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APPROACH TO 'BUORMANCB ",PPKAIIAL

'0)'
John D JackJozi. Profeuor of!;onomiCit
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I. Jntrodu~on

Section 271 ofthl T.~Uftic:aUonAGe of lP96 provlcltd let' lLSC eetry into­
the Ions diltllSCe tl1ephono Iervi~ market itCLECs w,re allow" k) eLter the various
100&1 te1opb9ne .ervtoe markets. Thi. eLSe 8Iltr)', in NtTI, is prcdioatcd~ the
OLIIO.' .witty to pllNkase &om eIIe IL"4C VSt'iou. cervices erudal to their abiUt)' to
compete in the local markl:t; C=scq1oleAtl)-. tho Aet fUrther requires that the ILBC
provide ~ese servicee to th. eLECt at a q\18llty level ~, ltItut 89l1li/ to tblt they provide
to their own auRoinert or aftiliatel. Thus. the evaluation otplrity 1ft loc:IJ ICtY1ca
provit!oft has becom, • ce&\tza1 laue to IU prooecdJDlI c=vcmm.lLBCt' 1'1 .pp~a1.
Swi.tical meADS ditfcrenco _tat t)'p1oll1y wed on. (soma veraion of) the LCUG Z
.tisti~ have bes:omG the ootunto~ in tbe evaluation Qf MrVioe quality~ljOft.
Indeed, telt ret\Ilu are !lot only used to dcte=iM whether the tLlC 1w cUlCrimh1&tcd
qaiDst tAe eLSe in service quaUC)' provlllon. they Ilbo enter iDto the a~natiOA of

.the mapitucl. ofthepeDl1ty involved~ to several per.t'onunce UI1nnOt! p1lUl
(wak 81 those pr'l:)pgHd by SST, BIT, and ATIt:r). It i. this ,..-Ule that h.. leIS to the
dcvalopaaet1t of. "halanoing arid. values" appro«cb lO parity tcatln.1DCl perf'ozmaaoe
I~~. •

'Nben Olle makes a deolliou o=cemtns t1w preaence or absence ofparity 1ft
seM" provJsion buoO ou Ii _stioal teslt he or Ihe cu'ers:.iD'cne of two poatible ways.
"n2ey oowc! eonclude that diloriminltioll in lemQl provision~ when Iu fact it Goea
not. or they gould COftclud~ that cUlCriminaiiOl1 does not exist~ In faet it doet.

.Bceause ebe null hypothesi. orb tat uamntll "1\0 dUcrimiAatlon." Uti totmer ertOt'
involves the rejOGtioa ofa true =11. It is oaUed • tne 1fftOr. eM the probability (or risk)
ofcommlttiDa such IPS eaor is .!led ClIo. The lauer error mvolvea~. IOCeptange of.
tallC null. It ia called a type n cnor. 1Nl..pro"..,nuy (01' rh1c) 0'committiq lUeh aD
error It ca11ed fj. The BCV appmub to pari~ test!q Imo\lfttl SO "'emWUaa & eritiOl1
valUe oftne tCll _t&W.tto oelled ..~ cridoal value (SeY), that CCl1ol&'CI ~ with ~.
This prin;iple was &It ettUGCIated by LC'UO iD Ole earl)' (pn \oot) __ ofparlt)' ,
t.ung clisQUsslona. b\.lt tIw current \WIlon it the result otJoim eft'orta ofBSTa atatilltiaal
·d~SCU"iOS1l from Bmst ancl Youaa and ATlltra (DOW retbed) statistical~ Colin
MaUOWI. IndMd, I BCV baa '*=11 an intemJ part otboth A.T&T wi 88T'•.
Perf'QfmaAoe Assurance PlIDI (PAP.),

In'lIriZ1eiple, an eq\S'81 chlDce ofmot approaah t. attnlctive for (at leat) two
reaons. Firatt it remedies a maber ofdifliouhi08 lIftOO\U'Jered by thel1temativc
approacft. A nwnbar ofP,a..P" e.g., SST's TIXIS plan, employ. fixed critical value of
the test statiStic 1ftC!. K-table in lieu oraCY. Wi~t soins ID\ei'. cletailllCl Gritidazn, the
K-table corrects for random variation in the test suttltic bY aUowin, then,.Ee to rau "k"
tests per month without penalty. Man,. eLBC, obJoot to thie approachb~y. the table i.
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clerivecS based on an gn:ea1itti~ altemative (that the lLiC alway. provides parity lerYioe,
8nd~•• it ipores tYPe netrorJ. Tho BeY approach avoidt thlse c:riUdma. (illeS
baDcS1es the razu!om variatioa problem) by employins a eridca1 value ofthe CClt ttatistic
that equtes the·proDabindea ofoomsmttiDa type laud. twe It en-oJ'B.

S~d, the Bev appro«ch cJowtaS1a neatly with the objective orWlbiued paWt)'
usesament. AA optimalitatilUQI14M1iOll would be onE that oquata tho COJb of .
m.ki11l1 typel error wim t1l4I 00tUI olm_lIte. type Uert"Ot. ILAC representatives are
tn'ic;a1ly more tbII\ wiUml to dtlOlOif how much I~ 1e:rror c:osts them. CLECI. on
the ea- band, have a mo" &1&w1t time~Jhow JDuoh a type II error 00atI
them. These eosts mvolve not oa1y~ torcao-peu1ty paymGftt IU\d the c:oat to Ihelr
roputatiOlS; th'Y atSQ Cfttail the COlt 10 It'gl~ ofhaviq to GODtin\1e monopoUltio lOI'¥Ioe
provision wbU~ 19a1as tke heftffita otcompotlticmt Sbw~ these costJ an difficult W
oaleNlase, b i. not t'Gaacnssbleto expeat 1ft DSJUmatltatistical Ocwialon. TheBCV.
however, acc:ompu..... &he next Nat tbma.s~ tho prob.bility thai me tLEC wO\lld
have to pay i. ftn' wbcn it 11 cot dIscriminating is equaJ to the PJ'Qbability that it wm not
have to pay a fine whw it 11 diaorlm1Dating, a loqNft .,.ecS value of'inapproprlatt
net'aW~ p~eut5 il zuo. .

If iI tltdtqutchl. 1M' ,h.BeyIIPpI'tH{ch Iuu a 4/fIIS'e QlIun.to,.parity r.ttng
emdperformanr:. t:lpprGlMJL U","oP',"ut_l1. QpB'altDntllallta tJr.BeyflPJ»'O«eh,~
tit. prlneipl. £"'0 J"Y'ClLce, e:JpOIU II mtIj",/l4w whtdJ CAn opm Pa"d~l"a"8r»: In 'emu
fJ/iUltJWiJI6 the lLEe to thwart mMnt"",,' CLEO ~mptltttirm at ,~. ItJiNlllrlfl.ftt
pNlbl'ln nMJet to tlte ..,Nt.pl.Jb" "JiHf"tIIM-,. 6 hi d••"""lli1l6 whtl' orltl=1
va.lW., Qllhe IflJt Itatf8ttt: willlHtl It> Ih. ,.M:tItm ollMrltY. 1'ht:fltlw tI rhtlUh. wlu"
61""'" tD 8 U .rWI7'm/y J.t"""tIIN; PWOI'tl" 8M II flJHtUtl wh." 8 II let 'fIUIIl tD
"1",.," ...lUtll,t tJM all tit. ~.nee.n1"gp.rt.tlIt~t lLBO.. bltm' onpll1'lllfnzUltlatly
this 8tral'D.

lI, The fmponancc ofSpecifying Delta

To apply the !lev .,proaa1\. oae mUll (a) clellmliDe an exFeaaicm for the Value
ofcr. os.laming the null hypothClil II tNe. (b) cletennine en aprsssion for the valuo of~
UlUcUnI the aJt~tive hypothaia il true. an4 (0) Jet thelc two expreni=a eq1.la1 to
each other so .. to solve for Sho1:t&1uolDa criU...l val". (BeV) orthe teat ttatiselo Chat
eq\I8tC$ " Dn4 IS. SWp (a) ia euy beowI' the CLEC and u"BC population ml&lll ...
~ kl ~o -.ua1 - It does am~wbai vl113e tlwr are equal to, j\lJt tbat thO)' _
~ual to eacb olber. The prooecNte heeomapwbl~at .tep (0) \t8CSUIe we rIt\ltt
hive. cpeoific vatu for tM dit!FercAoe betwcc.,CLEC and IJ.,BC pop\Itation tU&tUI in
order to oompute jl. This is 1M point SA Cb. arpanent at which ltatildclana~lycop
out. ldell1y, wt woulc:llike to t;;qmplltets lluocS OIl a meaLS dift'erasce tbat il only jUl~
large enough to~ nwoa!ftaU)f "competitivelY tilllilclD~" Itt.tiltieillftl arpc that thl)" ..

