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I.  INTRODUCTION

1 
This Statement is submitted on behalf of Washington Utilities and Transportation Commission Staff (Staff) by Glenn Blackmon, Ph.D. in response to Qwest’s Petition to Terminate or Modify the Service Quality Performance Program.
  Qwest Corporation ("Qwest") has asked the Commission to terminate the Service Quality Performance Program (“SQPP”) that would otherwise continue through December 31, 2005.  Qwest has also made an alternative request – its second in three years – for the Commission to modify the performance program to the company’s benefit.  

2 
The Commission should neither terminate the program nor modify it in the fashion suggested by Qwest.  The mechanism is working in the way it was intended, to improve the company’s incentives to provide good service to its customers.  While there certainly have been changes in circumstances since the program began, no change cited by Qwest justifies the termination of a program that has produced a direct and substantial contribution to the public interest.  The program has contributed to the public interest both by improving the quality of Qwest’s retail service and by providing one of the very few tangible consumer benefits from what has otherwise been a generally unsuccessful takeover of the company by Qwest.

3 
The modifications proposed by Qwest should be rejected because they plainly fail the test that the Commission set out two years ago when Qwest last made unilateral change proposals to the mechanism.  The Commission’s criticism of Qwest’s last proposal – that it was “unbalanced” – plainly applies to the company’s current proposal too.  The Commission said parties were free to present “a more balanced proposal” for modification.  Since Qwest has not done this in its proposal, the proposal should be rejected.

II.  DISCUSSION

4 A.  
SQPP Termination

5 
1.  
No change in the “competitive landscape” justifies termination of the service quality performance program.

6 
Qwest contends that termination is justified because “the competitive landscape in Washington has changed dramatically since the Merger Settlement Agreement became effective June 19, 2000.”  Petition to Terminate or Modify the Service Quality Performance Program, para. 3.  The petition cites the number of competitive local exchange companies (CLECs) offering service in exchanges where Qwest offers service, collective CLEC market share for analog business local exchange service, and the Commission’s finding in Docket UT-030614 that Qwest’s analog business service is subject to effective competition to support its contention that the competitive landscape in Washington has changed.  This increase in competition, Qwest asserts, means that the “severe payment structure associated with the SQPP is no longer necessary as a performance incentive.”  Id.  

7 
Staff respectfully disagrees with the theoretical proposition behind this argument, which is that firms operating in a competitive market structure have a strong incentive to provide high-quality service.  We would accept the proposition that greater competition can, in some circumstances, lead to greater emphasis on service quality, but that theory is completely unsupported in Qwest’s petition.  Competition can encourage better service by giving customers a credible threat to choose another provider.  However, competition can also lead to a situation in which competitors focus more on the readily observable characteristics of a service – such as its price – and skimp on the service characteristics that are difficult to observe.  Simply put, Qwest’s incentive to offer good service quality could as easily decline as increase as competition increases.  

8 
This is not to suggest that buyers place no value on service quality or believe it is less important than price; rather, buyers cannot choose based on what they cannot see.
  Many of the service characteristics covered in the SQPP are experienced by customers broadly, rather than individually, or they occur only infrequently.  It is difficult to imagine how potential customers would, for example, select between Qwest and a competitor based on dial tone delay intervals, even though those customers most certainly would want a prompt dial tone from whoever provides their telephone service.   

9 
A more practical problem with Qwest’s claim regarding the competitive landscape is that, even if one were to accept the premise that competition eliminates the need for service quality standards, the actual level of competition has not increased enough to justify the relief that Qwest is seeking.  Qwest’s numbers regarding the number of competitive providers all relate to business service, and the competitive classification case that Qwest touts applied only to business local exchange service.  Most of Qwest’s customers are residential customers.  To suggest that competition in the business market is going to protect service quality in the residential market is simply wrong.  Indeed, the incentives could well go in the opposite direction.  If Qwest is right about companies offering better service where they face competition, then it currently would be focusing on better service to the business market.  The resources used to improve business service quality have to come from somewhere, and that may be from the less-competitive residential market.

