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MODEL & INPUT CONSISTENCY

Internal consgtency in the inputs to any modd is essentid.  There is a st of four
interrdaed inputs in CPRO for which an andyst or a reviewer should be particularly
careful to maintain interna consstency. Thevaiables are:

Revenue Per Line: The CLEC s pricesfor various packages of services.

Customer Acquisition Cost: The amount of money that the modded CLEC
spends acquiring customers.

Market Share: The sze and speed of market share growth for the CLEC across
time.

Churn Rate: Therate at which CLEC customers disconnect service and leave
the CLEC.

There is not a gngle, precisdy defined set of decisons rdating to customer acquisition
spending and service prices that a CLEC must adopt to be successful. CLECs will
choose different combinations of marketing activities and prices for service that achieve
the best results for them, given their past decisons and the decisons of their competitors.
CLECs that st lower prices will, dl ese being equd, achieve higher market shares and
have lower churn rates. CLECs that spend more on customer acquigition will achieve a
higher market share and achieve it more quickly, but will aso need higher average
revenues. Anaysts and reviewers must be careful to consder he impact of changing one
variable on the vaue of other interrdated variables before presenting a run of the CPRO
Modd.

The TRO contains specific guidance about estimating the revenues and costs of a CLEC.

The TRO contains two key points relaing to cregting an internaly consstent set of inputs
describing the marketing decisons of a CLEC and its performance.  Firdt, the TRO dates
that revenues should be based on today’s prices; therefore, the prices in CPRO are based
on sarvice plans offered today by MCIl. “[W]e expect states to consider prices and
revenues prevaling a the time of ther andyses. We believe that these are reasonable
proxies for likey prices and revenues after competitive entry and will result in a more
administrable standard.”? That is why the modelers have chosen MCI’s current prices as
the basis for their assumptions on average revenue. The MCI prices are a reasonable
gpproximation of what a CLEC can achieve today. Second, the TRO dates that a
business case of a CLEC must be based on an efficient carrier rather than a carrier-
specific andysis®  Because the moded begins with current MCI prices, the modders have
chosen vaues for market share, customer acquisition costs, and churn that are consistent
with those prices. In many cases, CLECs and analysts have forecasted—values more
favorable vdues to—the CLECS damsof —economic—imparment—for the—churn and
customer acquidtion costs-varables.  For internal consstency, values in the baseline view
are consgent with today’ s experience rather than forecadts of the future,
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