,are in no position to pupbow larp me&ftS dlffereDc:ea Ihoulg be in orclet to be
mupa11y campetltive significant, this matter should'" left to Iftolopbcmy experts." Sg,~

liven ameasure otthi. cliffenmoe. tho)" '* .sil)' compute the BCV aDC1 benGe
implement db equal pTObalnUty ofType 1and Typo 11 erron, The AT.T/BST
statistician, capsulizc the problem •• (01101'18;
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Ho:Pc =Pf;~ =~ (1)

. HA;Jl~=,u1+6.Vl;a'.A.~
(Clearly. parity ,erne. provision requirel both equaUty ofmeaft. ud equal('Y of
vanlDca. The second let of.-Ji_mNo ad HI. above allow tor di.crlm!nadon 'n
thc" fOrm of tho CLBC van.- ""ceectinI the ILac varianoc~ • multiplicative f'aotor At
~1; i.e'J the !I"Ee provi4es the eLBC snore vlrlah1e HNlGt than it providDiltself.

. While this it certainl)' an imPOrtant IOwa. ofdilCri.rni.ucm•. lt is oronJ)' tan,entia!
~ to the problem at hand. Tblll, 1ft what. follOWI. tM varimces IrC 1181\&me4 to
be Gq\II1i i.•., ),=1.) mthic \018, the CLBC..PCmen'.. equal \lDder He lAO
differ b)' an auwunt equal to &-Ot \1n4« HA. ADalyUo.ll". und. these _umptlonlt Ittpl
(al, '(b), Uld (c) lead to tho Iomula

.,.. ....." *'...~,....,.".1.,/ ~....,JCH~.,..... ......-. H-._. f1IJr
~B . ~

KrDw~.,....AIllI'*I-...","~/"'~*"4/......---.....",.-

Thill 6 il • Dlea.ares in ullitl of tile lLEC ...claret clevlsttoa. of the ."teat to wltleh
the ILEC me. excewell the CLBC .taII (or, OCltlvenlly). AI ,gob, 'P.c!fySa1 6
lpeelfi.. the dSffereace b.~.. tke CLEe IUld ILBC mea. that wnld JH
DIll....... competitively dpJlieeAt lII.tfNtiallolllltrviae COJllpetltlo. FuUaer,
.~.delta II bit..... to detenalnlq til, BCV. 11 foUow.IIIuu4Ua.~ tkat,

.•IDM parit)' b ..ejected If tile computed. valu. ottbe teet .tadltle n.xeeedl" tlsa BeV.
the ftlae ClIO'.... lor Scali CletermlA. th. outcome Drdae't..t.

Whill the aUStician may Dotbe ID • position tcnlccurately IJ*ifY 6, 11e or she is
GCl'tain1y ole to .waluate the impacc otcb008iaa a pardwll,f 8 on parity taelDs. Before
CW'nb1; 10 this question, however. let Us sxamiDebriefly tb. ablUt)' of"If:lephony IQtpenalt

to lpeCify is. In the put, BST "experts" bave au..cd that 6 l'hw1cl equal 1; more
recect1y (in the Plorida Strawman pl'OJ'O'll) • value orO., bas beeft put forward. No
explanaticm has been effm:d .. to bow theae numbers w.ro derived. The e,Uowln,
lceaariO is not ow ofthe question: One c!q die chief ~BC tIeJOt1I1or phoDea eDt ofhis
OftJiftMtlIDd ukJ, "Hey 10e, l"'PPOce our avera.. ,mce provisJon was about one
.tanc!arc! deviation "etter &tan what we proVIde the Cl"SCs Oft .vema" WoUld mat
diffeence be competitively lipiftcacr71t Joe thiJIks for & mlll\l~ andree~ nYeeb, it
pmbab]y would be_ but let me oh_~BUlto see what he thinks. H8Yr.BW••• 1l To
make a lofta story lhort. ~ct'. euppo.e that a111 ad whOlYer el. be c:annUl COftC\U'. The
valu.e of8 haJ N)W beca estIbliahed., 1ft tM II.JK:6. mbld, u 1. Admiued1y_there is DO
J'Nl evideace to I\&pport tlUa con;tcUn; but eqllIUy. tben il no real mdeece retUtiq it.
either, 'nIat i. OM Qft1le l'fOblC1Mt 1L:lC. paro'Vide no evidence &om their "~lep\oDy
ftpats1l At all.

Charitably, the ILEe may 15mpl)" be,vo uSee&! its experts the wroJII qUCltlon. I~ II
prob~l" true that aeteeting.&sl. pn:td\lQCf a meazss dlWerenoe, i-cr, that is competitively
sipUiant. B\&t dae impertat quettioa i. whether ihli i8 the lllSt possible meau
dLft'cr=cc that wo1.l14 b, competitively lilniftOlftt. Iteme it wilUDI to uecpt values otS
that lead to inframa\'ginal dlffwcn_ in oompetltiw IipifiClnOl, then tbwe is an infinity
ofequa1ty l~aitlmatc valuet tbU &could tako OA. For eXan\ple. it0-] results in a
competitively signifiC8Dt measdiff~e (1-er). then 10 wo~d valu.. or5-2,3.4•. ,"
because they would lead to larpt'meant dif!8nn1:eI thon thaI liven by 6-1 (i.~., 2eCf.
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3.~; tHat .•.). ThUl, tJ)eClfyisls inframaqiul vatua forS becomes completely trbitrll'Y,
10 U\al ,UGh vat..e~ coatributo nodUna to ~, sol\ltlOJ) ofparit)' tettlq problems. The
rell qumloaa ta, how smllU dB abllIICde •• the renltlqlPaDl diff...ee be
eGlI1petlti.. ISpWoallt. Is itpo_ble for meana ~fFecret,oes resultinl from 0 vaN•• of
D.', 0.25, or 0.1 to be =npctiUve1y slsnlftcant difTenaocs? It Ss the val•• of5 that .
leade to lb. mU'llDal1y compeCSttvely .lplf"ICUC Ill.... dlfferenct tJlae ",e reqaire,
b~... lt is die oAl,.. ua!qul, WlaJDbJpOUJ, DWUaSDgf\ll valuo to a.llp to 6 il
co.~tltiw.IpUlcuce II to be tIlelllt.dOll b)' wbleJl wo detormble Typen tlTor,
FtJr fAl6 N41tm. .,tab/ulIl",1M 8 tIuIt ICA. IIJ m41'gt1kl1l.Y «mIfHIII1VII1)I 'tgnlll~t"U
MeOM df/fsN/J«"Atntld~ ,,,.,ub)_, ~COIUldur"1I1f rUM"';" 011 'M IJtWI 0/
't:OMmII16 and ItllllltU:I(lIU AI wWl tu mpIf.UIW.,.,} ,,11sm' f1t••p1IO"JI~u,·· The
CLBCa...ware of'~ modelI that havebtea~, no ~perlmonuthat haye beeft
coAduetecS by the lLZCt, Jndeed. thcr ILSC iJ ~",I)' ira • ~v.o17 pO<M' ~eit{ofl to
c=cSuct teattlAd Mperb:nefttl to .tabUsh 1M excent otmarai.wly competitivel)'
.iplac.nt c!U!'cren", mthe pmvialon olloctl tel~r&'MrVice btsoause. aenmUy
~ it cSoes not ucom,.." in local marlceU, In tact, a toUDd.ltS'UU- GIft be made
that it is not possible at this time to 1CC\Ir&-')' .ta~UIb .uch. val,-, becauN 'UP co QOw,
local te1cphom; madc4ts in the U.S. have1'01'"vllOfOUS oompetition between the
CLse. and'the lLBC. Untill\1ah competition is the 'Nle ofthe clay. dctennmms
"competitive silftificance" OlD be baaed. Oft aothina bv~ gonj~.

