times. Using the same 

performance measurements, but treating the benchmark standards as a strict test, the 

performance provided by Ameritech to CLECs failed to meet the performance 

benchmarks a total of 1,825 times. 

- -. _ _ _  ~- - 

Q. Do you have an estimate of the dollar value that this change could represent? 

A. No. In applying this recommendation, the Commission would ensure that Ameritech no 

longer avoids detection for poor service on a subset of measures. As a result, Tier 1 and 

Tier 2 penalties would likely increase. This outcome would, of course, depend on 

Ameritech's actual performance in meeting these benchmark standards. 

data taken from response to MKP14, for Tier 1 measurements for average benchmarks & percentage benchmarks 11 
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What is your second recommendation regarding the test statistic? 
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My second recommendation concerns the critical values-table, or k-table, Gedby 

Ameritech. From several sources, I have become aware of a problem with this critical 

values table. It is my understanding from conversations with Ameritech that they are 

aware of a “missed-step” problem with their critical values table. As a result, Ameritech 

is applying the wrong critical value in some of its tests. 

Can you comment on the origin of this error? 

According to informal conversations with personnel of Ameritech Illinois, the error 

existed in the Texas plan. Given the merger conditions in Docket 98-0555, Ameritech 

Illinois was ordered to adopt the Texas plan to fulfill the merger conditions imposed by 

the Illinois Commerce Commission. In the company’s opinion, their obligation was to 

adopt the Texas plan exactly as it was at the time of the order, with changes as developed 

in the Condition 30 collaborative. 

If Ameritech were ordered to implement this change, what would the potential 

impact be? 

In a data request submitted in March, I requested that Ameritech demonstrate the 

difference the corrected k-table would make. From reviewing the Tier 1 data, it appears 

that some tests “creep up” into the 1.69 or 1.70 critical value bracket, when they should 
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remain in the 1.68 critical value bracket. That is, certain tests that should be evaluated 

using a critical value of 1.68 are instead evaluated with a critical value of 1.69 or 1.70. 

While the error is small, it is noticeable and measurable. In applying the corrected K- 

table to Tier 1 data, covering the 3 months from October-December 2000,2 additional 

tests were failed by Ameritech. This shortcoming represents an easily remedied form of 

Type I1 error, wherein Ameritech should be failing a test, and the company reports that it 

passes. 

My recommendation is that the Commission should take the opportunity to correct this 

failure in the application of the Ameritech remedy plan. 

Please summarize the potential impacts of such an order. 

There are three potential impacts that I see. The first is that the critical values table itself 

would be corrected. The second is that Ameritech might fail a few tests that it currently 

passes, which will minimize additional occurrences of Type I1 error in the future. 

Finally, Ameritech may pay slightly higher penalties, both Tier 1 and Tier 2, in the future 

than it might otherwise have owed. 

From conversations with Ameritech representatives, it is my understanding that they 

agree with my assessment regarding the need for a change. However, the company will 
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not voluntarily make this change. My recommendation is that the Commission should 

order Ameritech to adopt and employ an accurate critical values table. 
- _ _  ~- - ~ 

Proposals to determine if a test has been failed 

What is your first recommendation regarding this topic? 

My single most important recommendation is to reject the use of the k-exclusions. The 

k-exclusions are contained on the same table as the critical values used for determining if 

Ameritech has provided parity service, in a column labeled “k-values.” The k-exclusions 

indicate how many failed tests will be excluded from the penalty calculations. 

I recommend a simple, direct application of the test statistic & critical value: if the 

critical value indicates that Ameritech has failed the test, then Ameritech should pay a 

penalty. This recommendation covers Tier 1 and Tier 2 penalties, and benchmark and 

parity measurement standards. 

Please describe “k-exclusions.” 

Essentially, the k-exclusions apply a 5 % “forgiveness” factor to the penalties that 

Ameritech owes to the state and to its competitors for poor service. Once Ameritech has 

calculated the penalties it owes each month, it goes through the list of missed 

measurements, first by CLEC and then for the industry as a whole, and begins an exercise 
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of tossing out the measures for which Ameritech does not owe penalties, according to 

their remedy plan. 
_.  ___- ___-- - _- ___ - 

The k “factor” was included in the FCC ex-parte filing made by Colin Mallows of AT&T 

in FCC Docket No. 96-98. The intention of the k-factor is to provide a “threshold” for 

determining noncompliance. 

Why do you oppose the use of the “k-exclusions”? 

The application of the k-exclusions for determining penalties is intended to “adjust” for 

the “certainty” that a 5% alpha (level of risk of a Type I error) will result in Ameritech 

being found to be noncompliant 5% of the time when it is, in fact, in compliance. While 

this is a seemingly accurate characterization of the underlying statistical comparison, I do 

not find this characterization to present a compelling argument for including a 

“forgiveness” factor in calculating penalties. 

