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Appendix A

Retail Quality of Service

The Companies' Proposal

Residential Service Quality Guarantee

A-1 In this proceeding, it has been suggested that price cap regulation provides insufficient incentives to the regulated firms to maintain high quality service standards.  The Companies continue to be of the view that, in an increasingly competitive environment, it is in the Companies' best interests to provide customers with consistently high service quality.  If a customer is dissatisfied with the basic local service of one of the Companies, then that customer will be more likely to turn to a competitor for the provision of other more competitive services, such as Internet, long distance or cellular, even if alternative sources of local service are not available.
 

A-2 As Dr. Weisman pointed out, this competitive incentive is particularly true in Canada, as compared to the U.S., due to the greater number of complementary markets in which Canadian telephone companies participate:

"In addition, the institutional differences between Canada and the U.S. are striking in this regard in the sense that as a matter of economic theory, the fact that the ILECs participate in complementary markets, Internet access, long distance and wireless that provides significant discipline to provide what customers want.

In Canada we have vertically integrated providers of both local and long distance telephone service, but at the current time in the U.S. only seven Bell operating companies have the ability to provide Internet or long distance, so they are foreclosed from markets that might otherwise provide a very strong discipline to provide higher levels of quality."
  (emphasis added)

A-3 There is also incentive for the Companies to meet the Commission's quality of service standards for operational reasons.  As Mr. Park explained:

"If you do not repair a customer's line in a timely fashion, they call you back.  So in a certain sense, it actually costs you more just to miss the indicator."

A-4 Nevertheless, in order to address the potential perception that there may be inadequate assurance that a high level of service quality will be maintained in the next price cap period, the Companies proposed their Residential Service Quality Guarantee, as an integral part of their overall proposal in this proceeding.  Under this proposal, a financial penalty would be assessed against a company if the Commission's quality of service standards were not met by that company on a persistent basis.  This penalty would be paid out on an annual basis during the price cap period in the form of a rebate.  Any such rebate would be provided to that company's residential customers of record in February of the year following that in which the below‑standard service quality occurred.

A-5 The mechanics of the proposed Residential Service Quality Guarantee are explained in detail in The Companies(CRTC)16Mar01‑503 PC, Attachment 1.  As indicated in The Companies(CRTC)26Jun01‑1503 PC, in addition to the "three consecutive months" criterion, the Companies would also be prepared to include the requirement that an indicator would be in a "penalty ready" state if that indicator were below‑standard for seven out of twelve consecutive months.

A-6 In designing the Residential Service Quality Guarantee, the Companies took the following objectives into consideration:

-
Penalties should provide sufficient incentive for a company to correct any persistent service problems.  However, it is equally important that the size of such penalties should not be overly large.  As the Companies explained:

"Any service quality guarantee must balance the objective of, on the one hand, providing sufficient incentive to attain the quality standards with, on the other hand, the objective of ensuring that the penalty is not so large or punitive as to provide incentives for the Companies to overprovision the network and operational processes in an attempt to avoid the penalty.  Penalties that are too large would result in inefficient provisioning practices and effectively raise the de facto quality standard."

-
To the extent possible, any penalty regime should follow the quality of service standards and reporting requirements which have been established by the Commission.

-
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.

-
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-7 As discussed below, the proposed Residential Service Quality Guarantee meets these objectives and should satisfy any doubts which the Commission may have regarding the provision of a high level of service quality by the Companies in the new price cap period.

Residential Service Quality Guarantee Provides the Correct Financial Incentive

A-8 The proposed Residential Service Quality Guarantee would assess on each company a penalty for each indicator which is equivalent to $0.05 per "countable" month times the number of year‑end residential NAS for the previous year.  The total annual penalty payable by the company to its residential customers, via one‑time rebate, would be the lesser of 1) the sum of the penalty amounts for each indicator, or 2) 1.5% of the annual revenues for residence basic exchange service for the previous year.
  The amounts which each of the Companies (excluding SaskTel) would have paid under the Residential Service Quality Guarantee, for each of the years 1998 to March 2001 YTD, have been provided in The Companies(CRTC)26Jun01‑1503 PC, Attachment A.

