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          (Filed October 9, 1997)



REPLY Comments of the Office of Ratepayer

Advocates on OSS Performance incentives

Pursuant to the November 22, 1999, Assigned Commissioner Ruling (ACR), the Office of Ratepayer Advocates (ORA) submits these Reply Comments regarding Operations Support Systems (OSS) performance incentives. 

I. INTRODUCTION

The ACR issued to consider the best method of ensuring Incumbent Local Exchange Carrier (ILEC) compliance with OSS performance standards and of providing appropriate incentives for the prompt achievement of OSS improvements.  As ORA discussed in its January 7, 2000, Comments, ORA supports those goals but has concerns about the ACR’s approach.  After reviewing other parties’ comments, ORA continues to recommend its proposal as straightforward and based on both statistical theory and Commission practice.  ORA finds the joint Pacific Bell (Pacific)/Competitive Local Exchange Carrier (CLEC) partial resolution of performance incentive issues flawed.

The Commission need not enter into an endless morass of statistical litigation in order to ensure that parity is provided.  Instead, the Commission should order workshops to provide a structured review of the various proposals presented by the parties.  The Commission should decline to consider proposals that impose fines.  The motivation underlying these incentives is to ensure that ILECs provide parity services to CLECs, not to levy large fines against the ILECs or provide additional revenues to the CLECs.  Finally, ORA recommends that the Commission reevaluate the set of adopted performance measures (and particularly the disputed measures) and substitute proxy measures, in lieu of Commission-generated benchmarks.

II. AREAS OF AGREEMENT WITH OTHER PARTIES

There are several areas where ORA and other parties agree, although ORA’s concerns with the ACR’s approach differ from other parties’ view of the ACR’s assumptions.  Those areas of agreement with at least one other party involve normality of data distribution, a 1( deadband, a 5% alpha level, and third party payments in some instances.

ORA pointed out that the underlying series is not normally distributed so the Z-test is of little value.  (ORA’s Comments, pp. 5, 6)  Pacific also admits that the data are not normally distributed, which forces review of the performance of various tests under conditions of non-normality and small samples.  (Pacific’s Comments, p. 2)  ORA opposes use of a mixed system.  (ORA’s Comments, p. 4)  Pacific states that:

benchmarks without statistical tests unfairly demand of the ILEC an unreasonably higher standard of performance (to avoid missing the benchmark) for small sample sizes than for large sample sizes.  (Pacific’s Response, p. 6)

As ORA notes in its Comments, the real purpose of a statistical test in this proceeding is to determine an appropriate deadband that accounts for random variation of the series in question.  (ORA's Comments, p. 8)  As a result, ORA has proposed a 1( deadband to account for the problem of random variation.

ORA supports the use of historical data whenever possible, because benchmarks inherently are less reliable than standards based on historical data.  GTE California Inc. (GTEC) opposes benchmark standards.  (GTEC’s Comments, p. 3)  The CLECs oppose moving from parity toward benchmarks.  (CLECs’ Comments, p. 7
)  ORA supports a 5% alpha level.  (ORA’s Comments, p. 9)  GTEC also favors a 5% alpha level for the determination of parity, as well as efforts to reduce the number of measures.  (GTEC’s Comments, pp. 5, 20)

ORA proposes that penalties go to ratepayers.  GTEC supports:

third party payments as part of the basic incentive structure, with amounts for severe or chronic misses going to a third party, not the CLEC, to prevent CLECs from gaming the system simply to collect economic rents.  (GTEC’s Comments, p. 20)

III. ORA OPPOSES THE USE OF FORMAL STATISTICAL TESTS

ORA recommends that the Commission not use formal statistical tests in establishing performance incentives.  Pacific maintains that the modified z-test is superior to the standardized z-test and that the modified z-test can be used when dealing with non-normal distributions.  However, Pacific has only provided anecdotal support for that position.  (Pacific’s Response, pp. 2-5)  This anecdotal support is merely data mining, i.e., data that have been manipulated to fit the desired result.  Pacific has provided no real support for its position, such as academic or practitioner papers, which suggest that the modified z-test is relevant when dealing with non-normal distributions.  The only difference between the standardized z-test and the modified z-test is that the modified z-test is adjusted for sample size.