Setting the alpha level at a certain percent does not correspond to a belief that Type I 

errors will, in fact, happen with any amount of predictive certainty. In standard statistical 

hypothesis testing, the critical value table is intended to control the overall alpha 

probability at known level. Ameritech has indicated that it is willing to accept a 5% 

probability of a Type I error, which is equivalent to accepting a 5% alpha level. 

Ameritech should be held to that alpha level for determining non-compliance, as well as 

for calculating the resulting penalties. 
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An additional fact that mitigates Ameritech’s need for relief from paying penalties when 

it is, in fact, in compliance is as follows. In applying the statistical hypothesis testing, 

Type I1 errors will also OCCUT. That is, Ameritech will occasionally provide poor service 

that will go undetected, for which it will pay no penalties. Being required to pay 

penalties whenever it fails a test will provide some relief to the CLECs, who receive no 

compensation for poor performance when Ameritech mistakenly passes its own 

performance tests when it should fail its performance tests. 

______ ~ _ _  - __ __ __ - ~ - -- 

Q. Please summarize your recommendation regarding the k-exclusions. 

A. The k-exclusions should be removed from the Ameritech remedy plan. If service is 

found to be non-compliant, using the statistical tests as outlined in the Ameritech remedy 

plan, and using their critical values table, then penalties should be paid. 

As a technical matter, this change would require Ameritech to pay fines even when the 

difference between the calculated z-value and the critical value is very small, that is, 

Ameritech fails a test by “only a little bit.” It is a matter of mathematical statistics that 

the probability of Type I1 error, or beta, increases in cases of small differences between 

test statistics and critical values.12 That is, for those cases that Ameritech is paying fines 

for a “near miss,” the CLECs and the state will be receiving compensation for inadequate 

service that nearly went undetected. 
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Even if this change alters the overall probability that Ameritech will be found to be out of 
____ - _ _  ~- ____ - 

compliance when it is not (probability alpha, or chance of Type I error), the company 

will be starting to compensate carriers for those occurrences when it provided inferior 

service and avoided detection. 

Q. What is your second recommendation regarding this topic? 

A. My second recommendation regarding determination of failure is to make all 

measurements of equal importance. The existing Ameritech remedy plan includes 

notations regarding whether measurements are of low, medium, or high importance. 

These designations are not agreed to collaboratively in Illinois, and should be removed 

from the Ameritech remedy plan and the definitions provided in the business rules. 

The main reason for removing these designations is that they were not agreed to by the 

participants in the collaborative performance measurements process in Illinois. As a 

result, Ameritech would be unilaterally imposing its own value system to measurements 

by ranking them as to their relative importance. A secondary reason is that classifling 

measurements by the supposed importance of the service being measured will tend to 

weaken the incentive structure provided by the performance remedy plan. 

Q. Please comment on the development of those designations. 

~~ ~~~ ~~~ 

l 2  see, e.g., McClave, J. T., Dietrich, F. H., 1982. Statistics. 2"d Ed. San Francisco, CA: Dellen Publishing Co., pp. 
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A. The designations in the business rules filed by Ameritech Illinois, and used in the 
- ~- ~ _ _ _  - _ _ _  

Ameritech remedy plan, are based on the designations developed for the Texas remedy 

plan, per Staff Witness McClerren. A feature of the existing Ameritech remedy plan is 

that the designations low, medium, and high are needed to create a decision rule 

regarding which measurement failures should be part of the k-exclusions each month. 

Ostensibly, the performance measurements referred to as low are of lesser importance, 

and the higher ones of greater importance. The k-exclusions consist, each month, of the 

failed tests for the low measurements, first, and then the medium measurements, etc., 

according to the k-exclusions table. 

The designations low, medium, and high, introduce an unnecessary level of complexity to 

measuring service performance. Since the performance measurement collaborative in 

Illinois has been unable to agree on which measurements are of greater or lesser 

importance, it is unlikely that the Commission could impose a well-reasoned decision 

regarding which measurements are most important. Certain measurements could be more 

important to different CLECs depending on the services they market, the geographic 

location, or their overall market penetration. Measurements could vary in importance 

over time and across geography, as well by development of CLEC business and the 

CLEC industry as a whole. Even if a coherent system of measurement designations were 

developed right now, the usefulness of that system might disintegrate within 6 months. 

262-265. 
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What do you recommend regarding the importance level of the performance 

measurements used in the Ameritech performance remedy plan? 
___ - _____- ____- - - 

A more coherent strategy that would provide better incentive for Ameritech Illinois to 

provide good performance overall would be to make all measurements of equal 

importance. I recommend making all performance measurements of “high” importance, 

for two reasons. First, using the “high” designation emphasizes to Ameritech that these 

measurements represent services provided to CLECs that will have a critical impact on 

the services provided, in turn, by CLECs to their own customers. The provision of good 

service is important to the ability of individual CLECs to develop their own market share. 