ttl. The St.dsti~.lConsequences ofChooaiD; & S Tbat is "Too Latp"

Now C01IIidct tho impaot on Plrity -tina ofthe ILBC'. ohoice of&=1 rather thm
som., more appropl'iato, waller l'lum~. The IBIwer, in • rmtabell, is tftls: thelarpr &.
the more extes1live ia the ILEC.~eb1anr:he to dtwl1't100al competition. The ratlonale
i.at follows: (i) Leser vtlua of6 iDdiCitc1apr4U1'e1'ftoca in SQM means. (li) The
le.tpr the melnl difrorencc, the I••• likely the eommitlion of. we U mort i.e., 0.0'
lower is JI. (iii) Smlner values of~ requifw smeller"at,. ora. to bl1anae the two tilb.
(iv) Since « is not om)' the probUiUty af'gomrnhttna a '&)'pc I error but a1Io the lew1 of'
sipifteance ofthe test, smaller vII",. of<l.lm,ly larpr critical valuce oflhc test Itatllde.
(V) $inGO 1....-m.e&ft. dlffeNneei imPly &roa*' cHlarinUDation Iftd since lit... c:riUoal
yatues ctthe test statinc make rejlCtiOD of'perity1... Uke1y, 11f1G' vIII",. fit • J"ftI'it
~&.~ by the: U,ZC wl~ut Itt ilSe\lftiq & ptD&1ty. To lee points (i)- (Iv)
more clearly, eaDllidcr the Fipre 1., 1't£c~ OOftWftc three loti of...... With two
graphs iJ) aob let. Por each .et. tba upper sraJ'h oatl".COftIi4ere4 u c= 61n"\wtl.. cst
iL!c lample maana uul the lowlfsraph. u tho clittribution oreLBC tample lDeIDI.
The servico btiDgan~ is usu.mc ta b. 0ft8 in which larpr munben.mec WOnt
perfomlanee. ThUi. in aceon1aD~ with equatiO#S 1~ the moan,of•• n..BC cli~Uon II
J,1lnd the mean of the CLSe diltriWdOl1 i. p~.cr. In the'u~ .1It of ....phs. 1st ~ in the'
middle let, &-0.$, U)C! ia. tllelownt let, 6=-0.25.

Graphically, detetmiAtDB the balmOiDg =ttiOl1 value II ClIY. nto)mtba1:lUit)' ofa
i)'p~ I erroJ'l'i. simply the Ira=ct- the ILSe QU'VC CO the rip' ofXIII (!LaC M'lftple
means 10 larsc that they alYe 'the appearance ofnOJi-padty whee path)' i.lft faot the
case), and ~e probabiUt)' of&1')'PC II error it tbe 8fetl Uftder the CLSe curv. to sbe 1,ft
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(1')

o!~ (eLSe 'lmple mtIM 10 Dall that 1he)' live the appearance ofparity whtr\ it is .
not tNt)'~ aM). Determinia, the ballDCinl criti~ value ampl)' amount. to adjUltlQI
~G 4u1." vertical Une - the one 1a\e1ed Rev and me one tJIa, clcfiDa X· - 10 II to
equalize thae two _OM, Also DOte" t1w eva thcNah the distribuncm, are no, normalized.
it sdn fOllow. that laraer a. (zJ3) arc&8 imply smaller (is1 abcolute value) ciitiCil values~

. Inc!COIIvel'Hly.. .
Now GOuldw the upper let ofIftpN which have been aonttNatee1 under the:

hypothesil that &-1. H9N» the CLSe meIl\ il • re1atively1lrp distance above the IL!C
m.an. T1ma tb. BCV will detctmino Q, Dd ~~ that are relatively small, indioa=a .
that the BCV i1le1twil1 be rol&tiw111aJ1e m ablel_ value. IJltWtive1y, siDGO tIM <:LEC
mea is I ro]I$iYDly lttse 4l.taIlQa above ase ILIO mean. we are ftOt "It')' likely to
commit I Typo II error, that II, I'll JUcely to be 11ftI11. Ocmac:quentl~, a must abo be
amaU to equal IS, aDd SftWl g.'1co,,~to tarae (in aDtol,* ..,~) oritioal v.ll.1M of
tho test *tilde.

IA comparison. consider the middle Nt ofIP'Iphs. All facton ItO Illumed 10 be
thcs samo u in the upper let~ that DOW the Ct.BC mean is dOl=" to the ILEC mean,
&-0.5 rather thID &-1. R.etauYe to me &at cue, tbis tnareuec1 pro:ximit)' willleed to 1ft
iAcreue4I!-ri.k and a BCV tb&t OUU offlar.cr areu 1ft the tail. ofboth cS!itriblattana.
Note mat the larger II wowd correspond to • Imanet' (in clOlute value) critical value 01
the test _tillie.

Finall)', note that ths lowat let ofpapha teinforaea these 110ti0Il8. AgaIn,
w~. ilUlumod to be:~ _._ a h\ the twa~.. cuea.~ that now !he .
CLEC mean is oloser .tin 10 the JL!C mean, 6=rO.25•.~ bev.use ottbb inare..eG
PfOXim.ity. the Q- and J,i..risJcs are bigber a1\d tb. TelUltbsaB~ lower (in absOlUte~uc)
than in the previous Gales.

Tilb alUll1sls d.arly dea:a01lltNteI tlalt. ID ....era!, till lara'" 5. the larp't
the c:rltlo.J valae of tb. tat stad,tla ueoetat,d With the ,eJletlaa OfPUit)', ""'*
pullIu. Sued 011 this relll1t. il wovlcl not&. difScult to acoept a value of6 of 1 iftheCl­
and ~-ri11cl were of. reucmablc lilt; i.e., It the CridGll valUCI ofthe test statiatio WIS't of
reuonabJe mapltud.., UnfortunatelY, Chilla not Cho 011O to' 8=l J ISOr even fot 6=0.5.
'tit, pNJh/em is thtlr til• .4Tdo1'IBSTyp1'OllC1J "","lU6IhGl. giN" &. 'II, tH1Ik wtll
~wl the p.r£Jk. bHII, "III 'IIdtJci".- 10 -101 41NW ,It. mcnUwd, 01risk 4U wltlcA 'JuoI will
be t:flw,u, AI" "'$Nlt, 1MfI)' ldtl haw crlrtc:al Wlluu tll«t baltmU r~G. _ lit
l1fI1rUN8lmall'l.Ik'sn"" l.,.,/dl!i, ,Jaa" l.w/, o!,lgniftCtJ,," ."" RQ Imalta 10~ •
mDcM", ~ptlrltytellin6•.

Baaed en the bypothllil test deflned in (l) . .

HooJJc =.u,;CJ'~ s 01
HA:J.'~ = J!" +6'tO',;cr, &:.,l~

BagU\ by U$\UDinJ lhat A.-l. BST has SUUc:attd a IlmpUfted formula for approximatina
the BeV for the tNnc:atcd Z ltattstiC. (It should~ noctcl that wkat BST call, the
b'Uncated Z is tn M •~ norma1 \1m.- tAo 1nmc.~ Z mu..1IS ito mean snd
clivi6'" tty ip standard dcvtltlo~ •• 10 that tts critioat values are thO,. ofI tfaditioae1 Z
Itatlatle). "
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tAt \W belin by ulumina !hal ~l, aad let us asumc mas the JLBC .ample lizo i,
suftlaieatl)' larp 10 1bIt the tenn (1/a,) in the 4enomiftltM of'(3) can be taken to be zero.
UDCScr!hac awmptioua. the Bev d.epen4s =1)' Clft 8 _et the eLSe ample s1zc.
C=JicScr .~. t)'pica1 CLEO lIInPle Slzc values, me! Dote tM implied YIlua afBCV
aN! the eoncom1mm levc) of&ilftificana Q C-'):

DC e SO .. BeY • ·3.54~ c - P!!! .0002
ftC II: 100=Bev -= ·',00~ ~ -Ii· .0000003
n(;MI '00:0 8CV - ",'G... -" - ~.:J.l0·1f
DeC $00 =-"BCV - -11.18 .111:~. 2.5'10'"
1IC 5 1000=SCV--lS.81 0 C&-~l!!Il.J·10·M