A-9 With respect to the amount of the penalty, Mr. Park demonstrated that the penalties proposed by the Companies under the Residential Service Quality Guarantee are more than sufficient to provide incentive for the Companies to fix any underlying problems, rather than simply paying the penalty:

"Think of it this way.  Think of the $27 million that we [Bell Canada] have put in our proposal and think of hiring business office personnel.  Let's say we were to hire the personnel rather than pay the rebate.  We would hire some 750 people at a reasonable wage rate to do that.

If you think of it in those terms, the difference between hiring 750 people and paying the rebate, I think we would get a lot more mileage out of doing the hiring and producing good quality service than paying the rebate."
 

Residential Service Quality Guarantee Applies for the Appropriate Period

A-10 The methodology for the "counting" of months in which penalties would apply under the proposed Residential Service Quality Guarantee was explained at length in The Companies(CRTC)16Mar01‑503 PC, Attachment 1.  Essentially, penalties would be assessed on a company if the standard for an indicator had not been met for three consecutive months (or seven out of twelve consecutive months) and was then missed again in any one or more of the following three months.  Penalties would continue to apply until the standard was met for three consecutive months.
A-11 In the Companies' view, this methodology satisfies the objectives set out above that "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" and "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-12 Certain parties have questioned this counting methodology and have suggested that it could lead to "gaming" by the Companies, if they could manage to meet a standard for an indicator when the standard had been missed for two consecutive months.  First of all, the Companies note that this methodology was proposed in order to align with the Commission's requirements for exception reporting, since such requirements were, in fact, based on the perception of a persistent problem.
  Secondly, while the Companies agree that even though the "gaming" hypothesis may be theoretically possible, in fact, it would be operationally difficult, if not impossible, for the Companies to enact such a pattern of actual performance:

"...the provision of adequate service quality requires adequate resources, including personnel, as well as a multitude of systems and processes to ensure that target levels are achieved.  Personnel cannot simply be laid off and called back from month to month, systems cannot repeatedly be re‑calibrated to new levels, and staff cannot be trained to operate within new parameters without significant investments of time and resources."

A-13 Mr. Park explained this concept further, under cross‑examination by Mr. Van Koughnett:

"But this [scenario], while theoretically correct, in practice is almost impossible to hit.

In other words, to exhibit this kind of pattern, you would have to miss and meet the indicator by a very small percentage to even actually do that in real life.

If I look back at our history, we in fact don't see that kind of on‑and‑off again pattern.  You can't sort of, I think as Dr. Taylor said, dial in resources that easily.  And if you could, you wouldn't be missing much on your dial.

So Indicator D, in my mind, while theoretically possible, I acknowledge that, is really practically not on.

In fact, with our rebate plan here, that is probably one of the ones that would be eliminated first because you would be so close to missing/not missing every month, that one you would probably make sure you would get and probably wouldn't miss a whole lot, because you would be so close to missing and not missing to actually get that kind of pattern."

A-14 With respect to this latter point, the Companies would note that, during the period of January 1998 to March 2001, there were only six instances in which one of the Companies did not meet the standard for three consecutive months, but would not have been penalized under the Residential Service Quality Guarantee since they managed to meet the standard for the next three consecutive months.
  In five of the six instances, the standard was not met by only a marginal amount.  For example, during the months of February, March and April 1998, Island Tel did not meet the 90% standard for Indicator 2.2 (Repair Appointments Met).  However, Island Tel's actual performance was 89% in each of these three months, i.e., very nearly at the level of the standard.

Residential Service Quality Guarantee Is Preferable to a Q‑Factor Which Compounds

A-15 The Companies discussed the advantages of the proposed Residential Service Quality Guarantee over a traditional Q‑factor in The Companies Exhibit #45, as follows:

-
In the case of a Q‑factor, prices are adjusted on a going forward basis.  The use of an annual rebate, as proposed by the Companies, would avoid the situation inherent in a Q‑factor approach, under which customers could be faced with price increases as a result of a correction of a quality of service problem which existed in the previous year.  Customers would likely regard price increases resulting from meeting service standards as perverse. 

-
Under the Companies' proposed Residential Service Quality Guarantee, the financial impact of any penalty would not be cumulative; penalties would be assessed on the company only in the year following that in which the below‑standard performance occurred.