In addition, as Staff Witness McClerren points out in his testimony, good wholesale 

service quality provision is essential to the overall development of a competitive 

telecommunications environment. These performance measurements are important, and 

their measurement designation should be a reflection of that importance. Second, in the 

Ameritech proposed remedy plan, the measurements designated as having “high” 

importance also have the largest penalties associated with them. Applying the highest 

penalty amounts to all performance measures will reinforce the incentive nature of the 

performance remedy plan used by Ameritech Illinois. 

Please summarize this section. 

Removing the k-exclusions will allow for the possibility that the total penalties paid each 

year can approach the total annual cap, and that Ameritech will, in fact, pay penalties for 
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1240 

1241 
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i 1244 

1245 

~ 1246 

non-compliant service. Making all measurements of equal importance will bring more 

coherence and simplicity to the Ameritech remedy plan, and reinforce the incentive 
- - -_ - -  ~- 

nature of that plan. 

Proposals relating to Calculating Penalties 

What are your recommendations regarding the calculation of penalties? 

In general, my recommendations, described more fully below, are to increase the per- 

occurrence penalty, increase monthly caps, and, as discussed above, assign “high” 

penalty amounts to all performance measurements. In addition, I believe penalty 

amounts should be converted to a cash basis, instead of credit basis, for Tier 1 penalties. 

Please describe a reasonable level of penalties to levy if the parity of service 

standard is not met. 

According to the FCC, a “meaningful” level of penalties would be 36% of net return (see 

1999 FCC Memorandum Opinion & Order in CC docket # 99-295; citation taken from 

Ameritech remedy plan, as filed). “Net return” is an accounting concept, and can be 

described generally as net income after operating expenses and taxes. Both the 

Ameritech remedy plan and the CLEC remedy plan endorse the 36% of net return figure. 

However, the CLEC remedy plan treats this figure as a minimally acceptable level of 

penalties. In its current proposed tariff, Ameritech sets a maximum annual cap on 

penalties set at $36 1.45 million, for combined Tier 1 and Tier 2 penalties. 
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Q. What issues relative to the overall level of penalties imposed need to be resolved in 
~. _ _  - 

this docket? - 

There are three. First, should the level be an absolute maximum, or could penalties in 

excess of the maximum level be imposed? Second, if the maximum level of penalties is 

reached in one year, should there be a procedural review of the operations of Ameritech 

Illinois with respect to its wholesale business? Third, how is the procedural cap 

determined each year? 

With regard to the first issue, penalties in excess of the maximum cap should be 

allowable under the performance remedy plan. In other words, the annual cap for the 

Ameritech Illinois performance remedy plan should not be an absolute cap. Otherwise, 

Ameritech Illinois could embark on a market-impacting strategy of providing sub- 

standard performance for a short period of time, incurring penalties that accrue to the 

annual maximum within a few months. If the annual cap represents a maximum 

allowable penalty amount, then Ameritech Illinois can calculate, with some accuracy, the 

costs and benefits of engaging in such a market-impacting strategy. If the annual cap can 

be raised, then Ameritech Illinois would be discouraged from engaging in such a 

strategy. 

With regard to the second issue, I recommend that an official Commission investigation 

be triggered if Ameritech reaches the annual cap within the first 9 months of any year. 
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Incurring penalties of the magnitude proposed (36% of net return) represents a serious 

level of poor performance. This investigation would have the aim of uncovering the 
._ . _ _  - .~ - 

reason or cause for the continued poor performance. 

Finally, in the remedy plan filed in this docket, Ameritech proposes to establish, on its 

own, the annual total penalty amounts, which it refers to as “the annual cap” (see 

Ameritech remedy plan, as filed, #7.3, p. 7). Regarding this issue, I recommend the 

following. The penalty cap for the performance remedy plan implemented by Ameritech 

Illinois should be resolved in this proceeding, appear in the tariff that governs this 

remedy plan, subject to Commission review, and should be revised annually, according to 

a schedule determined by the Commission in this docket. 

In your opinion, is there a principal failing of the existing penalty structure? 

Yes. Under the current structure, the penalties paid by Ameritech are insufficient. This 

outcome represents the cumulative effect of several of the features of the current 

Ameritech remedy plan. Given the current structure, Ameritech faces a very low 

probability of ever reaching the maximum caps outlined in the previous section. 