10 
The final hole in Qwest’s “competitive landscape” argument is that the service quality of the competitors – which would supposedly keep Qwest’s performance high – is in part tied to the service quality of Qwest and the SQPP.  Qwest’s theory is that the customer who gets bad service from Qwest switches to a competitor.  Assuming there really is a competitor offering the type of service used by the customer, there is a substantial likelihood that the competitor is using the Qwest network on a wholesale or unbundled basis to provide service to that customer.
    The quality of that competitor’s retail service will depend on the quality of the wholesale or unbundled service that it receives from Qwest.  This means that the ability of firms to compete based on quality is very limited, particularly because the wholesale service standards are in many cases tied to retail performance.  The Commission established a wholesale service quality mechanism, the Qwest Performance Assurance Plan (QPAP), which provides a robust set of performance measures and automatic payments for inferior service to Qwest’s competitors.
  When is service deemed to be inferior under the QPAP?  For many measures, it is inferior only if it is worse than Qwest’s retail service.  For example, Performance Indicator OP-2 measures the percent of calls to Qwest’s interconnection provisioning center that are answered within 20 seconds.
  Qwest’s OP-2 performance is measured not on an absolute scale but instead relative to the answer time performance of its retail call centers.  On this and many other dimensions of service quality, if Qwest is allowed to let its retail service quality slip, it then has more room to degrade service to its competitors without making QPAP payments.
11 
2.  
The Customer Service Guarantee Program does not obviate the need for the Service Quality Performance Program.

12 
Qwest’s second basis for termination of the SQPP is that many of the SQPP activities are also in the Customer Service Guarantee Program (CSGP), which is a set of customer-specific credits and replacement services that was established in the company’s 1995 general rate case and enhanced as a condition of the 2000 merger case.  The company says it “does not believe that there is an on-going need for this type of ‘double-coverage’ regarding service quality payment programs.”  Petition to Terminate or Modify the Service Quality Performance Program, para. 4.

13 
We do not dispute that there are dimensions of service quality that are covered by both the macro-level SQPP and the micro-level CSGP.  For example, if Qwest fails to provide prompt dial tone to customers served from a particular central office, it could end up giving each customer in that area a credit of one months’ monthly recurring charges (through the CSGP) and giving all customers collectively a credit of approximately $2,600
 (through the SQPP).  Similarly, if Qwest receives an excessive number of trouble reports in a particular exchange, it must give each customer in that exchange a credit of 25 cents (through the CSGP) and all customers collectively a credit of approximately $5,000.

14 
However, this hardly constitutes an excessive level of compensation as is suggested by Qwest’s use of the term “double-coverage.”  Neither the micro-level CSGP credits nor the macro-level SQPP nor the two combined represent a substantial amount of money.  The reality is neither credit would actually provide customers with complete “coverage” or compensation from the harms that result if Qwest fails to deliver adequate service.  We cannot imagine that any customer would prefer the combined credits to the alternative of having reliable service from Qwest.  

15 
Furthermore, the “double coverage” argument is a particularly weak reason for terminating the SQPP because the “double-coverage” has existed from the beginning of the SQPP.  It was there when Qwest/U S WEST asked the Commission to approve the SQPP, and it was there when the Commission approved the SQPP.  It is fair to assume that, had the company expressed a concern about double coverage in 2000 when it was negotiating the service quality commitments associated with the merger, it could have developed a set of micro-level and macro-level measures with absolutely no overlap.  Had it done so, the overall scope of the two programs would be substantially broader than what was actually approved by the Commission.  That, however, is not the outcome that Qwest seeks here; rather, it would simply take away an important consumer protection program with no compensating increase in any other mechanism.