The best way to account for non-normality is via an ARCH-family econometric modeling technique.  ORA was unable to use this type of modeling because ORA could not obtain the actual data used in the analyses.  The standardized and modified z-tests are non-ARCH parametric measures which do not address the issue of non-normality.

Pacific claims that statistical tests for benchmarked measures permit the use of samples as small as five cases without unfair disadvantage to the ILEC.  ORA disagrees; the minimum sample size should be 20.  (ORA’s Comments, p. 8)

GTEC proposes that exact distributions rather than normal approximations (e.g., lookup tables) be used to determine the statistical significance for small CLEC sample sizes and for rates/proportions measures where the ILEC’s mean is less than 0.1 or greater than 0.9.  (GTEC’s Comments, pp. 3-4)  This position is inconsistent with established statistical theory, and the Commission should reject it.  Theory indicates that the distribution will approach normality as the sample size increases.  The GTEC method essentially would declare the current distribution to be a normal distribution, an assumption which is plainly incorrect.

The CLECs support a 15% alpha value for determination of parity.  (CLECs’ Comments, p. 13)  They further suggest that alpha values of 5%, 10% and 15% be used so that “the Commission and the parties can evaluate how many submeasures would pass or fail depending on the critical value chosen.”  (Id.)  ORA supports the more standard alpha value of 5% and urges the Commission to reject multiple alpha values as an attempt at data mining.

IV. THE COMMISSION SHOULD NOT AUTOMATICALLY ADOPT THE POINTS OF AGREEMENT AMONG PACIFIC AND THE CLECS

Pacific and the CLECs recommend that the Commission adopt areas of agreement resulting from their negotiations.  The issuance of the ACR clearly is a rejection of automatic adoption of the partial Pacific/CLEC agreements.  ORA specifically urges the Commission to reject the agreements on:

· Statistical testing

· A modified z-test

· A chronic violation system

· Payments to CLECs

· A forgiveness plan

· A procedural cap

· Submeasures for which no minimum sample size applies

· Excludable events other than force majeure events and events resulting from inaccurate CLEC forecasts

Those agreements depart from the straightforward proposal advanced by ORA that advances consumer, ILEC and CLEC interests.  The Commission should consider the areas of Pacific/CLEC agreement on an item-by-item basis, since the areas of agreement only partially resolve performance incentives concerns.

ORA is not opposed to considering certain Pacific/CLEC proposals such as a system of graduated remedies for benchmark misses and a table of adjusted benchmarks used for small sample sizes.  However, the Commission should carefully evaluate the need for benchmarks.  A benchmark should only be used in cases where there are no retail analogues and no proxies for those retail analogues.  ORA recognizes that there are not always retail analogues to functions that are essential for CLECs to adequately utilize the ILEC’s OSS, and that sometimes a benchmark must be arbitrarily created for comparison for those functions.  Such benchmarks should be avoided whenever possible, as the best demonstration of parity is actual performance and not estimated performance, even when these estimates are made in good faith by experts using apparently reasonable information.

Proxies can be used in place of benchmarks in many cases.  Since proxies are based on actual data, they are clearly superior to arbitrary benchmarks.  For example, the impending establishment of Pacific’s advanced services affiliate, SBC Advanced Solutions Inc. (ASI), offers an opportunity to develop a better proxy measure for some functions for Pacific’s OSS.  Other proxies may be available as well, and the Commission should investigate the use of proxies before adopting an arbitrary benchmark measure.  OSS performance for ASI would be an ideal parity benchmark for exactly the same reasons that retail functions are used for determining parity—such service would receive the highest quality response that is practical where there would otherwise be a strong economic incentive to provide non-parity treatment.  Pacific has every incentive to provide the highest quality service to ASI.  Hence, such service would be the best measure for the performance of the Pacific OSS.  The Commission should order workshops to permit all parties to discuss and evaluate the various proposals.

V. CONCLUSION

The Commission should adopt ORA’s proposal for an OSS performance review and audit program, including an automatic penalty mechanism.
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� The CLECs filing joint comments are AT&T Communications of California, Inc., ICG Telecom Group, Inc., MCI WorldCom Inc., Mediaone Telecommunications of California, Inc., Covad Communications, Nextlink California, Inc., Northpoint Communications, Inc., GST Telecom California, Inc., and The California Cable Television Association.
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