Table 1, attached, presents a comparison of penalty amounts for Ameritech performance 

in wholesale service provision to CLECs, focusing on Tier 1 penalties. Row 1 presents 

an estimate of the total amount of actual penalties paid by Ameritech Illinois to CLECs 

during October, November, and December 2000. The data for Row 1, Table 1, is taken 
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from the response to a data request numbered MKP20, provided by Ameritech Illinois 

pursuant to instructions contained in data request MKP19. Ameritech notes, in its 

response MKPl9, that not every CLEC purchasing services in those months were eligible 
_______ - - ___ _ _ _ _  - 

to receive penalty credits in those months. 

Row 2 of Table 1 presents the calculations performed by Ameritech to estimate the 

amount they would have paid in Tier 1 penalties if all CLECs had been eligible for 

penalties in those months. That is, Row 2 presents the re-calculated penalty amounts, 

estimating the effect of the Ameritech remedy plan given the actual service levels 

provided during those months. As such, the information presented in Row 2 can be seen 

as the most generous calculation of the penalties owed under the Ameritech remedy plan. 

Row 2 also includes the estimate of the impact of using the corrected k-table, described 

above. l 3  

According to the information presented Row 2 of Table 1, Ameritech would have owed 

only $3.4 million in aggregate penalties to CLECs in Tier 1 penalties during the final 

three months of 2000, using their remedy plan. At that level, it is doubtful if Ameritech 

would ever reach their proposed annual cap of approximately $360 million. Further, the 

penalties as they currently stand do not seem to influence Ameritech’s behavior, given 

that nearly half of the performance items for which Ameritech owed penalties, according 

to their calculations, persisted across those three months. That is, Ameritech showed 

such a consistent failure level in a number of the services provided to CLECs that they 
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would have owed Tier 1 penalties for those failures each month during the last quarter of 

2000. (Figures taken from response provided by Ameritech Illinois to MKP20). 
- ~- __- - - 

Please provide an example of the current penalties paid by Ameritech. 

For the final four months of 2000, Ameritech paid out approximately $5 million in Tier 2 

payments to the state, and just over $1.25 million in Tier 1 payments to CLECs. These 

figures include most of the re-statements for individual months made at later dates, and 

therefore do not represent the actual amounts paid out in those months. During the 

months of October-December of 2000, Ameritech Illinois failed, on average, more than 

1200 performance measures each month for services provided to individual CLECs, and 

between 450-500 industry-level measures during the comparable 3-month Tier 2 

measurement periods. (Figures taken from response provided by Ameritech Illinois to 

MKP12 and MKP37) 

Each month during the last quarter of 2000, Ameritech did business with between 125 

and 150 CLECs each month. (Actual #'s: Oct 146, Nov 143, Dec 133) Each month, an 

average of 90 of those CLECs experienced measurably poor service from Ameritech. 

The total Tier 1 payments referred to above, given out as $1.25 million in credits on 

future bills, were spread out over those approximately 90 CLECs each month. Taking an 

average of the aggregate, more than 60 % of Ameritech's wholesale customers in the last 

quarter of 2000 received poor service. Payments under the existing penalty structure of 

The ilnpact of the corrected k-table is expected to be slight, since its application results in only 2 additional 13 
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$5 million to the state and $1.25 million in credits to the CLECs, spread across 3 months, 

seem wholly inadequate for the level of service provided. 
- ___-- - __ 

Please describe the monthly cap structure, as described in the Ameritech remedy 

plan filed in this docket. 

The structure for the monthly caps is proposed in Section 7.0 of the Ameritech remedy 

plan filed in this docket. The following features apply to the monthly cap: 

Monthly cap of $30.12 million (1/12 of $361.45 million). 

If, within a single month the monthly cap is not reached, the following month’s cap is 

increased by the remainder. 

If total annual Tier I & Tier I1 meet or exceed the cap, and the monthly cap has 

prevented the full payment of total per annum damages/assessments, Ameritech must 

pay the difference. 

If payments to an individual CLEC in any one month exceed $3 million, or if Tier I 

payments alone exceed the cap, Ameritech may commence “show cause’’ proceedings 

to demonstrate why they shouldn’t have to pay damages in excess of the monthly cap 

Can you comment on the monthly cap structure? 

Even with the proposed features described above, the monthly caps set at 1/12 of the total 

annual cap can serve as a barrier to compliance. If service quality is poor, a monthly cap 

I 

I failures in the performance data. 
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provides no incentive for improving quality in a timely manner. That is, a monthly cap 

presents no immediate incentive for Ameritech to improve the quality of service provided 
- __  -~ __ - - ._ 

to its competitors. Waiting an entire year before requiring Ameritech to pay penalties in 

excess of the monthly cap is a further disincentive to improve quality in a timely manner. 

Q. What recommendation do you have regarding the monthly cap structure? 

A. Increase the monthly caps so that Ameritech faces the possibility of paying up to at least 

1/6 of the annual amount of penalties within a single month. That is, the monthly caps 

should be twice as high as they currently are. Increasing the monthly caps will improve 

the incentive nature of the Ameritech performance remedy plan. In addition, a larger 

monthly cap will decrease the likelihood that total Tier 1 penalties owed will exceed the 

monthly cap. 