16 
Finally, the “double-coverage” argument fails because half of the measures in the SQPP do not overlap with the CSGP.  There are no micro-level (i.e., CSGP) measures for the 90-day installation interval, the repair center answer time measure, the customer service answer time measure, or the complaint response interval.  These dimensions of Qwest’s service quality problem would be “uncovered” if the Commission were to accept Qwest’s flawed “double-coverage” argument.

17 
3.  
The Commission’s new telecommunications service quality rules do not obviate the need for the SQPP.

18 
Qwest’s third argument for termination of the SQPP is that it is made redundant by the Commission’s revised telecommunications service quality rules, which took effect in July 2003.  These rules, Qwest argues, provide the Commission with adequate oversight of Qwest’s retail service quality performance.  “Basic fairness and principles of parity in regulation,” Qwest contends, dictate that the SQPP be abandoned in favor of the industry rules.  Petition to Terminate or Modify the Service Quality Performance Program, para. 11.  The company also contends that it finds differences between the administrative rules and the SQPP to be confusing.

19 
We respectfully disagree both with the contention that the administrative rules are sufficient and that differences in the two sets of requirements should be a basis for terminating the SQPP.  The customers of Qwest receive a valuable benefit from having the company operate under the SQPP; customers receive a monetary payment when service is bad and better service as a result of the improved incentives created by the program.  Customers would be worse off if the company were subject to the administrative rules but not the SQPP.  It is simply not the case that the SQPP provides no additional value now that the administrative rules have been updated.

20 
The Commission should reject Qwest’s “parity” argument, which holds that any standard not applied to its competitors should not be applied to it.  That argument simply ignores the unique historical, legal, economic, and operational position of Qwest in the state’s telecommunications industry.  Qwest is not just another phone company.  It is the incumbent local exchange company serving a majority of the state’s consumers; it is the regional Bell operating company that, 20 years after its creation in the divestiture of AT&T, still has substantial economic and operational power in the state’s telecommunications markets.  This reality is recognized in federal law, which imposes substantial requirements on Qwest that apply to no other company in Washington, including companies that arguably have more market power than it.  We do not doubt that one day Qwest will be just another phone company, but we are not there yet.  

21 
The Commission should, as Qwest suggests, consider the fairness of the SQPP, but there is much more to the fairness argument than Qwest offers.  The SQPP is quite fair to Qwest.  It was fundamental to Qwest receiving permission to purchase U S WEST in 2000.  It provides a tangible benefit to the customers of Qwest.  It even benefits the customers of other local exchange companies by establishing a service quality baseline for all competitors in the market.  To eliminate the SQPP would be unfair to the customers of this state.

22 
Qwest’s parity argument has already been rejected by the Commission in another, very similar context.  During the process that led to adoption of the revised administrative rules in 2002 and 2003, Qwest argued that the administrative rules themselves should reflect Qwest’s parity principle, e.g., no performance rule should apply to Qwest if it does not apply to competitive local exchange companies.  The Commission considered that argument, and in some respects it revised the rules to increase parity levels.  It did not, however, apply the strict parity principle that Qwest espoused then and is espousing again in this proceeding.

23 
A further weakness with Qwest’s parity argument is that it places too much weight on the standards in the administrative rules and presumes that those measures of service quality are superior to the measures in the SQPP.  The administrative rules are themselves subject to continuing review and potential change as the Commission and stakeholders gain additional experience with them.  Rather than moving the SQPP to the rules, the Commission might well decide to move the rules to the SQPP.  The most prominent example of this possibility is the answer time performance measure.  The Commission revised the measure used in the administrative rules to use average wait time in seconds, instead of the percentage of calls answered within a specified time interval.  The Commission made this change at the behest of the telecommunications industry, but it did not make the change with the purpose of reducing the service quality standards that protect consumers.  There was no evidence that the industry’s proposed standard would result in inferior service to customers.  Evidence in this proceeding shows that, in fact, the new standard actually is significantly weaker than the old standard embedded in the SQPP.  Qwest would have the Commission conclude from this evidence that Qwest should be allowed to move down to the industry standard, but an equally valid conclusion is that the industry standard should be moved back up to the prior level.