It Iboutd "' et_ that, for VIlY rtUODIbJe CL!C sample lizes, when 0-1, the
ATATIBST BCV approach yield. aace:eptlbly1arp (in absolute value) ~ritioal values
IDd 1.maccep~l~ ••1l1eve1a 01sipifieece. Put Into~yt, the pce has
IUIPIted that ceO.OS (CV~ 1.M$) II a~le lianlfioance level to uadertake
statistical teste ofparity. Some ILSC proposals l1av. IUllested a-O.02$ (CV--l;9~or
even cxSilQ,Ol (CV--2.365). SW DO~/l• •taUttician could honestly rvcommCld lb.'
it would be rcuonabl. to conduct. tlmpte means dif1'ennQe tnt at IID)'thiDa smaller than
the aeO,Ol level ofIil1\ffloaace - tbat ilLuatil DOW. By~jM'~l. SST hal
implicitly teeluirtd that die level ofIilldftClftcs be 1/,00- ofd'1c minimum acoeptahle
level aDd JI2Sd"ofan .pp&'Opril~lwe1 - mtheir beet eat'SOIDano (nc • $0). For more
reuonule _.pIe siZeS, the imp~catiOJ1larc~c=oN~o~=\S,. And tbae reswca
are !Sot an atdf'aoc of tho stmpliiYiugUlUmptioDl \&ted hi tM.boYe analysit. SST
ual)lPcl S4t parily tests O\'l two SQMa usiq Apri11999 data tor the ttate ofl.ouili~
with ~1. TheY report r. minimum BeY at -7J (!)~ • median BCV of-3-.14, tmpt)'in•

.that halfotthe teItI werre undertaken at a level of.lpifiaancc1_ thaD .00009. tMeed.
zwPl), 3/4f1t • otthe tests were~ at 1_ tMD the fecc=meri4e6 .OS level of
I1lAifiAAM. -z'he•• reall1t. Wi..that. rcaazdtea oftbe OPiDiOll otUae '''tphon)'
experts." the 14. dla\ 8-1 ca ~e Njeeted bued on ltlletati.tioal implSeatitJm ~onc.

These am. DOJl~us1ontallO olttabl in tho ease of 5=0,5, ahhogp to .. lesser
4esree. R.ecatl that this is tha value or5 that BaT bas 1M fbrward in th* flori~
"Strawm.ntl proposlJ. Ifwe "peat thl; Qave experiment with &-0.5, we find tho
followin;:

lie C SO ::> BeV • ·1.77~ a, IS , \!!!I .03&
nc" 100 :$ DeV • .2.$0 :$ Cl == P•.006~
l\e - !OO~BeY - ~.3' ..Cl- ~ - ,.ooסס0,
nc:- $00~ 'SeVe ..S.SD .. (I- Pc .00000001
1t(::! 1000:$ BeY .. ·'tgl- a. s IS --1.3'10·u

Aga'n, cx~ipt tor the nc;=50 case, .U lipiftomoe lllVellarcl•• ~.n the min4m\aM
8QCeptablelevel, end even for che nc=SO case. the elpdfiC&flce level is less than the
rCQOmmlftded ,os level. Thus, for the teUOI1S monticncQ &hove, 8=0.5 mUlt be rejected

'1
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on the gtOUtUSa ofits stall.tical impUoatioM II COo btl- rw- ac1alowledac thIS these
JlUmben eSo uat clovcail witA tbcMe Ia -'Camplea fo\IAC1 ift Appendi~D orthe BST
proposal. They clo, however. dovetail with the rwmberJ WCl compute UJiD,~t..e ttail.
ht appropriate, meaot, !om\\llM from other~,) ,

Finally. prigr to hi.~Aria'. ColillMallows NQOmmmded a value of
0.25 tbr 6. Rcpliatina the Qove upettnurlt tor 6=0.25 )'itJc1,

nc= 50 = BCV "·0,18 .. "-J'e .19
Dee 100 =-'BCV - ·1,25 .. cr.- Ii B .106
nc- 300 .. BeY =: -2.16:#l' cr.. ~ lIS .OIS
II(; = SOO .. Bev. ~.IO.. ~= B• ,0026
23c - J000 0 BeY • .'.95 - a. -= $ =.00004

Sudpcl D~ the ImpUed lovel of IiSftiflomco gtth. test, tlsete relu1ts &rI coDlidorablymore
erlSCSfble ctw1 me two pro"t'ioUl cucst. SIiU, Ibr but..... -awe tte>100, the lewll of
siplficm;c IR j,* '00 Il;,w. This iaf'creaoe is ptfticu.llr1y imPO~t situ,. ~otls AT~T
Me! BST plans~mmenG agreptiftS the MIt ItItlsdet up woup many d"p tntinl
eateaoriee before comparina them 10 _ RCV, so that.l&fP CL.r!C sampl, li_ are to~
a.pec'red. (To illUl1r&tC, the rel.wut lImP'.at. in the pnMou.ly men110ned BST
CX8ZIIples are In excesl ofncs300.)

IV. Smpll"tioftS tot Parity Tlttina. Perf'ormlAco Apptail&1,
and che PraIpeCtl tor Operation,Uzins Equal1li1k

The prUttcal import the above statiatical resultsOOQ~ parity tettlftg Ihould
be obvious: The1arser the value ofS,#W lf8IIteT the meIU difference, i,~ the peat­
dle ex_t ofdiscrimination aptnrc tb., Cl-BC, pet'IIlitted the !L!e Detore it is ,ubjeot to •
peD~ty pa)'1ncnt1 An CMftIPl. wi11 illustrate: The ILIC owes apeu1ty wbea the '
computM value oftbe tat stadldo exceed. lb. BCV. For &impUcity, ...., the test
Itat~ic is the LeVa Z 1n4 that Iln.~ ao, Thus a pOl\a.lty i. owed if

~
x -~1 aBC'Y (3)

frIar ­

""ft'
Su'bltltutiq oqu.~OD(2) for BeV _ rca1'lU8ms terms. a penal!:)' w;U be owlfd if

ZC'IC)! ~a« +o.s.8.C1~ (4) ,
Now IUPJ'Ole the a!e Mu.n npIir iAtetval ie, My 3 dara with • aanclard deYiadon ofI.-
If S. 1, the C,BC mean npDiriDt~WOU14 haw IG ~. -." Ib_ Z"(u .
~are4 to the ILBC·. 3 days) bettn°the 1L8C would owe. pene!ty.lftC1eecS, if6 • O.S.
IIIU'" in the Florida Straw=&D. the CLBO inCUS repair i1ltcval WO\Ild have to be
AI" thy .( ...(u comp" to the ILEC'. 3 day!) before tho ll,IC would OWl a
,.-Ity. omtereetlng1y, tt8- 0.15. the imp1ted meant dlft'ttO'fte:t wou14 lJe 0,0 dayt, a\'rout
the lame IS that implied by the cridae1 Z Value of1.645 (with ~LrlC III~)S'tlII-. tJy ,
the PCC (0.67 days).

Thiruxan\ple should make it ct_ why ILSCt wut larae va1ues of&anel eLECt
w~t small values of 5. It sbwld also make it al..why 6 has bo;omo IUQh an itftportant
bars.hung ahfp in 2?1 ncS0tietions, 1t /1 i,..poulAle to IImphaiZ' ,',ongll enough how

8
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,..,,.IIt1DI. llak Otlt~ it. The yaha$ of&ia J\ot IOmcthing to h. blU'l8ined over any
more thaD the~ua of ft is someth!Dg to be voted on. As pointed out in lection II, 8 jl

thed~ between aMIft we.sILiCpdnnancc lovelt. mwswed in Ul'li~of
the fLEe ltendanl4evi&11cm, tbat wDYld be l'Aarp.Uy aornpetitiYe1y siJniftc:at. Ideally,
itt val. lor ftWlly different SQMa wn14 be the I11bJect ofacrio". etMy D)' Matiaticians,
ec:onomistl, oaatneen. and industry.ptA1a. To make &IV'bjoct to neaotiltiOft it te
~f the101i_ wneJetllMiDp oCpll'it)' tettiDi aDd perf'ormanc:c eppraisal- to make
moe UDGap1nD1Dp tell Ott the re14l1iw ".....pcwIer of'" pani~paCi,.tAer than
Itatilti~ ,ramee. Yec this rcau1t j. u Snevilablt U NJht followms day. Beoausc we
have DOt ..-n at the 10C111eve1 the kind ofvllO&'O\II competition ImOD& provId.,. that
would allow an appropriate c:alw1ation ofa, tile only metbocls ayailable tar lJJCCI&lng 8
are coaj-.n tncl negotiation, hopeMly tempered Wid:a .. Uttle staU,tic:a1l1Dity.