Q. What is your recommendation regarding the form of payment for Tier 1 penalties? 

A. I recommend that Tier 1 penalties, payable for poor service provision to individual 

CLECs, should be paid in cash, instead of provided in the form of bill credits. Currently, 

in order to realize the liquidated damages owed to them, CLECs are obligated to continue 

ordering services from Ameritech. My recommendation supports the CLEC remedy plan 

in this regard. 

6 Conclusion 

Last printed 7/13/2001 3:58 PM 63 



Docket No. 0 1-0 120 
Staff Ex.2.0 

1382 

1383 

1384 

1385 

_______ 

1386 

1387 

1388 

1389 

1390 

1391 

1392 

1393 

1394 

1395 

1396 

1397 

1398 

1399 

1400 

1401 

1402 

1403 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is included in this section? 

- ___ _ _ ~ -  __ - 
In this final section, I describe the total monetary impact of the recommendations 

contained in my testimony, and conclude my testimony. 

Do you have comparable estimates of the total monetary impact of the CLEC plan? 

At this time, I do not. AT&T provided estimates of the effect of the CLEC proposed 

remedy plan, pursuant to a data request, in late June. The arrival of that information was 

too late for consideration for this round of testimony. I would like to comment on their 

results, and compare them to results using similar data for the Ameritech plan, in my 

rebuttal testimony. 

Under existing service levels, how much as Ameritech paid in Tier 2 penalties? 

Table 3, attached, presents a comparison of penalty amounts for Ameritech performance 

in wholesale service provision to CLECs, focusing on Tier 2 penalties. Row 1 presents 

an estimate of the total amount of actual penalties paid by Ameritech Illinois to the State 

of Illinois during October, November, and December 2000. The data for Row 1, Table 3, 

is taken from the response to a data request numbered MKP20. As noted earlier, during 

those months, Ameritech paid approximately $3.5 million to the state in Tier 2 penalties. 
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Row 2 of Table 3 is comparable to Row 2 of Table 1, and displays the estimates made by 

Ameritech Illinois of the penalties it would have owed, based on service performance 

duriEg the months of September through December of 2000. Tier 2 penalties are 

assessed on three months of performance information, so the re-calculated amounts are 

only available for November and December, 2000. For comparison, the totals for 

November and December are included for all of the lines displayed in Table 3. Given 

actual performance levels, Ameritech Illinois calculates that Tier 2 remedies might have 

been slightly higher during November and December 2000. 

- 

Before applying your recommendations, what is the basic result of the Ameritech 

performance remedy plan, based on the calculations of Ameritech Illinois? 

The information contained in Row 2 of Table 1 and Row 2 of Table 3 display the basic 

calculations for Ameritech’s remedy plan, given actual performance at the end of 2000. 

Tier 1 payments, given actual performance levels and assuming all CLECs were eligible 

for remedies would have been $3.4 million for the last three months, and Tier 2 remedies 

would have been $2.7 million for the last 2 months of 2000. 

In the previous section, you recommended removing the k-exclusions from the 

Ameritech remedy plan. What impact does this recommendation have on penalty 

calculations in the Ameritech remedy plan? 
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The impact of removing the k-exclusions is displayed in Table 2. The k-exclusions only 

apply to Tier 1 calculations, and the row labeled AS1 in Table 2 demonstrates the impact 

of removing the k-exclusions. Using Ameritech's estimates, provided in response to DR 

question MKP24, based on actual performance, Ameritech would have owed $4.1 million 

to the CLECs in Tier 1 penalties during the final months of 2000. Removing the k- 

exclusions will result in Ameritech owing penalties whenever it fails its statistical tests, 

as described in the previous section. 

___. ___- ~- _ _ _  _. - 

In the previous section, you recommended assigning equal importance to all 

performance measurements. What impact does this recommendation have on 

penalty calculations in the Ameritech remedy plan? 

My recommendation is to make all penalties of equal and "high" importance. The 

attached table (Table 1) demonstrates the impact that this change would have. The first 

row of Table 1 contains the penalty amounts actually credited as Tier 1 penalties to 

CLECs during the months of October-December 2000. Row 2 of Table 1 contains the 

calculations, performed by Ameritech using all performance data, of the actual amounts 

owed if all CLECs doing business with Ameritech were eligible for remedies. (see 

disclaimers, provided by Ameritech, as notes to Table 1). 