24 
In addition to the parity argument, Qwest argues that the SQPP should be terminated because of possible confusion between the standards in it and the standards in the state’s administrative rules governing service quality.  However, Qwest points to no specific conflict between the administrative rules and the SQPP measures, and in fact there is no actual conflict wherein the company would be unable to comply with one standard without violating the other standard.

25 
We struggle to understand why Qwest would quarrel with differences between the administrative rules and the SQPP, given that it agreed to a set of SQPP measures in 2000 that were looser than the administrative rules then in effect.  The dial tone measure was set at 90 percent within 3 seconds when the administrative rule required 98 percent in 3 seconds. The trouble report standard applied after three consecutive months when the administrative rule would be violated after only two consecutive months.  These were negotiated compromises that benefited the company, and yet it now is using those very inconsistencies as an argument for abandoning the program.

26 
4.  
The Commission cannot be assured that recent improvements in service quality will be sustained.

27 
Qwest would have the Commission believe that the SQPP has come to the end of its useful life because the company has solved its service quality problems.  We do not take issue with the proposition that service quality has improved, and we are cautiously optimistic that the improvements will be sustained.  However, the future is hardly assured.  Apart from the regulatory oversight and incentive mechanisms adopted by the Commission and other regulators, the single most important factor in Qwest’s service quality improvements arguably was its increased investment in the network immediately after the merger in 2000.  Qwest spent a lot of money fixing the network, and service quality improved.  However, Qwest’s investment has dropped dramatically in the last two years.  In 2002 and 2003, Qwest’s network investment levels were 24 to 40 percent below what U S WEST had invested in the years before the merger.
   Staff Exhibit 2 shows the investment levels for Qwest since 1997.

28 
The financial condition of Qwest’s parent company, Qwest Communications International (QCI), could also increase the pressure to skimp on service quality.  As the Commission knows, QCI narrowly averted bankruptcy in 2003.  It still can attract capital only at extraordinarily high interests rates due to its credit risk.  Its highly touted sale of its directory publishing business has failed to push the stock price above the $5 level.  (Qwest’s stock value has increased 10 percent over the last year, but the AMEX telecom index is up about 50 percent.) Given these circumstances and the company’s past actions, it is simply unrealistic to believe that the company’s executives will take a long-term perspective in deciding how many resources to devote to service quality.  Service quality is certainly part of the company’s intended corporate image, but if the company’s executives perceive a need to cut the programs or investment that determine service quality in order to meet their immediate financial objectives they surely will do so.  Even if the current executives were known to be dedicated to service quality at the expense of quarterly earnings, there could be no assurance that control of the company would not change, with little practical ability of regulators to prevent the change.
29 
Taken together, the sharp decline in investment and the continued financial pressures of the parent company should give the Commission serious concern about Qwest’s argument that the SQPP is redundant.  To accept that argument would read far too much into the company’s recent improvements in service quality.  We believe that the risk of deteriorating service quality is significant and that the likelihood of a service meltdown is even greater if the SQPP is terminated.

30 
5.  
The SQPP does not place an undue financial burden on Qwest.