t»to"lemt wins h1J' ds.e •...,-.. ,.njeetJOA ofperity IN ftCt the at'lly
practict.l problems anima &om Ittemptl to apply the BCV approt.eh. SUch pro~lems aro
mapified when the DCV approach etertlnto the cietermhsaticm of the mapiNde of
pentlttes. CODJider for eumple the penal,>, ltN.-lft the Florida Str&wman propota1.
In tba& plu, the C01l1puted value of" (~te4)Z (can it Z·) and the Bev (tke pant)'
p.p) is dlvl404 by 4 an4 the rotUltbla pereeatqe (.leeS the "Yo1mne proportiOA," it
cannot be >-1) whldl is th.multtpUed by the DUmber oflmpaoted Ct.BCI to cSetormine
the •Aft'eesed VoJum~." This number muJtiplled b)'the~;epenalty .
"lMnnmea the payment to the eLSe for cU~tal')' HrYice. Since penclti81 arc
owed emly when Z'>BCV, inoreueI iD 8 iDcrcal the BeV,'whioh .seor..es the parity
pp (for a given Z*), which decreues the volumo'proportIon, wbtc:b deoreua the
t.fFMt~ volume ( tcr a liven numberathapaotec:l CLSCs), and hel\cc low.. the penalty
paymes2t - or the likelihood of. pcnalibelD8 ow.. TIU, mM,., '"at by mtltttpulMinl
4 ,h./LEe CD" manlpu14t.~1JflY"I'nlIln ,uc:h " way Q$ to c1I'C11mWlft 1M hi",., Q.I
~ tlte mOlt Wo#t .t4l' Dwntghr.~. Other plW1 mvol4lilll S aad die BCV (e.,.,
AT&:TI), while morw rePonab1e, have aimi1ar potemilJ otnot nflecdq the harm or
disparity i1\ ateal world enviroamat.. CLBCa lib WorldCom havc"""" Snjoin\
CLEC remedy proposals to .25 as IltncoUl trial .. & BeV in4Svi4\S1l eLSe mu1t8.
B\ll Wvrlfi1Corn 1s bcoommgia~alanned, as it Ibw1d wall be, that naulltoR art
aplhtins the dit!'ereftc:e between ILEe aDO CLBC proposal. for 8eY's without any
comi4tN'd anaJy.b oftbe impact ofthis 'taueu" Of<lOm.pctlive .lgnifloanH •• ~.
m~*& .

v. Can !q\UlllUlk Be Made OpcatiODl1?

In prUsoip1e. the BCV approf4 is bsdoecl • boautlf\ll dream. It e111Dina_tho
problem ofrtftdom Ylt'idioDt II'dlt redaaeI to :zero til;; MJ*ted val",. efiftlppropriate
pSlWty payments. VnfortUOate1y, the enIdl1 p-.metcr 8 QlrlDDt be wamtquaU811
determined, thefe il an lJlceAUve an the pan of the tLEe (CLBCs) to iDflate (def1ato) &,
aDd makina the value of8 a 'PUlliam! chip datro)'l tM statiltlaal1egitimaC)' ofptri')'
t..$Is 8ftd perfonn~oe appnisa1. 1hc ILEe cannot be expcated to make an .1i.tGat"
choice of5 beoause it hu sant .periecewith ~tion, The CLECs QDI\Ot be
expeetecl to make 111 ~ightaned Gboico ofI b"~\SI. they h....e I11ftited ~peri." In
terms ofC'Onttacdftl wit~ tAt (LBC tnd with provldinl setYl_ in the local market.
Since the kind of reaeard\ aeedcd to obtain an enlightened ohoicG: ofaIe ftot pollibl. at

9
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tlw present time, an4 sinoe CO~1Gture and nOlOtiatiOft dearly incorporate iUGOndva to
game tbe S)'lteIDt come CLEc. (in pmti;u1~.Wor1dCom) WIlD' Mit • 1J"'''''''''Hll
ICY cM..... IfM.""""wL

Pot.moment, let \II wcpead di.beUermcllUPJ'OH that a BeV •• even With c1 its
poteQtia1 pltfa11s- is adopIo4. Wow4 this 1M-1004 tbiq for the CLBCI, dw IL8Q... the
liatc rep1atol)' apzzcdea. ot eooJety Ie I who1&? BWIllanorina all of the IttC'blems
broqht to Uaht up to now, the ...... illdlJ. "No!· Hen is Wb)'i SuppaN t:1W in lpit~
of all the.lmpecSim=ts that tie various BCV pllnt pl_before it, comJ'Odtlon ,till .
'develops. In;reued competition implialarpreLSe otdera. anl111rpr Cltac onlen
impl)' lower prgt,elriJ!u. ifl)'pC U e:ma. c.1VI6IJGI"lhuI. But lower values of~ imply
lowerbalm" valu" of rl, wlUch in. tum Imply 1arpf BCV.. CoMequeat1y. under the
'1CV 1PPfOuh, lAc:teascd oompetiUon will mike it 1... 1ilCe1y toJudge a live means
dJ..-'*y u WI-avCl of"wlmi~on.. Thi.a oaMClueMel, o1...J)' Uft&cooptaDle. A
Jiwa differsce mthe quaU9" of IC'VicetpnvWecl by tit- ILSC to ics OWI\ CWItomet'l .
versus what h provides to those orebe eLSe Is elkcli.oriMlnatory or it I,~ The
Gtcnt ofCLEClILSC competition lhou14 have nothinB CO do with this intotenc;e. For
dUe rNIQD" the lon, nm acc.ptahIHtyofBCVs it CVelJJftOl'Ilmocrtain tlwn ita short rwt
aCCieptebilh)'•

It rematna bvt to conol\l4e that imptemoDt!na • BCV approach is a rifky Ittatcl)'
indeed. The CLBCs support AT&T. propoN1 ofaBCV 'PFOach only to the exteftt that
11'. propof8C! value ofB B 0.25 iJ tIkeD to 1;7, • =g'=HI' acceptable trial YI1ue ordw
parameter lor bsdlv~dWl1eLSe resultl~ This position is.buecl on atatladca1 unity;
conjeet\n. barpining, or fisrthet alterations to in«ease Cbe BCV are not acc:cptabJe. It
.late replator)' aommIllions fimi this politiOll too JmranIiaent,~ lorno method other
than Cbe BCV approMh m\l8t be found. 4nl with reclom vanatton ancl compcthivo
aipifiganoe.
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2000 9 0 2 6 I 0 I 26
Jan-Ol II 0 I 0 0 10
Feb-Ol 4 0 0 0 0 4
Mar-Ol 2 0 I 0 0 I
Apr-Ol I 0 0 I 0 0
May-Ol 0 0 0 0 0 0
Jun-Ol 10 0 0 0 0 10
Jul-Ol 5 0 0 1 0 4

Aug-Ol 0 0 0 0 0 0
Sep-Ol 6 0 0 0 0 6
Oct-Ol 2 0 0 0 0 2

Nov-Ol 3 0 0 2 0 I
Dec-Ol 0 0 0 0 0 0
Jan-02 5 I I 0 0 3



Oct-OO 20 3 14 0 3 0
Nov-OO 1 0 0 0 1 0
Dec-OO 10 0 0 0 10 0
Jan-Ol 1 0 1 0 0 0
Feb-Ol 15 3 4 0 8 0
Mar-Ol 3 0 0 1 2 0
Apr-OI 11 0 3 0 7 1
May-Ol 0 0 0 0 0 0
Jun-Ol 32 3 3 1 24 1
JuI-Ol 5 0 1 0 4 0

Aug-Ol 13 2 2 0 8 1
Sep-Ol 2 0 0 0 2 0
Oct-Ol 42 0 4 23 13 2
Nov-Ol 0 0 0 0 0 0
Dec-Ol 15 3 3 1 8 0
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TYPE OF TEST
ENVIRONMENT
INTERFACES
SUPPORTED

DEDICATED - EDI & CORBA

PRE ORDER - UBL & UNE-P
ORDER - UBL & UNE-P
ACCESS
xDSL
ex ressTRAK Orderin New Billin S stem

REQUIREMENTS Test plan two weeks prior to test execution date.
FOR TEST Review of test plan and approval by Verizon test team prior to execution date.
ACCESS
TEST ACCTS
TEST DECKS

PURPOSE OF
CTE

Verizon provides via test decks and builds based on CLEC request
For each release - Provides typical Wholesale Pre-Order and Order scenarios for a
given release using the most current LSOG version for Pre-Order and Order. For the
Pre-Order scenarios, a sample inbound request and outbound response are provided.
For the Order scenarios, the LSR, the inbound request, and the outbound response are

rovided.
CLEC Testing allows new entrant and new release testing of application to application
interfaces. This creates a safe harbor for testing without impacting production. Verizon
will use regression test decks to simulate production scenarios.