I asked Ameritech to estimate the impact if all remedies were "high" remedies for Tier 1 

penalties. The result is reflected in Row 3 of Table 1. While the overall difference for 

the three months is that Ameritech would have paid out just over twice as much as the 
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modeled amount would indicate, notice in particular the results for October 2000 data. If 

all penalty amounts were “high” amounts, the difference for that month is notable, 

indicating that, pozbly,  many of the failures in that month were of “low” importance. 
____ -~ ___-- 

For the final three months of 2000, Tier 1 penalties would have increased to $7.2 million. 

For Tier 2 remedies, the row in Table 3 labeled “AS2” demonstrates the impact of 

making all remedies of “high” importance. For the final two months of 2000, Tier 2 

penalties would have increased to $3.1 million. 

Q. Please comment on these estimates. 

A. Taken alone, removing the k-exclusions will have an impact on the level of Tier 1 

penalties owed to CLECs. However, when combined with the recommendation to make 

all measurements and penalties of “high” importance, the impact of these 

recommendations are not expected to cause Ameritech Illinois to owe penalties in excess 

of the annual cap of approximately $360 million. 

The alternative scenarios, displayed in the lines labeled “AS#” in Tables 2 and 3, are 

intended to allow comparison of the recommendations given previously to existing 

penalty amounts, as shown in Tables 1 and 3. AS1 is the information for Tier 1 penalties 

calculated without the k-exclusions. AS2 combines the estimate for removing the k- 

exclusions with the estimates for increasing all measurements, and corresponding 

penalties, to “high” amounts. For the last few months of 2000, the resulting estimates 
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under AS2 are for $8.8 million in Tier 1 penalties and $3.1 million in Tier 2 penalties. 

On an annualized basis, those amounts would result in just over $50 million in total 
_ _ -  ~_ _ _ ~  - __ - - -  

annual penalties, given existing service quality levels at the end of 2000. 

Do you have a recommendation regarding how high to set the individual penalty 

amounts? 

Given the low penalties paid currently by Ameritech Illinois, I recommend that the 

penalty amounts, per measure, be increased. 

If the Commission took your recommendations regarding altering the penalty 

structure, do you have an estimate of the impact of these changes? 

Yes, I do. Table 2 (attached) includes a series of scenarios, numbered 1-4, and Table 3 

includes scenarios labeled AS2-4. Each of the scenarios presents Ameritech’s estimate, 

using their performance data from October-December 2000, of the impact of the changes 

I have recommended regarding the penalty structures. All 4 scenarios demonstrate the 

impact of removing the k-factor exclusions. AS1 and AS2 were reviewed, above. 

Alternative Scenarios 2 through 4 demonstrate the impact of making all penalty levels 

high. Alternative Scenarios 3 and 4 demonstrate the impact of increasing the penalty 

amounts per failure, with Scenario 3 indicating the impact of doubling the current 

penalties, and Scenario 4 showing the impact of tripling the current penalties. 
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Do you have a recommendation regarding how high to set penalty levels? 

- - -  - - _ _ _  _ _  
Based on the numbers presented in Table 2, I recommend with removing the k-factor 

exclusions, and tripling the current penalty levels. These recommendations correspond to 

an annualized amount of just over $160 million, which is still far short of the total annual 

cap recommended by the FCC. Tripling the current penalties will move the Ameritech 

remedy plan closer to providing an incentive for Ameritech to provide quality service to 

CLECs. 

Does this conclude your testimony? 

Yes, it does. 
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_--_ __ __ __ - ~- - -~ _ ___ __- - 

Q. 

A. 

Avenue, Springfield, Illinois 62794. 

Please state your name and business address. 

My name is Samuel S. McClerren and my business address is 527 East Capitol 

Q. What is your occupation? 

A. 

Telecommunications Division of the Illinois Commerce Commission (“Commission”), 

I am an Economic Analyst in the Engineering Department of the 

Q. Please describe your educational and occupational background. 

A. I graduated from Eastern Illinois University with a Bachelor of Arts Degree in 

Economics in 1976, and with a Master of Arts Degree in Economics in 1977. From 1978 to 

1984 I worked in retail, supervising six outlets in the St. Louis area. In 1984, I joined the 

Missouri Public Service Commission (“MPSC”) as a Management Auditor. In 1987, I left 

the MPSC to join the Illinois Commerce Commission (“Commission”) as a Management 

Analyst. In my role as a Management Analyst, I managed telecommunications projects of 

Contel of Illinois, Inc., GTE North, Inc., and Illinois Bell Telephone Company. In April 1996, 

I began working in the Telecommunications Division of the Commission. 