31 
Qwest repeatedly characterizes the SQPP as punitive or financially burdensome to the company.  Yet Qwest demonstrates the fallacy of this claim in its effort to diminish the perceived benefit to customers.  Qwest notes that customers have received only about a dollar per year in credits and offers the dubious observation that it “doubts whether customers appreciate or even know the rationale behind the credit.”
  Regardless of whether customers notice the credits, the fact remains if customers have received only small credits, Qwest has paid only small credits.  During the last three years Qwest has paid about $7 million in credits under the SQPP.  It collected about $4.6 billion in revenues from Washington customers during the same period.  Qwest has managed to reduce its SQPP payments every year thus far by improving its service to customers.  The program simply will not be a burden on the company as long as it provides reasonable service to its customers, and if it provides bad service to customers, the burden will not be an unreasonable burden.
32 
Qwest’s claim of a great financial burden is based on the premise that its service quality is now “exemplary,” a claim that Staff believes is greatly overstated.  There is no dispute about the fact that Qwest’s service quality now is better than it has been in the past; indeed this improvement during the operation of the SQPP is a key reason why the Commission should keep the mechanism in place.  However, Qwest’s performance is not at a level where one would hold it up as an example for other companies.  As Figure 1 below shows, the Commission received 80 percent more complaints (per 10,000 access lines) about Qwest than it did about the other incumbent local exchange companies in Washington:

33 Figure 1.
	Company
	Lines
	2003

Complaints
	Complaints Per 10,000

Lines

	Qwest
	2,186,930
	894
	             4.09 

	GTE/Verizon
	857,188
	186
	             2.17 

	CenturyTel
	169,657
	12
	             0.71 

	United
	85,485
	56
	             6.55 

	All Others
	87,014
	20
	             2.30 

	All Except Qwest
	1,199,344
	274
	             2.28 


34 
6.  
Termination of the SQPP will harm customers of Qwest.

35 
Qwest devotes little attention in its petition to the impact on customers of termination of the SQPP.  These harms are not always easy to measure, but it is clear that elimination of the SQPP would hurt the customers of Qwest.  The most obvious way in which termination of the SQPP would harm customers is that the credits they would otherwise receive on their telephone bills would be lost.  If we accept Qwest’s representations, it is reasonable to assume that credits in 2004 and 2005 will be approximately the same as credits in 2003, or $1.9 million per year.  Termination of the SQPP therefore would let Qwest retain about $3.8 million that its customers would otherwise receive.  This is a measurable harm to the customers of Qwest, though we would acknowledge that this amount of money is not great when spread over the entire Washington customer base of Qwest.  Likewise and as noted earlier, it is not great when spread over the entire Washington revenues and investment of Qwest.
36 
The SQPP, however, is not primarily a mechanism to compensate customers for bad service.  To the extent customers receive compensation, it is through the micro-level CSGP that is not at issue here.  Rather, the SQPP is an incentive mechanism whose purpose is to encourage good service.  The more significant harms with termination therefore are not the $3.8 million in lost credits but instead the loss of service quality that would follow.  These losses are difficult to measure
 but they are real costs.  Telecommunications service is a fundamental driver of the state’s economy, and inadequate service hurts businesses, workers, and consumers.  This can be as simple as the inconvenience of a customer who has to wait for a repair technician, as complex as a business that chooses not to locate its operations because of inadequate infrastructure, and as grave as a customer who is unable to obtain emergency medical attention because she cannot get a dial tone. 
37 
The customer harm from bad service is perhaps best captured in the Commission’s findings of fact in the case where the Commission began to impose company-specific service quality measures on Qwest’s predecessor, U S WEST Communications (USWC):

38 

5.   
USWC's customer service performance has deteriorated significantly since 1991. USWC at times has insufficient facilities available to serve customer requests for service. USWC is reducing its annual capital investment in Washington State. USWC has restructured its operations, reduced the number of customer service centers, and reduced the number of staff persons available to install and repair the company's telephone service. Many callers for repair service have spoken with Company staff in distant cities who were unable to resolve their problems or dispatch repair service effectively. Follow-up customer calls were routed to distant cities, often different from the location answering the initial trouble report, and Company personnel were unable to find records of the initial report. USWC is failing to meet installation commitments because of insufficient staffing, the retirement or other loss of staff, lack of knowledge of the extent and location of existing facilities, and internal communication difficulties. Customers are often not advised of anticipated changes to service appointments or the reason for delay and are not advised of realistic installation times. Specific installation requests for installation of residential, business, and commercial services are at times delayed for months. Consumers, including small and large businesses, have been left without service during periods of delay. The delays impose considerable costs upon the Company's existing and prospective customers and upon the economy of the State. Company representatives have repeatedly pledged that circumstances would improve, but performance has continued to worsen as measured by objective criteria.  [18th Supplemental Order, Docket UT-950200, page 130]  