Testing includes help with your:

Initial EDI, CORBA business processes.
Migration from different access methods or software levels (LSOG verisons)
New system releases (impacts to the interface and or business rules between Verizon
& CLECs

SYSTEM HOURS New Entrant Testing
OF Monday-Friday
AVAILABILITY 8:00am-8:00pm Eastern

New Release Testing
Monday-Friday
8:00am-5:00pm Eastern

*NOTE: Extended hours are available during release testing and through special
request by GLEe.
Available for outside of release testing cycles for GLEG regression testing if necessary.

STATES
SUPPORTED
FLOW­
THROUGH
CAPABLE

Maryland, New York, Pennsylvania, Massachussetts, and New Jersey

YES - Mirrors production flow-through
NOTE: AVG turnaround time on EDI responses:
PRE ORDER =5-7 seconds
ORDER =3 mins
NON -Flowthrou h = less than 24 hours



Dedicated Front End Server - Interfaces with Production Servers
EDI, RoboTAG, and CONNECT:Direct
Pre Order - USL & UNE-P
Order - UBL & UNE-P

Provide test plan at least two weeks prior
CLEC must sign and adhere to separate test agreement document
NOTE: Failure to agree and sign test agreement will result in CLEC not permitted to test.
CLEC must meet with SST Test Team for testing kick off meeting
SST must build and provide based on type of testing conducted
NOTE: SST claims that CAVE is not scenario or State specific thus it must run each test scenario in
CLECs test plan before test accounts are provided.
NONE
To provide CLECs with an environment to test other than straight production testing
Monday - Friday
8:00 AM - 5:00 PM EST
NOTE: Extended hours are not supported
CAVE is only available for new release testing ONL Y - not intended for regression testing by CLECs
outside of release testing cycle.
NON-State Specific

SST claims it mirrors prodution:
PRE ORDER =5-7 seconds
ORDER =1-2 days for f1owthrough orders
NON-Flowthrough = 2-3 days
NOTE: Rejects/Clarifications are returned in less than 24 hours.
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1

2

3

LOUISIANA PUBLIC SERVICE COMMISSION

ADMINISTRATIVE HEARINGS DIVISION

4 LOUISIANA PUBLIC SERVICE COMMISSION, EX PARTE

5

6

7

8

DOCKET NO. U-24714-A

9 IN RE: FINAL DEAVERAGING OF BELLSOUTH

10 TELECOMMUNICATIONS, INC., UNE RATES PURSUANT

11 TO FCC CC 96-45 9TH REPORT AND ORDER ON 18TH

12 ORDER ON RECONSIDERATION RELEASED 11/2/99.

13

14
Hearing held in the above-captioned

15 cause on Tuesday, April 24, 2001 before the
HONORABLE VALERIE MEINERS.

16

17

18

19

20

21

22 REPORTED BY:

VOLUME II

23 BETTY D. GLISSMAN

24 CERTIFIED COURT REPORTER

25 STATE OF LOUISIANA
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1 request from the CRSG, this is the time that

2 it takes to get the request and also we are

3 logging them so we can keep track of them

4 because there is always the question as to

5 was it sent? Was it gotten? And then in

6 turn, the time that it takes to get the loop

7 make-up and populate it back to the CRSG.

8 Q. And how are you getting that

9 information from the CRSG? Is that coming

electronically or is that coming in a manual

fashion by facsimile?

A. They are moving to an e-mail

availability, an e-mail method also for that.

10

11

12

13

14 Q. Okay. And does this time reflect

15 the time that it would take for an e-mail or

16 for a manual facsimile?

e-mail method.

Q. Is it?

A. I believe it is.

Q. Are you sure?

A. No, because there was some

transitions being made. It sometimes depends

upon the area. Again, BellSouth has the

flexibility within different turfs, different

17

18

19

20

21

22

23

24

25

A. I think this is based upon using an
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1 districts, to do things differently. So you

2 have to take into account that volume and

3 o:her driving factors determine the final

4 methodology of doing things.

5 Q. Okay. Do BellSouth's individual

6 turf managers then have the authority to do

7 something in a way that is not efficient?

8 A. Very opposite, they have the

9 authority to do things as they see to be the

10 most efficient for their organization.

11 Q. Okay. Is there any reason that you

12 can think of that would be more efficient to

13 receive something via facsimile than via

14 e-mail?

15 A. It could be possible that the

16 volume wasn't there so it didn't suffice to

17 have terminals available to the people to do

18 e-mail. I mean, there are possibilities.

19 Q. Now this SAC center has electronic

20 terminals already, correct? And those folks

21

22

23

are already on e-mail, correct?

A. Don't know if the same clerical

people that we are talking about that take

24 this are necessarily. I am just pointing out

25 that it is left to the individual
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1 organization to make those determinations.

2 Q. Well, I am confused. I mean, how

3 many SAC centers are there?

4 A. Typically one in each turf

5 district.

6 Q. Okay. And there is a computer in

7 those centers that is connected to BellSouth

8 internal e-mail or not?

9

10

A.

Q.

I don I t know.

So then it is possible that there

11 are some SAC centers out there that are

12 not connected in any way electronically to

13 BellSouth?

14 A. It is possible. I don't know who

15 within the SAC would have it and whether or

16 not the clerical people would have it. Now I

17 am proposing that there are alternative

18 methods based upon volume and need.

19 Q. Well, should we base our times

20 and the assumptions for task times in this

21 proceeding on a system in which BellSouth may

22 have an outlying SAC center that it is not

23 connected to e-mail that can't receive this

24 information via e-mail, and for whatever

25 reason BellSouth has chosen to do that?
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'tan_lcr .. Mea.Yd. sec:retIIry
PulltlC Pl"Oteetlon and

_elIUl.ttDn caDinet

Thomas M. ao,....an
executive I:lireetar
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c:ommitsloner

RECEiveD
MAY 15 2001

WORLDCOM

April 30,2001

Mr. Creighton E. Mershon. Sr.
Bell$outh Telecommunications, Inc,
Post OffICe Box 32410
Louisville, Kentucky 402~2

Re: Case No. 2001-105. RFP for Price Waterhouse Coopers' Audit

Dear Mr. Mershon:

Ttle Commission Staff appreciates your submission of the request for proposal (RFP).
which 8ellSouth issued and which resulted in a contract with Price Waterhouse Coopers
(PWC) for an audit of BellSouth's systems and procedures in the Georgia performance
measurement testinQ. The RFP has been filed in the record in Case No. 2001-105.

Commission Staff has reviewed the scope of work performed by PWC and evaluated it
in light of information needed by tt1e Commission in order to render an advisory opinion
to the FCC regarding BeliSouth's provision of non-discriminatory aa:ess to its
telecommunications network. White the RFP, and presumably the audit report
generated pursuant thereto, contains useful information. Staff does not- beUe'Ve that the
type of information contained in the audit report will substitute for end.to-end testing and
analysis of CLEC orders in 'Kentuc:ky to ascertain how the SONGS software actually
performs.'

In short. it is the opinion of Staff that the PWCaudit report is not sufficient to enable the
Commission to make a reasoned decision about issues on which the Commission will
be required to advise the FCC. Staff advises you, 8S it will advise the Commission, that
end-to·end vOlume testing involving Kentucky-specific software. such as that ccnductcd
in Georgia and Florida, involving the software used to access the sees systems in
those states, is the type of" evidence .that will enable this Commission to render a
decision concerning the suffieiencyof BeIlSouth's OSSin Kentuc:kY.