A-16 With respect to this second point, the Companies noted the detrimental effect which embedding the impact of a Q‑factor in the price cap formula had in the case of Verizon‑Massachusetts:

"The effect of embedding the impact of a Q‑factor in a price cap formula from year to year was illustrated in the case of Verizon‑Massachusetts in its Fifth Annual Price Cap Compliance Filing.  In Docket No. DTE 99‑102, Order dated 3 August 2000, the Department of Telecommunications and Energy noted that although Verizon‑Massachusetts had experienced below‑standard service quality in only the first two years of its price cap plan (1995 and 1996), the impact of the penalties for these two years had compounded such that, of the $75 million which Verizon‑Massachusetts has been penalized over the five years of the price cap plan, only $20 million related to explicit penalty amounts.  The remaining $55 million accrued from the compounding effect of the Q‑factor in the price cap formula.  This weakness in the price cap formula for Verizon‑Massachusetts is now being dealt with in Docket No. DTE 01‑31."
  (emphasis added)

A-17 While the Companies are not advocating the use of a Q‑factor, they would stress that if a Q‑factor is found to be desirable by the Commission, then the Commission should mandate the sort of Q‑factor which is specifically designed so that this compounding effect does not occur.  Such is the case with the Verizon‑Rhode Island model 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.
  Since the Companies' model submitted in The Companies(CRTC)26Jun01‑1504 PC was based on the Verizon‑Rhode Island model, as specifically directed by the Commission, the Companies' model also has been designed so as not to have this detrimental compounding effect.

Residential Service Quality Guarantee Is Preferable to Customer‑Specific Rebates

A-18 The Companies are opposed to the introduction of customer‑specific rebates primarily due to the complexity and cost entailed in administering such plans.  In addition, other reasons should lead the Commission to conclude that customer‑specific rebates are inappropriate.  

A-19 Customer‑specific rebates would only be suitable for certain quality of service indicators.  In addition, either such rebates would be given only when the Companies did not meet the standard for the relevant indicator, which would be illogical, or customers could be rebated when the Companies were meeting or exceeding the standards, which would be unfair.  

A-20 In The Companies(CRTC)26Jun01‑1502 PC, the Companies addressed the problems inherent with customer‑specific rebate schemes, as follows:

"First of all, because of the basic requirement to be able to identify a particular customer, customer‑specific rebate mechanisms could only be implemented for certain Quality of Service indicators.  For example, in the case of Indicator 2.2, Repair Appointments Met, it would be relatively simple to identify those customers whose repair appointments had not been met.  However, for other Quality of Service indicators, it would be more difficult and sometimes virtually impossible (as in the case of Indicator 3.1, Dial Tone Delay) to identify, and therefore to compensate, those customers who had been adversely affected by below‑standard service quality.  With the Companies' proposed RSQ Guarantee, however, the Companies would be subject to financial penalties if they were to consistently provide below‑standard service quality regardless of whether or not the individual customer could be identified. 

Secondly, it would be extremely difficult and costly to administer a customer‑specific rebate mechanism due to the complexities of the Companies' administrative systems, including billing systems.  As just one example, in the case of Bell Canada's service provisioning process, 19 different systems are involved of which five systems would be impacted, including several mainframe systems. 

Third, in order to maintain the thresholds embodied in the standard, it would mean that customer‑specific rebates would only be triggered when the overall threshold had not been met at the corporate level.  This would be illogical and difficult for customers to understand.  The alternative would be to compensate all customers who had individually been provided with a level of service that did not meet the Commission's standard, irrespective of whether the company was meeting the standard in the aggregate.  This would, in effect, raise the standard to 100%.  For example, if a company were to deliver performance results of 99.9% for a particular indicator in every month of a year and the standard for that indicator was 90%, then, despite the superlative level of service quality delivered by the company on an aggregate basis, the company would still be subject to a financial penalty, in the form of customer rebates, for the 0.1% of transactions that did not meet the standard.  

The quality of service standards established by the Commission assume a large number of transactions over a relatively short period of time.  Accordingly, applying the standard at an individual customer level is not meaningful."

A-21 The Companies note that the Illinois Commerce Commission (ICC) considered the introduction of customer‑specific rebates in their review of the alternative regulation plan for Ameritech‑Illinois, as had been proposed by interveners in that proceeding.  However, the ICC was concerned about the administrative costs which would have been incurred by the company, as well as other difficulties inherent in implementing a customer‑specific rebate mechanism.  The ICC, therefore, decided not to approve such a mechanism, despite its desire to directly reward those customers who had been directly affected by below‑standard service quality:

"…the Commission is interested in moving the credits to those customers directly affected by service quality failures to the extent possible.