39 
We do not suggest that termination of the SQPP will cause Qwest to revert to its pre-1995 condition.  Indeed, Qwest would have the Commission believe that it no longer needs an incentive from regulators because competition and corporate spirit will keep it pointed the right direction.  However, bad service has proven to be extraordinarily expensive to the state, and it can take many years to recover from a slide into bad service practices.  

40 B.  
SQPP Modification

41 
The Commission should reject Qwest’s alternative request to modify the SQPP.  It plainly fails the test used by the Commission when it considered SQPP modifications two years ago.
  The Commission rejected Qwest’s proposal at that time as unbalanced, and its current proposal is at least as unbalanced.  The Commission also rejected Staff’s proposed modifications, finding not that they lacked balance but rather that they lacked the support of the other parties to the settlement that established the SQPP.  Qwest’s proposal likewise has no support from the other parties.

42 
Staff does not, in opposing modification of the SQPP, suggest that the mechanism is anywhere close to perfect.  We have been aware of its imperfections, as an incentive mechanism, since it was negotiated in 2000.   In particular, the all-or-nothing nature of the out-of-service repair measure and the complaint response measure was an obvious weakness.  We are also mindful that it was Qwest and U S WEST who sponsored those measures.  Perhaps it was nothing more than corporate bravado borne of the dot-com frenzy, but these were the standards that the Qwest executives set for themselves.
  While they may seem ambitious to the company now, in fact they simply reflected a strict adherence to the corresponding administrative rule for out-of-service repairs and complaint responses that were in effect at the time.

43 
If Qwest were to make a balanced proposal for modification of the SQPP, that proposal would make both customers and Qwest better off than could be expected without the modification.  If Qwest’s performance did not improve from prior levels, it would pay at least as much in credits as it would without the modification.  Only if its performance improved – thereby benefiting customers – would Qwest’s credit payments be less under the modified program. For example, in the Commission’s 2002 proceeding on SQPP modification, Staff offered a balanced proposal to put the out-of-service repair measure on a per-occurrence basis, eliminating the all-or-nothing problem that Qwest criticizes.  Qwest opposed that proposal, and the Commission declined to impose it over the company’s objection.  If Qwest had agreed to that proposal, its payments in 2002 and 2003 would have been <BEGIN CONFIDENTIAL>XX<END CONFIDENTIAL> percent lower than the amount it actually paid, despite the fact that its out-of-service restoration performance was actually worse over 2002-03 than in 2001.  Qwest’s proposed changes are not balanced; they would result in dramatically lower credit payments even if there were no improvement in performance.  Indeed, Qwest could let its performance decline dramatically and still enjoy a decline in SQPP payments.

44 
The unbalanced nature of Qwest’s proposal is apparent for most of the measures; Qwest simply takes the existing standard and sets the bar lower.  The only areas where Qwest would raise the bar are where the standards do not provide a meaningful constraint on the company’s performance.  The lack of balance is less apparent, but no less real, for the measure of business office/customer service answer time performance.  It is not obvious how the SQPP standard (80 percent of calls answered within 30 seconds) would relate to the proposed standard (60 second average wait time), but in fact the company is proposing a significant shift of the standard in its favor.

45 
Staff Exhibit 3 presents both versions of the business office answer time standard, as reported by Qwest for the last three years.  Each dot on the chart represents Qwest’s performance in a single month.  The two measures are generally similar, as evidenced by the fact that the dots are grouped along a broad path that runs from lower left to upper right.  The exhibit also shows how Qwest’s performance would be rated under the current and proposed measures.  The dots in the area marked “A” represent months that would comply with either standard.  The months represented by dots in area “C” would fail to meet either standard.  The dots in area “B” represent months where Qwest violated the existing standard but would have passed under its proposed standard.  The dots in area “D” – if there were any – would represent months where Qwest passed the existing standard but would violate its proposed standard.