I have testified before both the MPSC and the Commission. Before this 

Commission, I testified in Docket 98-0555, the SBC/Ameritech Illinois merger proceeding, 

regarding service quality matters, and in Dockets 98-0252 and 92-0448 regarding Illinois 

Bell’s alternative regulation plans. I led the implementation of Condition 30 from Docket 
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_ _ _ _ ~ _ _ _ _ _ _  ____ 
98-0555, whichis the basis-of this proceeding. Twas case manager and provided 

testimony in Dockets 98-0453 and 00-0596, the most recent Part 730 rulemaking 

proceedings. Also, I have provided testimony in Dockets 96-0404, 96-0486, 96-0503,97- 

01 71 and 97-0300 primarily related to telecommunications carriers’ performance 

measurement and/or operations support systems. Finally, I have provided verified 

statements in several negotiated and arbitrated interconnection agreement proceedings. 

Q. What is the purpose of your testimony? 

A. The purpose of my testimony is to describe the background for this case, address 

the “parity with a floor” proposal, describe an appropriate audit program, and recommend 

extending the timeline for the performance remedy plan. 

Backqround of This Case 

Q. Why is this case important to the Commission? 

A. This case will directly impact the competitive telecommunications environment in 

Illinois. It will determine how quickly competition develops, and even whether or not 

there will be a competitive telecommunications environment in some markets. 

Competition depends, in no small part, on the successful provisioning of wholesale 

service quality. Successful provisioning of wholesale service quality requires 

appropriate and meaningful remedies in the event of non-performance. 
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66 

_ _  . - _.__ - ___ 
Q. Will you please describe wholesale service w i t y ?  

A. Wholesale service quality can be defined as the quality of service SBC/Ameritech 

Illinois (an incumbent local exchange carrier or “ILEC”) provides to competitive local 

exchange carriers (“CLECs”). For most CLECs, their ability to provide 

telecommunications service requires that they purchase access to some or all of an 

ILECs facilities. Accordingly, the quality of service an ILEC provides to a CLEC directly 

impacts the quality of service a CLEC provides to its own end user customer. 

Q. What level of service should an ILEC provide to a CLEC? 

A. An ILEC should provide wholesale service to a CLEC in the same manner that it 

would provide service to its own end user customers. In effect, wholesale service 

should be provided on a nondiscriminatory basis, thereby providing a CLEC a 

meaningful opportunity to compete. 

The Telecommunications Act of 1996, in its list of obligations of incumbent local 

exchange carriers, states that each incumbent local exchange carrier has to provide 

interconnection: 

“(C) that is at least equal in quality to that provided by the local exchange 
carrier to itself or to any subsidiary, affiliate, or any other party to which the 
carrier provides interconnection.” Telecommunications Act of 1996, 
Section 251 (c)(2)(C). 

Q. 

an ILEC for itself? 

What if parity of service is not possible, Le., a measure is not performed by 

3 
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A. Then an approwkte benchmark measureKKmust be deVelopeK again 

providing CLECs a meaningful opportunity to compete. 

-- 

Q. 

measure program for CLEC customers of SBC/Ameritech Illinois? 

A. 

ordered a process to develop and institute wholesale performance measures. 

Has anything been done in Illinois to implement a wholesale performance 

Yes. Condition 30 in Docket 98-0555, the SBCIAmeritech Illinois merger case, 

Q. Will you please describe the process ordered in Condition 30? 

A. Condition 30 ordered a collaborative effort among SBC/Ameritech Illinois, CLECs 

and Staff, which met from January 2000 through October 2000. The collaborative 

process was ordered to give SBC/Ameritech Illinois, CLECs, and Staff the opportunity to 

meet and discuss issues relative to performance measures. The Commission ordered 

that the collaborative process take the 122 performance measures developed in the 

Texas 271 review and make them applicable to Illinois. The Commission also ordered 

that parity be the appropriate standard where possible, and where not possible, to adopt 

benchmark measures as an alternative. 

Q. What is the status of the Condition 30 collaborative process? 

A. The collaborative meetings concluded in October 2000, and were very successful 

in adapting the 122 performance measures into primarily parity-based measures. 

Where it was impossible to develop parity-based measures, the collaborative effort did 
4 
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succeSsfully develop agEedIto-benchmarks. 

resolve only one issue, the remedy plan issue, which is the basis for this formal 

proceeding. 

T h e m b o r a t i v e  meetings T i l ed  To -- 

There is a six-month review of the performance measure plan currently underway 

in the five state Ameritech region. 

Q. 

Illinois to either CLECs (Tier 1) or the State of Illinois (Tier 2)? 

A. Yes, Attachment 1 shows SBCIAmeritech Illinois’ wholesale service quality non- 

performance payments from September 2000 through June 2001. Please note that 

there is a two-month delay between incurring the penalty and actually paying the 

penalty to allow for administration, calculation and verification, so that the payment for 

the month of July 2000, for example, was actually paid in September 2000. 

Have any payments for non-performance been paid by SBC/Ameritech 

As shown in Attachment 1, from September 2001 through June 2001, 

SBC/Ameritech Illinois credited $5,485,755 to CLECs (Tier I )  and paid $14,959,500 to 

the State of Illinois (Tier 2) for non-performance. 