Any one of the incentive and customer compensation schemes we reviewed, however, would effectively absorb the penalties through administrative costs (which in fairness should be counted).  Further, these proposals set out a number of schemes in a general fashion without sufficient explanation of the details for implementation or the cost and effort involved…  It is one thing to propose what appears to be an attractive option.  It is an entirely different thing to substantiate the inner workings, the costs, efficiency, potential abuse and the legal pitfalls of such a program.

In our view, as with most things, the simpler the better for all concerned.  We recognize and appreciate that Staff has set out a number of goals, all of which it attempts to satisfy through its proposal.  The objective, however, is not to create the perfect penalty to fit each and every conceivable situation.  To the contrary, the objective is to set a reasonable penalty for the infraction that is direct, meaningful to both the customer and the Company, easily administered and in keeping with sound legal principles."
  (emphasis added)

A-22 In the end, the ICC approved a penalty mechanism in which rebates will be paid to all retail customers of Ameritech‑Illinois.

Rhode Island Model

A-23 In The Companies(CRTC)26Jun01‑1504 PC, the Companies submitted, at the request of the Commission, a quality of service mechanism which was based on the Verizon‑Rhode Island model (the Companies' Rhode Island model).  In answer to the Commission's request for comments on the Companies' Rhode Island model, ARC et al consultant Barbara Alexander provided her analysis.
  The Companies have the following comments on Ms. Alexander's analysis.  

A-24 In general, the Companies would note that Ms. Alexander's comments are focussed primarily on the construct of the original Verizon‑Rhode Island itself and not on the Companies' adaptation of it.  First of all, Ms. Alexander takes exception to the fact that the Companies' Rhode Island model incorporates two levels of performance, while the Commission has only one standard for each indicator.  However, as admitted by Ms. Alexander, the Verizon‑Rhode Island model itself has two levels of performance.  While the higher level in the Verizon‑Rhode Island model is termed a "Surveillance Level" and the lower one an "Action Level", the Surveillance Level is roughly equivalent to (although less stringent than) the Commission's standards.  The Action Level would therefore represent a level somewhat lower than the Commission's standards.

A-25 For example, while the Commission's standard for Indicator 2.1 (Out of Service Trouble Reports Cleared Within 24 Hours) is 80%, the Rhode Island Public Utilities Commission (Rhode Island PUC) awards the maximum number of service quality points to Verizon‑Rhode Island if the company manages to clear 60% of Out of Service trouble reports within 24 hours.  Furthermore, if Verizon‑Rhode Island manages to clear only 55‑59% of Out of Service trouble reports within 24 hours, it still receives a point under the scoring scheme mandated by the Rhode Island PUC.  In the Companies' view, it is clear that the Rhode Island PUC meant for the "Action Level" to represent a level of service quality below which action must be taken.  This is in contrast to the "Surveillance Level", below which the indicator could simply be "surveyed" to see if service quality improved in the future (similar to being in a "penalty ready" state in the Residential Service Quality Guarantee).  

A-26 Secondly, Ms. Alexander states that "[t]he Companies propose that they earn a passing score of 26 in each month to avoid a penalty".  She then objects to this "passing score" approach.  In fact, the Companies did not propose that 26 points be considered a passing score, since 26 points represents the maximum number of points which could generally be awarded under the Companies' plan.  Instead, the Companies proposed that 66% of the maximum number of points (whether 26 points or another number) be considered a passing score.  The Companies note that this concept of a "passing score" is central to the construct of the Verizon‑Rhode Island model.  In that model, the maximum value of the Service Quality Index is 42 and a "passing" monthly score is 28 (i.e., 66%, which is the same passing score as in the Companies' Rhode Island model).

A-27 Thirdly, Ms. Alexander disputes the Companies' claim (made in an unrelated interrogatory response) that "a cap to limit the liability of the company is also fairly common in these types of plans".  The Companies note that, in the Verizon‑Rhode Island model "the Annual Service Quality Adjustment Factor cannot under any circumstances exceed .5%"
, which is one‑half of the theoretical maximum penalty of 1.0%.  This same magnitude of penalty cap (i.e., 50% of the theoretical maximum penalty) was adopted in the Companies' Rhode Island model, in which the maximum penalty factor would be 1.2%, while the theoretical maximum would be 2.4%.