46 
If Qwest’s proposal were balanced, there would be as many months in area “B” as in area “D.”
  In fact there are 11 months in area “B” and none in area “D.”  Qwest violated the SQPP standard in 20 of 36 months during 2001 to 2003, and the company would eliminate all but nine of those violations simply by redefining success.
  Yet Qwest has no right to claim success for its answer time performance.  Even Qwest, in asserting that its service is now “exemplary,” admits that this adjective cannot be applied to its answer time performance.

47 
Staff also takes issue with the assertion made by Qwest that it “will never be able to meet the 100% benchmark requirement” for the out-of-service repair measure.  Petition to Terminate or Modify the Service Quality Performance Program, para. 14.  This claim mischaracterizes the out-of-service repair measure in the SQPP.   The SQPP does not require 100% performance to avoid the credit.  The measure excludes “interruptions caused by emergency situations, unavoidable catastrophes, force majeure, work stoppage, or failure of inside wiring or customer premises equipment.”  March 3, 2000, Settlement Agreement, Attachment B, pages 2-3.  It also excludes “trouble reports relating to operation of customer premises equipment” and out-of-service conditions during “extraordinary or abnormal conditions of operation, such as those resulting from emergency or catastrophe.”  Id.  The company also does not have to restore within two days “disruptions of service caused by persons or entities other than the local exchange company.”  Id.    With all these exemptions, Qwest does not have to be perfect to avoid paying credits under this measure.

III.  CONCLUSION

48 
Qwest has made the self-serving and misguided claim that the SQPP serves “no useful purpose.”  Petition to Terminate or Modify the Service Quality Performance Program, para. 16.  In fact it serves a very important purpose.  It is part of a broad set of rules and performance plans designed to address service quality problems that imposed hardships and economic losses on millions of residential and business customers in this state.  The fact that this mechanism has worked – that it has contributed to a significant improvement in service levels experienced by Qwest customers – is hardly a reason to terminate the program.  To the contrary, it is why the Commission should allow the program to continue.  Qwest would have the Commission believe that general rules with no self-executing payment mechanism will do as well as the SQPP.  It would have the Commission believe that competition, insufficient as it is to constrain Qwest’s residential prices, is strong enough to enforce service quality standards.  These assertions simply do not withstand scrutiny.  There is no other mechanism, whether regulatory or market-based, that will provide the incentives for good service that the SQPP provides today.  Customers will be worse off without the SQPP than with the SQPP, and the mechanism places no unreasonable burden on Qwest.  It therefore is in the public interest to allow the program to continue through its agreed-to expiration date of December 31, 2005.

49 
Qwest’s request to modify the SQPP likewise should be rejected, not because the mechanism is perfect today but because Qwest has utterly failed to make a balanced proposal for change.  The Commission rejected Qwest’s last unbalanced proposal and rejected Staff’s last balanced but unilateral proposal.  Rejection of Qwest’s proposal is consistent with those decisions.

56 
I hereby declare that the foregoing is true, correct and accurate to the best of my knowledge.  

DATED this 14th day of April, 2004.

___________________________________

GLENN BLACKMON 

� Exhibit 1 is the resume of Glenn Blackmon.  


� Akerlof, G.  1970.  “The Market for Lemons:  Quality Uncertainty and the Market Mechanism.”  Quarterly Journal of Economics 89:488-500.


� The Commission found in Docket UT-030614 that competitive local exchange companies used their own facilities to provide 20 percent of their analog business lines and used Qwest’s network to serve the remaining 80 percent of their analog business lines.  Order No. 17, para. 26.


� Docket UT-030388.