, In it recent Public; NotiCe b~ the Federal "CommunicatiOns COmmissioli dated March 23. 2001 .•t.page 5,
the FCC discussed the content cf Section 27' applicatlon$, i~ panic:ular apphcaboN cov~1'ing multiple
states. sratlng, "{t]he applicant mum make state-speciflC evidentiary ShOWings and separately identify
eacn state's relevant petfcrmance data."

T



Mr. Creighton E. Mershon, Jr.
April 30, 2001
Page Two

As a final metter, Staff notes that your filing of April 25. 2001 contains a cover note
indicating that certain dOCXJments contained in the filine are proprietary. Staff assumes·
that you wish these documents to be accorded· confidential treatment. Accordingly.
those documents wiH net be placed In the public record ef his case for 20 days from the
date of this letter, pending receipt from you of 8 Petition for Confidential Treatment filed
pursuant to 807 KAR 5;001. If no such petition is filed, the documents will be plae.d in
the pUblic record with the romainder of1he filing."

This letter represents the legal opinion of the Commission Staff. This opinion is
advisQry in nature and not binding upon the Commission should this issue arise in iii

formal proceeding. If you have further questions, please don't hesitate to contact
Deborah Eversole or Bonnie Kittinger of my staff at (502) 564..3940.

Sincerely,

~lu~-....~
Thomas M. Dorman
Executive Director

ce: All Parties of Record

...••__YII."
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Before the
Federal Communications Commission

Washington, D.C. 20554

In the Matter of

Joint Application by BellSouth Corporation,
BellSouth Telecommunications, Inc.
and BellSouth Long Distance, Inc, for
Provision of In-Region, InterLATA
Services in Georgia and Louisiana

)
)
)
)
)
)
)

----------------~)

CC Docket No. 01-277

DECLARATION OF CHRIS FRENTRUP
ON BEHALF OF WORLDCOM, INC.

Based on my personal knowledge and on infonnation learned in the course ofmy

duties, I, Chris Frentrup, declare as follows:

I. INTRODUCTION AND SUMMARY

1. My name is Chris Frentrup. I am employed by WorldCom, Inc.

("WorldCom") as a Senior Economist in the Public Policy Analysis Group of the Federal

Advocacy organization. In that position, I am responsible for analyzing economic issues relating

to telecommunications industry regulation and public policy, and assisting in the development

and advocacy of WorldCom's public policy positions. I have participated in the development

and advocacy of the HAl Model, a model used in the estimation of telecommunications network

costs. I have also worked extensively on the assessment of local exchange carrier productivity in

the Commission's price cap proceedings.

2. The purpose ofmy Declaration is to demonstrate that BellSouth's current

unbundled network element ("UNE") rates in Georgia and Louisiana are not based on total

1



WorldCom Comments, October 22, 2001, BellSouth Georgia-Louisiana 271
Frentrup Declaration

element long run incremental cost ("TELRIC"), despite BellSouth's claims to the contrary in its

recently filed section 271 application. See BellSouth Brief at 40.

3. First, BellSouth incorrectly uses different technologies to model loop

costs, depending on the intended use of the loop. This approach means that the cost model does

not capture all the economies of scale inherent in the network, and results in excessive loop rates.

This approach also fails to use integrated digital loop carrier (IDLC) which meets the GR-303

industry standard, which is the forward-looking technology.

4. Second, BellSouth uses unsupported and excessive "in-plant" factors to

determine the cost of engineering, furnishing and installing its plant. The development of these

factors is not adequately described in BellSouth's documentation, so it is impossible to determine

whether they are computed correctly. It is clear, however, that they add significantly to the cost

of UNEs, and that they exceed reasonable levels.

5. Third, BellSouth uses several inputs that are inconsistent with TELRIC

principles. BellSouth uses fill factors for distribution and feeder cable that are below the levels

used by the Commission in its Synthesis Model ("SM"). The assumed drop lengths used to set

loop rates imply an implausibly large average lot size. Furthermore, the mix of residence and

business lines that BellSouth uses to compute the statewide average loop costs is inconsistent

with the mix reported by BellSouth in ARMIS, and with the mix used in the SM.

6. Fourth, BellSouth double-recovers shared and common costs. BellSouth

assess Optional Daily Usage Files ("ODUF") and Access Daily Usage Files ("ADUF") charges

on competitive local exchange carriers ("CLECs") that need to obtain certain billing information.

However, the costs that are recovered in these charges are already recovered in other UNE rates.
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Thus, the ODUF and ADUF charges should be set to zero, or alternatively the other UNE rates

should be reduced to remove this double recovery.

7. For all of these reasons the Commission should reject BellSouth's

application. Until these errors are fixed, CLECs will be required to pay excessive UNE rates, to

the detriment of competition and the harm of consumers.

II. BELLSOUTH'S UNE RATES IN GEORGIA AND LOUISIANA DO NOT
COMPORT WITH TELRIC PRINCIPLES

8. In setting its rates for UNEs, BellSouth and the Georgia and Louisiana

Public Service Commissions ("PSC") made a number of methodological and input choices that

fail to comport with TELRIC principles. Because correcting some of these errors would require

redesign of certain aspects of the cost models, WorldCom is not able to quantify the precise

effect of all of these errors. Other errors, however, can be corrected by an input change, and the

effect of correcting these errors is quantified in the discussion infra. The net effect of all these

errors is that UNE rates are set significantly above their TELRIC levels.

III. THE METHODOLOGIES USED TO SET UNE RATES IN GEORGIA AND
LOUISIANA ARE NOT TELRIC-BASED

9. WorldCom has identified several input and model design issues that result

in an overstatement of costs in both Georgia and Louisiana.

A. Shifting Methodologies

10. BellSouth improperly uses multiple scenarios with different mixes of

integrated and universal digital loop carrier ("IDLC" and "UDLC" respectively) to compute

different rate elements. For example, incorrectly claiming that unbundled loops cannot be served

by IDLC, BellSouth runs its loop model using all UDLC for stand-alone loops, while using a mix

3



WoridCom Comments, October 22,2001, BellSouth Georgia-Louisiana 271
Frentrup Declaration

of UDLC and IDLC for UNE platform loops.) In addition, BellSouth performs runs of its

models with no DLC at all to price asymmetric digital subscriber loops (ADSL).

11, This approach is inconsistent with a TELRIC methodology for two

reasons. First, it fails to use the forward-looking technology, which is IDLC. In fact, even when

BellSouth does use IDLC, it does not use only IDLC that meets the current industry GR-303

protocol. Contrary to BellSouth's assertion, unbundled loops can readily be provisioned from

IDLC that uses the GR-303 protocol, and failure of its cost model to do so means that the model

does not meet TELRIC requirements. In addition, by running different scenarios with different

mixes ofIDLC and UDLC, BellSouth is not following the TELRIC requirement that a model

reflect all uses of the network. Modeling different networks for different purposes results in loss

of the economies of scope that occur in a multi-use network. Thus, the cost models that

. BellSouth uses to develop its loop rates clearly violate cost-based TELRIC principles.

12. It is not possible to quantify exactly the effect of this error but it is

substantial. Correcting the error would require re-designing BellSouth's cost model so that all

digital loop carrier used was GR-303 compliant IDLC. It is clear that use ofIDLC would

significantly lower the cost ofa loop. For example, in Louisiana, the unbundled stand-alone loop

price that is computed by the BellSouth model is about one dollar a month more than the same

loop when it is sold as part ofa UNE platform.2 If the UNE platform loop were provided using

1 See Caldwell Affidavit at 22 for Georgia and at 30 for Louisiana,
2 The prices for a stand-alone loop in the three zones in Louisiana are $12.90, $23.33, and $48.43. The
corresponding prices for the platform loop are $11.77, $22.39, and $48.26. See Caldwell Affidavit, Exhibit DDC-5,
pages 1 and 5. The percentages of lines in the three zones are 72, 23, and 6 percent, respectively. See id. at 56.
This results in weighted average prices of $17.30 for stand-alone loops, which have no IDLC, and $16.27 for
platform loops, which include some IDLe.
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only GR-303 compliant IDLC, this difference would be even greater, and the UNE platform loop

cost would be even lower.