A-28 Ms. Alexander also had comments which were entirely specific to the Companies' Rhode Island model.  Ms. Alexander stated that the Companies had not included any measurement of Customer Complaints (Indicators 5.1 and 5.2) in their model.  The Companies note that it is extremely difficult to "score" an indicator for which there is no standard and there is no standard for Indicator 5.1.  However, the Companies would be prepared to include Indicator 5.2 (Customer Complaints Resolved) in both the Companies' Rhode Island model, as well as in the proposed Residential Service Quality Guarantee.  The Companies will start to report this indicator in their 3rd Quarter 2001 report to the Commission.

A-29 With respect to those indicators which have an Urban/Rural split, Ms. Alexander took issue with the Companies' proposed methodology (which was used in both the Companies' Rhode Island model, as well as in the proposed Residential Service Quality Guarantee) of using whichever half of the Urban/Rural split had the lower performance for purposes of determining whether any penalty was warranted.  Ms. Alexander instead "recommended that the Urban and Rural results be equal to 50% of the points applicable to that indicator".  The Companies would have no problem with Ms. Alexander's proposal in this regard.

Conclusion

A-30 The Companies' proposed Residential Service Quality Guarantee would provide a highly effective mechanism by which the Commission could ensure that the Companies would provide a high level of service quality during the next price cap plan.  This Guarantee is a balanced proposal which would apply significant penalties to the Companies in those cases where quality of service problems were truly persistent.

A-31 If the Commission were to determine that a model based on the Verizon‑Rhode Island model is preferable to the Residential Service Quality Guarantee, the Companies would not be opposed, provided that the Commission adopts the parameters of either the model set out in The Companies(CRTC)26Jun01‑1504 PC or the model set out in TELUS(CRTC)26Jun01‑1504.

Consumer Bill of Rights

A-32 The Terms of Service together with the information on customers' rights which is currently found in the introductory White Pages of the Companies' telephone directories, in effect, constitute an existing "Consumer Bill of Rights".

A-33 Notwithstanding this, however, the Companies would be prepared to work with the Commission and others to construct a simple, easy to read, and concise Consumer Bill of Rights.

Proposals of Other Parties

Appropriateness and Extent of Quality of Service Penalties

TELUS

A-34 TELUS is of the view that there is no evidence in the academic research of a systematic relationship between any degradation in service quality and the adoption of incentive regulation.  TELUS stated that the evidence suggests that any reductions in service quality are likely due to the impacts of the introduction of competition and industry rationalization.
  Under examination by Commission counsel, Dr. Weisman explained the specific links between industry rationalization and restructuring and reductions in service quality:    

"DR. WEISMAN:  The implementation of accommodative competitive entry policies requires very substantial changes in the network and coordination among participants.  Similar changes occurred in the period of divestiture where there were significant asset transfers and recoordination.  Carriers that were once end carriers now had to form interfaces between a long distance segment and a local segment splitting up the regional Bell operating companies into that point seven regional Bell operating companies and spinning off the long distance arm AT&T, those coordination difficulties as in 1994 divestiture which are similar with regard to the implementation of accommodative competitive entry policies and the ILEC‑CLEC relationships.

MS MOORE:  So in your view, while there may be a link between, as you term them, accommodative competitive entry policies and temporary service degradation, there is no link with price incentive regulation per se.  You draw the distinction, you say the adoption of incentive regulation in and of itself, even though it may or may not play a role in accommodative entry policies, itself does not lead to any type of quality service problems?

DR. WEISMAN:  Yes.  The two studies that are listed there, one performed by Dave Sappington, who is now the chief economist at the FCC, and I have spoken to both authors about these study results and their conclusions are that with the models that they have looked at and the data that they had to look at, there is no conclusive evidence that there is a statistically significant relationship between degradation and service quality and the adoption of incentive regulation."

A-35 TELUS concludes that there is no requirement for the Commission to take steps beyond its current compliance measures respecting quality of service to remedy transitory reductions in quality.

ARC et al

A-36 As its evidence on the subject of quality of service, ARC et al filed the testimony of Barbara Alexander.  Ms. Alexander's general thesis is that price cap regulation necessarily results in poor service quality and that experience in the U.S. supports this thesis.  Ms. Alexander states:

"It is not necessary to 'prove' that this incentive [resulting from price cap regulation] will result in deteriorating service quality in order to adopt my recommended response because the risk is clear."

