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INFORMATION REQUESTED BY

CANADIAN RADIO-TELEVISION AND TELECOMMUNICATIONS COMMISSION

Q.
The state of Rhode Island has integrated a Quality of Service variable, often referred to as a Q-factor, in its price cap formula.  The Rhode Island model is one that attributes points for below-standard performance, which are compared to a passing score established by the regulator.  The annually calculated Q-factor is then adjusted according to those accumulated points.

a)
Comment on the desirability and feasibility of implementing a Q-factor, similar to the Rhode Island model, to link quality of service regulation with price cap regulation.  

b)
Using the Rhode Island Q-factor model, propose a Q-factor; including the following elements:

i)
the services and baskets to which it would apply;

ii)
the indicators to be measured; 

iii)
the below-standard performance ranges for each indicator; 

iv)
the value or points that would be given for each below-standard performance range for each indicator; 

v)
the passing monthly score; 

vi)
the appropriate total period (annual or otherwise) for which monthly scores are totaled;

vii)
the frequency (annual or otherwise) with which the price cap formula is adjusted by the Q-factor; and 

viii)
any other factor in the calculation or operation of the Q-factor.

c) Using the Q-factor proposed in part b) above, provide the calculations of the resulting Q-factor that would be determined in each of the years 1998, 1999, 2000 and 2001 (to date) and the impact on the companies' service prices.

A.
a)
The Companies assume that the "Rhode Island model" to which the Commission is referring to is the Verizon (formerly NYNEX) Quality of Service Plan as approved in the State of Rhode Island and Providence Plantations, Public Utilities Commission, In Re:  NYNEX Price Regulation Plan Docket No. 2370, 25 June 1996.  Before commenting on the desirability and feasibility of implementing such a model, the Companies provide the following brief overview of the Verizon Quality of Service Plan.


Verizon Quality of Service Plan


The Verizon Quality of Service Plan (the Verizon Plan) consists of two major components:  1) a report of the Quality Service Standards of major service indicators, and 2) a Service Quality Index.


Each month, Verizon provides reports to the Rhode Island Public Utilities Commission (the PUC) that reflect service performance on specific service items, which are similar in nature to the Commission's Quality of Service indicators.  These specific service items are similar to, but not the same as, those service items which Verizon reported to the PUC before Verizon entered into price cap regulation.  The particular service items and the standards against which these service items are measured under the Verizon Plan were the subject of extensive negotiation between Verizon and the PUC.  This negotiation resulted in the Settlement Agreement which sets out the terms of the entire Price Regulation Plan, of which the Quality of Service Plan is but one component.


Eight of the service items included in the Verizon Plan are measured on a statewide basis.  These service items are:  1) New Installation Orders Not Completed Within 5 Working Days (%), 2) Installation Appointments Missed (%), 3) Out of Service Greater Than 24 Hours (%), 4) Repeat Repair Reports (%), 5) Repair Appointments Missed (%), 6) Repair Service Answer Time (seconds, i.e., average speed of answer), 7) Directory Assistance Answer Time (seconds, i.e., average speed of answer), and 8) Average Duration Time – Special Access 1.5 Mbps Circuits (Hours).  The ninth service item, Customer Trouble Reports per 100 Lines, is reported on an individual exchange basis.


The second component of the Verizon Plan, the Service Quality Index (SQI), is essentially a scorecard of the service performance of Verizon.  It is determined on a monthly basis and is based upon the performance of the eight statewide service items and also of 10 Customer Trouble Reports per 100 Lines service items (i.e., 10 individual exchange measurements, with all 30 exchanges in Rhode Island to be measured on a rotating basis).  Depending on whether or not Verizon meets or exceeds certain threshold standards, the company is awarded a specified number of points per individual service item.  Certain service items (Out of Service Greater Than 24 Hours, Repair Appointments Missed and Repair Service Answer Time) are deemed to be of relatively greater importance and thus have a greater number of potential points assigned to them (i.e., 0, 2 or 4 points, as opposed to 0, 1 or 2 points for the remaining service items).

Each month, the maximum value of the SQI is 42
 and a passing monthly score is 25.  For each of the twelve most recently measured months prior to each annual price cap filing, the negative Service Adjustment Factor (i.e., Q-factor) of the price cap index is increased by 0.0417% if the monthly score is below 25.  In addition, the three repair/maintenance service items (Out of Service Greater Than 24 Hours, Repair Appointments Missed and Repair Service Answer Time) are double-counted in another scorecard, so that if Verizon receives 0 points for at least two of these three service items for consecutive months, the Service Adjustment Factor would be increased by 0.0417% per month, independent of the overall score of the SQI.  Therefore, in each month, the Service Adjustment Factor could be increased by up to 0.0834%.  Although, mathematically, this would result in a maximum Service Adjustment Factor on an annual basis of 1% (= 0.0834% x 12), the PUC determined that the annual Service Adjustment Factor should not exceed 0.5%.


The Service Adjustment Factor is not cumulative and affects the price cap index only in the year following the annual filing in which the below-standard service performance took place.


Advantages and Disadvantages of the Verizon Plan


In their submission, the Companies considered that the following four objectives were desirable for any scheme which might be used to tie quality of service performance to price cap regulation:

1)
"Penalties should provide sufficient incentive for a company to correct any persistent service problems."  A model similar to the Verizon Plan could achieve such an objective.