B. Loading Factors

13. Further, the BellSouth cost models fail to comply with TELRIC in their

computation of total plant investment through the application of "in-plant" or loading factors to

the material investment. The equipment prices that are used as inputs in the cost models are only

the price of the materials themselves - the switch, copper cable or fiber cable itself. The

engineered, furnished, and installed ("EF&1") cost of the equipment is then determined by

applying factors to that material cost.

14. The manner in which these factors were developed is not described in

BellSouth's documentation of its cost models. Until BellSouth adequately describes the

development of these factors, it is impossible to determine whether they accurately reflect

legitimate costs of designing and placing the equipment, or are designed merely to inflate the

forward-looking costs of the equipment to match BellSouth's embedded costs.

15. These factors add a significant amount to the total cost of the UNEs. For

example, in Georgia the cost of an unbundled loop is more than doubled by use of these factors.

Despite the fact that they are designed to reflect the cost of labor to install and engineer the plant,

the factors vary substantially from state to state. The factors vary far more between BellSouth

states than can be explained by any labor or other cost differences. In addition, because

BellSouth applies the same loading factors to all sizes of equipment, these factors add a great

deal more total cost to areas that are served by hU'ge switches or cable sizes, i.e., primarily the

more densely populated areas of the state. This difference occurs despite the fact that the cost for
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laying a cable or placing a switch does not vary linearly with size; ~, it does not require twice

as much expense to lay a 2400 pair cable as it does to lay a 1200 pair cable. Thus, the

application of a single factor to determine EF&I costs overstates BellSouth's UNE costs,

especially in more densely populated areas.

IV. SEVERAL OF THE INPUTS SELECTED TO SET UNE RATES IN GEORGIA
ARE NOT COST-BASED

16. In addition to these methodological problems with BellSouth's cost

models, which apply in both Georgia and Louisiana, there are a number of input values selected

in Georgia that are inconsistent with TELRIC principles.

A. Loop Fill Factors

17. The BellSouth model uses a fill factor of 48 percent for copper

distribution. This is well below the fill factors adopted in the Commission's Synthesis Model

(SM), of 50 to 75 percent, depending on the density zone. Use of this unreasonably low fill

factor causes the BellSouth cost model to employ too much cable, resulting in inflated costs.

Use of a 62.5 percent fill factor for copper distribution would reduce loop costs in Georgia by

$0.64.3

18. Similarly, the BellSouth cost model employs fill factors for copper feeder

of 69.5 percent and for fiber feeder of74 percent. The SM used copper feeder fills of 80 percent

in all but the two lowest zones, while the fiber feeder fill was 100 percent. The 100 percent fill

factor is based on the fact that fiber cable can be "resized" simply by changing the electronics at

3 This quantification and the others given infra are derived from BeIlSouth's cost models filed with this 271
application. The inputs were changed in Loop Model version 1.2, and then the results from that model were run
through TELRlC Calculator 1.3. The differences reported in every case are for 2-wire Copper Loops up to 18000
feet.
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the end of the fiber and, therefore, does not require additional fibers to accommodate growth or

spares. Using a 100 percent fill factor for fiber feeder and a 78 percent fill factor for copper

feeder would reduce loop costs in Georgia by $0.68.

B. Drop Lengths

19. BellSouth assumed an aerial drop length of250 feet and a buried drop

length of 300 feet. These lengths are unreasonably long. The BOC Notes on the LEC Network

reports a national average drop length of 73 feet. The 8M used drop lengths of 150 feet in the

two most rural zones, and 50 feet in the more urban zones. Thus, the drop lengths used in setting

UNE rates are unreasonably long.

20. This is made even more apparent by computing the average lot size

implied by these drop lengths. BellSouth states that its cost model assumes that the drop runs

from the comer of the lot to the customer's 10cation.4 Assuming that the house or business is in

the middle of the lot, one can compute the lot size implied by the assumed drop lengths.5 A drop

length of250 feet implies an average lot size of2.9 acres ifthe lots are square, and 2.3 acres if

the lots are twice as deep as they are wide. It is not plausible that the average lot size in Georgia

for all businesses and residences is over two acres. Use of these excessive drop lengths inflates

the computed cost of the loop, and results in excessive UNE loop rates. Resetting drop lengths to

73 feet would lower loop rates by $0.34.

C. Mix of Residence and Business Lines

4 Id. at 21, fn 5.
5 Application of the Pythagorean Theorem will derive the lot frontage and depth, given a drop length, D, and an
aspect ratio (the ratio oflot width to lot depth), A. The lot size can be derived as 4 * A * D1\2/ (1 + AI\2).
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21. In Georgia, BellSouth determined the cost of residential and business

loops, and then determined the statewide average cost by taking a weighted average of these

types. The weighting used was approximately 78 percent residence and 22 percent business.6

These weights are not consistent with the mix of residence and business lines used in the SM, or

with the latest line data filed in ARMIS by BellSouth. Both those sources reflect a weighting of

about 67 percent residence and 33 percent business. BellSouth acknowledges that the residence

lines are the higher cost lines, so the statewide average computed by BellSouth is overstated.

Using the residence and business weightings from ARMIS lowers loop rates by $0.32.

D. Net Effect of Input Changes

22. Making all these input changes together reduces the loop cost reported by

the model by $1.72.7 This reduction does not include the effect of either of the methodological

flaws regarding the treatment of IDLe and the use of excessive loading factors. Correcting these

two additional errors would further reduce BellSouth's loop costs, in both Georgia and

Louisiana.

V. DAILY USAGE FEED RATES ARE EXCESSIVE

23. BellSouth proposes to assess ODUF and ADUF charges on CLECs to

provide them with usage records for billable call events recorded by BellSouth's central offices.

However, BellSouth does not typically charge other local exchange carriers for the same

information, using a "bill-and-keep" arrangement instead. Apparently recognizing the excessive

6 Id. at 21.
7 This is less than the sum of the individual changes because of interactions between the input changes.

8



WorldCom Comments, October 22,2001, BellSouth Georgia-Louisiana 271
Frentrup Declaration

nature of its current charges, BellSouth has recently proposed to reduce these charges in Georgia

substantially.8

24. These excessive charges add significantly to the cost of serving a

customer. Assuming that these charges are assessed only for the originating side of a call,

WorldCom estimates that the monthly charge for an average customer for these charges will be at

least $1.12.

25. BellSouth should completely eliminate these charges, because the costs

recovered in these rates are already reflected in the shared and common costs that BellSouth adds

on to the direct costs of its other UNEs to develop those UNE rates. Retaining the ODUF and

ADUF charges would double-recover these costs and should not be permitted. At an absolute

minimum, the costs for ODUF and ADUF should be completely removed from the shared and

common costs recovered in the other UNE rates.

VI. CONCLUSION

26. The problems with the BellSouth cost models and the inputs indicate that

the resulting UNE costs are clearly not cost-based, although the full magnitude of the error

cannot be determined on the partial information provided in BellSouth's application. Unless

BellSouth corrects its UNE rates to adjust for the problems outlined here, the Commission

should reject BellSouth's section 271 application for Georgia and Louisiana.

27. This concludes my Declaration on behalf of WorldCom.

8 The sum of ADUF processing and transmission charges was cut from $0.007994 to $0.0019808, while the sum of
ODUF processing, transmission, and recording charges was cut from $0.0046986 to $0.0026147. See Exhibit CKC­
I, filed October 1,2001 in GPSC Docket No. 14361, page 14 of38. These rates are roughly half the current rates in
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I declare under penalty of perjury that the foregoing is true and correct. Executed on
October 22, 2001.

Louisiana.
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Attachment A

DOCUMENT OFF-LINE

This page has been substituted for one of the following:

o An oversize page or document (such as a map) which was too large to
be scanned into the ECFS system.

o Microfilm, microform, certain photographs or videotape.

• Other materials which, for one reason or another, could not be scanned
into the ECFS system.

The actual document, page(s) or materials may be reviewed by contacting an
Information Technician at the FCC Reference Information Center, at 445 12th Street,
SW, Washington, DC, Room CY-A257. Please note the applicable docket or
rulemaking number, document type and any other relevant information about the
document in order to ensure speedy retrieval by the Information Technician.
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