Indeed, Ms. Alexander has not proven any such thesis.  Instead, Ms. Alexander has relied on sweeping generalizations, many of which turn out to be misleading or simply incorrect.  For example, Ms. Alexander warns that:

"…several states that did not adopt a Q‑factor or Service Quality Index in the early price cap plans that were adopted for U.S. West (now Qwest) found themselves in a multi‑year litigation effort to document violations and assess penalties, during which time the service quality continued to deteriorate rapidly."
  

A-37 Ms. Alexander goes on to cite the Montana Public Service Commission as one of two regulators that "…attempted to litigate and obtain penalties from US West in the mid‑1990's, but after lengthy hearings and court maneuvers, were forced to settled [sic] for modest penalties."

A-38 To investigate this further, in ARCetal(The Companies)31Aug01‑15 PC, the Companies asked Ms. Alexander when US West had entered into price cap regulation in Montana.  In her September 13th response to this interrogatory, Ms. Alexander replied:

"After a review of her files, Ms. Alexander cannot now document the form of regulation to which US West was subject in the early 1990's in Montana."  

A-39 After being directed to file a further response by the Commission, Ms. Alexander admitted in her October 10th response to this interrogatory that "Qwest [formerly US West] is not under a price cap regime in Montana." (emphasis added)  The Companies would add that US West/Qwest in Montana always has been, and continues to be, under rate base/rate of return regulation.


Similarly, Ms. Alexander claimed that:

"…the 13 states served by US West (now Qwest) have endured over a decade of poor service quality that began to be documented in the early 1990's after most of the states adopted a multi‑year alternative rate plan, most of which did not contain a QOS Factor or other direct linkage to service quality performance."
  (emphasis added) 

A-40 Once again, to test Ms. Alexander's claim that any poor service quality which may have occurred was due to the implementation of price cap regulation, the Companies, in ARCetal(The Companies)31Aug01‑17 PC, asked Ms. Alexander to indicate, for each of the 13 states, in which year Qwest had entered into price cap regulation in that state and to provide a copy of the relevant decision.  In her third response to this interrogatory dated October 10th, Ms. Alexander provided a table which shows that most of the states were, in fact, not under price cap regulation in the early 1990s.  Ms. Alexander's table shows that of 14 states, only four
 were under price cap regulation prior to 1995, while two
 were under other alternative forms of regulation.

A-41 Ms. Alexander's claim, therefore, is clearly untrue.  Although there may have been quality of service problems in the US West/Qwest companies, these problems were, for the most part, unrelated to price cap regulation.  Dr. Weisman also pointed out to the Commission that service quality problems which may have occurred in the U.S. arose from a variety of reasons and, furthermore, that many companies which were regulated under price cap regulation provided a high quality of service:

"DR. WEISMAN:  If I could follow up ‑‑ and cut me off if it's not helpful ‑‑ but upon realizing there wasn't a great deal of information in the economics literature regarding the effectiveness of these plans, I initiated a number of calls to regulatory commissions around the country and the U.S. to try and gain a little bit better understanding of what was driving some of the problems with the service quality ‑‑ and some of the problems have been severe.  And I think a number of points are worth noting with regard to what I was told.

And I think one thing that's clear is that there is no single common theme that pervades all of the service problems.  If you talk to a Southwestern Bell region or a U.S. West region or a Verizon region, it's not a single factor that explains the quality problems.

The Q‑factor discussion, most staff members that I talked to, were not convinced that it had the desired effect.  Interestingly enough, what they did believe had the most important effect in motivating the company was actually the public relations aspect of poor quality and that that seemed to be a significant motivator.

And while some states that had long been under price caps had severe problems, other states, for example, like Southwestern Bell, in talking with their commission staffs, they have apparently weekly conference calls and the issue of service quality has never ever come up on one of those weekly conference calls as a major issue.

So there is significant variability, and, as a result, the remedy might have to vary from region to region."
  (emphasis added)

A-42 With respect to Ms. Alexander's proposed Quality of Service factor, the Companies have already provided extensive comments on her proposed methodology in The Companies Exhibit #45.  The Companies will not repeat their analysis from that exhibit, other than to note that the major drawbacks to Ms. Alexander's proposal are that i) it is difficult to understand, ii) the proposed penalties are punitive and are of a magnitude which goes far beyond that which could be reasonable considered necessary to "incent" the Companies to provide service of a high quality, and iii) as filed, the proposal is incomplete and, in some instances, is contradictory.  The Companies did, however, indicate in that exhibit that they would comment on the magnitude of the penalties proposed by Ms. Alexander in final argument.  