2)
"To the extent possible, any penalty regime should follow the quality of service standards and reporting requirements which have been established by the Commission."  A model similar to the Verizon Plan could achieve such an objective.

3)
"Penalties should apply for the period in which persistent problems exist and should continue to apply until the problem has been corrected for a prolonged period."  While a model similar to the Verizon Plan could address this principle, it could also penalize the Company for non‑persistent quality of service problems which could occur for a variety of factors beyond the company's control.  Such a model would penalize the Companies for each and every below-standard result, regardless of whether or not such problems occurred on a persistent basis. 

4) "In order to mirror the already established quality of service regime as much as possible, the assessment of penalties should be triggered by the same events that trigger exception reporting requirements."  A model similar to the Verizon Plan would not achieve such an objective.  Rather, such a model would penalize the Companies for each and every below‑standard result, rather than on the exception reporting requirement basis.


On the positive side, a model similar to the Verizon Plan would be easy for the Companies to administer, as the calculation of a Q-factor would just form part of the annual price cap filing.  In addition, it is appropriate that the Service Adjustment Factor in the Verizon Plan is not cumulative and affects the price cap index only in the year following the annual filing in which the below‑standard service performance occurred.  A further advantage of the Verizon Plan is that it includes the provision that: 

"Months in which the SQI falls below 25 or [Verizon] receives 

0 points in two of the three maintenance/repair areas because of events beyond the control of the Company, such as natural disasters, labor disputes, embargoes, requirements imposed by regulation or decree of any governmental entity, or acts of public enemy, will be excluded from the evaluation period."  


Consistent with the second principle, the Verizon Plan would have to be tailored to the indicators and the level of aggregation already established by the Commission.

b)
i)
Under the price cap model proposed by Aliant Telecom, Bell Canada and
Ø



MTS, a Q-factor based on the Verizon Plan would apply to the Basic
Ø



Residence and Other Services baskets.  (See 
Ø



The Companies(CRTC)16Mar01‑205 PC.)
Ø



In SaskTel's preferred model, a Q-factor based on the Verizon Plan 
Ø



would apply to the Basic Service (high-cost and non-high cost residence),
Ø



Business in High‑Cost, Local Coin, and Other Services baskets.  (See 
Ø



SaskTel(CRTC)16Mar01-204 PCR.)
Ø

Ø = Revised.

ii) A Q-factor based on the Verizon Plan could cover the same quality of service indicators that would be included in the proposed Residential Service Quality Guarantee.

Pursuant to the Commission's ruling dated 8 August 2001, the Companies are providing the response to parts b) iii) to viii) and to part c) as supplemental information. 

The Companies' proposal to address any concerns regarding below-standard Quality of Service in the new price cap regime continues to be their proposed Residential Service Quality Guarantee.  The following parameters and methodology could be used to derive an annual Q-factor, based on the Verizon Plan.

iii) and iv) 


See Attachment A.

v) to viii) 

As previously noted in part a), the maximum value of the SQI in the Verizon Plan as set out in the 25 June 1996 decision is 42, while a passing monthly score was 25.  This equates to a passing monthly score of 60%.  The Companies understand, from conversations with Verizon, that this passing monthly score has since been increased to 28 points, which equates to a passing monthly score of 66%, which the Companies would adopt in a plan modelled after the Verizon Plan.

In the Companies' view, it is more practical for a monthly score to be expressed on a percentage basis, rather than on an absolute point basis.  Typically, the maximum value of the SQI in the plan, as set out in Attachment A, would be 26 points.  However, situations may occasionally arise such that it is not possible for a company to report a meaningful result for a particular indicator in a given month.  For instance, as with the Companies' proposed Residential Service Quality Guarantee and similar to the Verizon Plan, no penalty should apply in a month where failure to meet the standard is caused in that month by any of the circumstances described in The Companies(CRTC)26Jun01‑1503 b) PC.  Thus, the use of a percentage basis would allow for the performance of such an indicator to be disregarded in that month.  Similarly, if new quality of service indicators were to be added to the plan, a percentage basis for the passing monthly score could easily accommodate such additions.  


To calculate the annual penalty, the following steps would be taken:

1)
Count the number of months in the previous calendar year for which the passing monthly score of 66% was not achieved;

2)
Multiply that number by 0.20%;

3)
To derive the annual penalty factor, take the lower of 1.2% or the number derived in 2); and

4)
Multiply the annual penalty factor by the previous year's actual revenues in the Basic Residence and Other Services baskets, under the price cap model proposed by Aliant Telecom, Bell Canada and MTS.  Under the model preferred by SaskTel, multiply the annual penalty factor by the previous year's actual revenues in the Basic Service (high-cost and non-high cost residence), Business in High‑Cost, Local Coin and Other Services baskets.

As an improvement to the Verizon Plan, penalties would be paid out as an annual customer rebate and not as a Q-factor.  A Q-factor would have the effect of adjusting prices going forward.  A rebate would have the same effect as in the Verizon Plan, where the Q-factor is not cumulative and affects the price cap index only in the year following the annual filing in which the below-standard service performance occurred.  However, the use of an annual rebate would avoid the situation, inherent in a Q-factor approach, where customers could face price increases as a result of a correction of a quality of service problem.

c) See Attachment B.  The impact of the annual penalty on the prices of Aliant Telecom, Bell Canada and MTS is shown in Column F.

�	(15 items x 2 points) + (3 items x 4 points) = 42.