� Service Performance Indicator Definitions (PID), 14-State 271 PID Version 5.0, June 26, 2002, p. 27.  < http://www.qwest.com/wholesale/downloads/2002/020826/14State271WkgPIDver5.0-26Jun02.pdf>


� The SQPP amount for dial tone performance is $333,333 per month, divided by the number of central offices.  Qwest has 126 central offices, yielding a per-central office amount of $2,646.


� The SQPP amount for trouble reports is $333,333 per month, divided by the number of exchanges.  Qwest has 68 exchanges, yielding a per-exchange amount of $4,901.


� The actual decline in investment to benefit basic telecommunications service is probably even greater than these figures indicate, because Qwest is likely investing more in broadband data networks now than U S WEST was investing in 1998 through 2000.


� Qwest also offers, in passing, the suggestion that the aggregate credit amounts be used “to fund specified infrastructure projects [that] would probably provide more tangible benefits to customers.”  Petition to Terminate or Modify the Service Quality Performance Program, page 4, fn 5.  Staff urges the Commission to reject this suggestion, because these infrastructure projects would likely supplant investments that  Qwest would have made anyway.


� Some things, however, are measurable.  For example, Washington customers in 2003 spent <BEGIN CONFIDENTIAL> XXXXXXXXXXXX  <END CONFIDENTIAL> on hold waiting for a Qwest customer service representative.  At the average hourly compensation of $20, this time is worth <BEGIN CONFIDENTIAL> XXXXXXXXXXXXXXXXXXXXXX  <END CONFIDENTIAL>  If Qwest were to lets its average performance slip only to the level of its worst month in 2003, the lost time cost to customers would double.  


� “If we are going to consider changing a performance measure that appears to be working pretty well (in the sense that the Company came close to achieving it), we certainly would wish to consider simultaneously changing other performance standards that do not appear to be working as well.  Yet, Qwest urges us to consider only the one performance measure in isolation from the rest, and to consider only its proposed change, as shown by its response to Staff’s proposal for alternatives.”  12th Supplemental Order, para. 23-24.


� In fact, at the time the settlement was proposed to the Commission for adoption, Theresa Jensen, then Director of Regulatory Affairs for US West Communications, Inc. in Washington testified “We also believe that the penalties are severe, and it’s a demonstration by the applicants that we are committed to maintain service quality in the State of Washington and to continue to improve upon our performance in all areas.”  Transcript, Volume 6, p. 373.  Later, in summarizing the settlement Ms. Jensen testified “ . . . the reality of this agreement is it insents [sic]  the company to look not only at it’s [sic]  investment but its practices, its forecasts, its planning, to attempt to minimize what it pays in the form of service programs or credits and provide better service to the customer in the end, and everyone will benefit from that, not just the consumers.”  Transcript, Volume 6, p. 403.


� Staff is not making a modification proposal in this proceeding because it understands the Commission to disfavor modifications that are not supported by the other parties to the settlement.


� A balanced variant of Qwest’s proposal would be to set the average answer time at 28 seconds rather than 60 seconds.  Under this measure, all but two of the 36 observations would be either in violation under either measure or in compliance under either measure (i.e., they would be in area “A” or area “C”).  There would be one observation in area “B” and one observation in area “D.”


� Qwest also suggests that there is a meaningful difference in customer perception between a percent-within-seconds type of standard and an average-hold-time type standard, arguing that customers can detect variations in the latter more readily than variations in the former.  The company provides no support for this proposition, and it is hard to imagine how customers can discern differences in either standard.  Both are based on averages developed over hundreds of thousands of calls.  A customer can discern whether her individual call is answered within 30 seconds or 60 seconds, but neither the 80th percentile (SQPP) nor the 50th percentile (Qwest proposal) is discernible to individual customers.  If Qwest wants a measure that an individual customer can detect, it should propose an answer time standard that applies to every call rather than 80 percent or 50 percent of calls. 
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