A-43 Ms. Alexander has proposed that 4‑5% of price capped revenues be at stake for service quality penalties.
  First of all, the Companies would note that this amount is far beyond the Q‑factor approved in most U.S. jurisdictions.  For example, Southern New England Telephone in Connecticut is subject to a Q‑factor of up to 1.1%,
 while Verizon in Massachusetts is subject to a Q‑factor of up to 2.0%.
  As noted previously, the maximum penalty in the 

Verizon‑Rhode Island model is 0.5%.

A-44 Secondly, in support of the magnitude of her maximum proposed penalty amount, Ms. Alexander has relied entirely on two cases: 1) the Service Quality Index approved by the State of Vermont Public Service Board (Vermont Board) as part of a new Alternative Regulation Plan for Verizon‑Vermont (Verizon‑Vermont Plan);
 and 2) the Service Quality Index approved by the Maine Public Utilities Commission (Maine PUC) as part of an extension of the Alternative Form of Regulation for Verizon‑Maine (revised Verizon‑Maine Plan).
  Given the significance that Ms. Alexander has placed on these two decisions, it is instructive to examine them and to place the quality of service aspect of these decisions into its proper context.

A-45 With respect to the Verizon‑Vermont Plan, it is important to know that the Service Quality Index and the penalties which are derived from that index were not established by the Vermont Board or even by means of a public process.  Rather, an agreement was entered into between Verizon‑Vermont and the Vermont Department of Public Service one year prior to the Alternative Regulation Plan decision of the Vermont Board.  This agreement, the "Service Quality Stipulation", was accepted by the Vermont Board and was appended to the Verizon‑Vermont Plan decision.  In that decision, the Vermont Board recognized that "the Service Quality Stipulation represents a good‑faith compromise between [Verizon‑Vermont] and the Department".

A-46 The reason that Verizon‑Vermont offered up such a service quality guarantee was in order to obtain other concessions in the final Verizon‑Vermont Plan.  These include:

· No productivity offset;

-
No investigation into overall earnings during the five year term of the price cap plan; and

-
No review of tariff filings for new products and services.

A-47 Finally, it must be noted that while the potential penalties to which Verizon‑Vermont is subject are substantial, the service quality standards by which Verizon‑Vermont is rated appear to be less stringent than those imposed on the Companies by the Commission.  As one example, while the Commission's standard for Indicator 1.5 is that 80% or more of calls to the company's business office are to be answered within 20 seconds, the corresponding service standard imposed on Verizon‑Vermont is only 75%, a service level which is significantly lower in terms of call centre queue management, which requires an exponential increase in staffing in order to meet a higher service standard.

A-48 The Companies note that, in The Companies Exhibit #45, they have already commented on the overall dissimilarities between Ms. Alexander's proposal and the methodology underlying the Verizon‑Vermont Plan, on which she has supposedly based her proposal. 

A-49 In the case of Verizon‑Maine, the Alternative Form of Regulation plan to which 

Verizon‑Maine was previously subject was revised in 2001 so that there was substantial reduction in the regulation of Verizon‑Maine's operations under this new plan.  The revised Verizon‑Maine Plan incorporates the following elements:

-
Initial increase in basic local exchange rates; rates then capped for five years (no productivity offset and no rate reductions required).

-
Pricing flexibility for all services other than residential and small business basic exchange service, directory assistance, and operator services (which are capped).

-
Pricing flexibility may be allowed for local exchange services, if it can be established that reasonable competitive alternatives exist for segments of the local exchange market.

-
No review of earnings.

A-50 In conclusion, the Vermont Board and the Maine PUC have implemented service quality mechanisms on Verizon which incorporate fairly high maximum penalty amounts.  However, in return, each regulator substantially reduced the amount of regulation imposed on Verizon and additionally allowed for no productivity offsets, no review of earnings, and considerable pricing flexibility on the remaining regulated services.  Both the regulators and the companies were agreeable to such service quality plans, as these plans provided for trade‑offs which were considered by both parties to be reasonable.
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