Q. 

regarding wholesale service quality? 

A. Potentially. At the FCC, a subset of the Texas 122 wholesale performance 

measures were developed as an SBCIAmeritech merger condition. These measures 

have penalties associated with them, and it is known that SBCIAmeritech has been 
5 
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pa$Ffines relative to the-FCC’s-merger order. It is a m n i w n  that the amount palTfo 

the FCC is reduced by any amount SBCIAmeritech Illinois pays for wholesale service 

quality non-performance in Illinois. However, the amount applicable to Illinois is 

unknown to Staff, as SBC and the FCC consider it proprietary information. 

.- -. _ _ _  

Parity With a Floor Proposal 

Q. 

with a floor” provision? 

A. This Commission ordered the “parity” concept in the merger order in Docket 98- 

0555. In effect, as long as the ILEC is providing service to CLECs at the same level 

that it provides to itself, parity has been attained and competition should proceed. 

What is your understanding of the CLECs proposal regarding the “parity 

The primary problem with this approach has been that when an ILEC lets it 

service level drop below the minimum service levels required to be maintained pursuant 

to Part 730, it can provide the same substandard performance to CLECs and still be in 

compliance with the parity requirement. Since the ILEC is in compliance with the parity 

requirement, the ILEC avoids the remedies contained in the wholesale plan, yet the 

CLECs are forced to provide the same substandard performance to their customers 

because they rely on the ILEC for service. 

This concern is not merely academic, as has been demonstrated by 

SBClAmeritech Illinois’ historical performance on the “Out of Service > 24 Hours” 

standard. 
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-____ - -  - -  - _ _ _  _ _ _  

Q. 

CLECs? 

A. 

meet minimum standards of service quality, as required by 83 Ill. Adm. Code Part 730. 

What is your position on the parity with a floor proposal made by the 

As a concept, I agree that there should be additional incentives for the ILEC to 

Describe an Appropriate Audit Proaram 

Q. 

A. 

developed as a result of the performance measure plan or remedies paid in response to 

those numbers. Accordingly, I am fully supportive of auditing the performance plan and 

remedies paid in response to the plan. 

What are your thoughts about an audit program? 

There should be no legitimate doubts about the veracity of any numbers 

As a result of the merger orders, both at the ICC and FCC levels, an audit of the 

wholesale performance numbers is performed by an independent firm annually, paid for 

by SBC/Ameritech. Additionally, in Illinois, KPMG is currently testing the veracity of 

wholesale service quality and remedy information as a result of Condition 29 of the 

merger order in Docket 98-0555. 

It is also my understanding that the current remedy plan in Illinois provides for 

specific audits on SBC/Ameritech Illinois information as requested by any CLEC. While 

the CLEC initially pays for the audit, if CLECs concerns are validated, SBC/Ameritech is 

required to reimburse the CLEC for the cost of the audit. 
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Extending the Timeline for the Performance Remedv Plan 

Q. 

A. 

plan, or, more appropriately, when the plan will expire. 

Are there any other issues you would like to address in this proceeding? 

Yes. I would like to address the timing of the wholesale performance measure 

Q. Why are you addressing the issue of timing in this proceeding? 

A. I recommend wholesale performance measures be included in this proceeding to 

clearlv survive the three year time limit of Condition 30 in Docket 98-0555. While the 

issue of a remedy plan remains contentious, Condition 30 has been a successful 

collaborative venture between SBC/Ameritech Illinois, CLECs, and Staff. The problem, 

from my perspective, is that Condition 30 may arguably have a date after which it is no 

longer in effect. In Docket 98-0555, the Order states: 

Except where other termination dates are specifically established , all conditions 
set out below shall cease to be effective and shall no longer be binding in any 
respect three years after the Merger Closing Date. (Order, p. 237). 

While there is other language in the Order that indicates that Condition 30 does not end 

three years after the Merger Closing Date, I believe the Commission has an opportunity 

in this proceeding to prevent any potential misunderstanding in the future. 

Q. What do you propose in this proceeding? 
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-- _ _ _  -___ - - r- - 178 - A. I recommend that the CommPssK-order tFiXthe whokale service quality 

I 
179 remedy plan continue after October 2002, clearly surviving the “three years after Merger 

~ 

180 

181 

Closing Date” limitation that may apply in Condition 30. 

182 Q. 

183 effect? 

184 A. 

185 

186 

How long do you believe wholesale performance measures should be in 

They should be in effect as long as SBCIAmeritech Illinois has an alternative 

regulation plan, and as long as it is necessary for this Commission to ascertain that 

SBWAmeritech Illinois is unable to provide discriminatory service to CLECs. 

187 

188 Q. 

189 A. 

Does this conclude your testimony? 

Yes, it does. 
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