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I. BY THE COMMISSION

A. Statement

1. On March 6, 2006, NorthStar Consulting Group and Vantage Consulting, Inc. (collectively the Auditor, N/V or the IA), filed the Final Report of Qwest Corporation’s (Qwest) Colorado Performance Assurance Plan (CPAP) 2004 Annual Audit (Annual Audit).  This Annual Audit is governed by the provisions found in §§ 14.6 and 14.7 of the CPAP.  Specifically, § 14.6 states:

An independent audit of the results of the performance sub-measures identified in Appendix A and the financial payments calculated based upon Qwest’s performance results shall be performed annually.

The audit shall include at least the following: 1) problem areas requiring further oversight as identified in the previous audits(s); 2) and sub-measures changed or being changed from a manual to electronic system; 3) the accuracy of the measurements and reports designated in Tier 1A; 4) sub-measures responsible for 80% of the payments paid by Qwest over the prior year (to the extent they are not covered by the Tier 1A audit); and 5) whether Qwest is exercising a proper duty of care in evaluating which, if any, performance results can be properly excluded from its wholesale performance requirements.

2. Section 14.7 of the CPAP allows the auditor to evaluate whether a thorough scrutiny of Qwest’s measurement and reporting system is necessary to determine that the system is reliable.  The Independent Auditor states that this audit was not comprehensive in its scope, but the experience gained from the 2003 CPAP Audit enabled the IA to look in detail during the 2004 CPAP Audit at many areas that could not be examined for 2003.

B. Background

3. In the 2004 Audit, the IA addressed 23 CPAP measures, 57 sub-measures, 133 product disaggregations, 12 measures with retail data, and 43 sub-measures with retail data. In addition, the IA examined Qwest’s mathematical accuracy and compliance with procedures including archive requirements, statistical analysis and parity calculations, minimum payments made to small competitive local exchange carriers (CLECs), payment compliance, and payment processes. 

4. In general, the IA states the 2004 Audit raised many questions as to how Qwest is interpreting and implementing the CPAP. According to the IA, Qwest has often established standards of communications, reporting, archiving, and statistical analysis that fall below the level that the IA finds optimum. The IA makes 78 recommendations throughout the audit to address these issues.

5. No CLEC filed comments on the 2004 Audit. However, on July 28, 2006, Mr. Philip J. Weiser, former Special Master hired to draft the original CPAP, filed comments specifically on the application of Tier 1Y payments and the process that Qwest uses in calculating those payments. These comments go directly to N/V’s recommendation III-R1 found on page 369 of the Audit Report.
6. On August 1, 2006, Qwest provided comments on the Annual Audit.  Qwest attached a matrix to its comments that reflects Qwest’s response to the 78 specific recommendations in the Annual Audit.  Generally, Qwest opposes most of the Audit recommendations stating that most of the recommendations are fatally flawed in terms of scope, approach, supporting facts, and analysis.

7. Specifically, Qwest asserts that the vast majority of recommendations and findings of this Audit are afflicted by one or more of the following problems:

· No basis in CPAP requirement.

· No basis in fact (e.g., no Qwest flaw confirmed).

· Auditor misunderstandings of basic concepts, processes, or systems.
· Auditor miscalculations.

· Wrong data.

· Invalid or incomplete audit approaches or analysis (insufficient samples; lack of validation).

· Unjustified and tortured interpretations of the CPAP and PIDs.

8. Qwest states that the small number of minor problems found by this Audit are a demonstration of a well-run performance measurement system.

9. Qwest has also undertaken the unprecedented action of engaging a third-party auditor to investigate key areas of the Audit Report. Qwest states that it hired Pricewaterhouse Coopers LLP (PwC) to ensure that Qwest had not lost a sense of objectivity, to validate or invalidate specific concerns, and to determine whether conclusions and their supporting bases were the same or different than certain of N/V’s recommendations and findings. Qwest attached the affidavit of Mr. Thomas J. Mangold, Partner in PwC’s U. S. Telecommunications Industry Practice, and his findings for eleven recommendations. 

10. On August 14, 2006, the Independent Auditor filed Response to the Qwest Corporation’s Comments on the Annual Audit (IA’s Response).  The IA’s Response addresses the comments filed by Qwest, specifically stating that Qwest’s rejection of nearly all of the Audit Report content, findings and recommendations warrants careful consideration by the Commission.

11. However, the IA does submit that as a result of either Qwest’s comments or the lack of concern from other parties, the following recommendations can be eliminated:  RII-14, RII-16, RII-19, RII-52, RII-70, RII-71 and RII-72. The IA also revised it recommendations in eight other sections based on Qwest’s comments. These include:  RII-24, RII-40, RII-52, RII-54, RII-56, RII-63, RII-66 and RII-73. (These changes are all reflected in the attached matrix.)
12. The Independent Auditor takes issue with the hiring of PwC by Qwest to examine 11 recommendations. The IA states that the work product of PwC has little value to the review and comment on the Audit Report findings, conclusions and recommendations since Mr. Mangold states in his affidavit that “PwC has provided no opinion, attestation or other form of assurance with respect to our work or the information upon which our work is based.”
13. On September 5, 2006, Qwest filed a Motion for Leave to File Reply Comments to the Independent Auditor’s Response. In this Motion, Qwest states that good cause exists for this Response as the IA raised 16 new facts and positions for which Qwest has not been given the opportunity to rebut. Qwest also states that should the Commission be inclined to adopt any of N/V’s recommendations, fundamental fairness and due process dictate that the Commission conduct an evidentiary hearing.

C. Discussion

14. We generally accept the 2004 Annual Audit of NorthStar/Vantage.  Attached to this decision, as Attachment A, is a matrix that individually addresses the 78 recommendations with the parties’ positions and our decision on each.  We believe that this decision matrix will be easier for parties and the Auditor to understand as opposed to a normal paragraph-style decision.
15. Our specific decisions address Qwest’s contention that certain recommendations were made without justification or the support findings of flaws in Qwest’s processes. While the IA is charged with certain tasks to perform as outlined in the CPAP, recommendations for audit beyond that which is required by the CPAP must be supported by findings and cause. The IA has fallen short of this support in several instances.
16. However, several other recommendations regarding documentation concerns and report archiving are warranted and should be analyzed in the 2005 audit as enumerated in the attached matrix. We will make a final determination concerning the scope of the 2005 audit at a future Commissioners’ Weekly Meeting. 

II. ORDER

A. The Commission Orders That:

1. The Final Report of Qwest Corporation’s Colorado Performance Assurance Plan 2004 Annual Audit is accepted.  The 78 specific decisions found in Attachment A to this Order are made part of this Decision.

2. The 20-day period provided by § 40-6-114(1), C.R.S., to file an application for rehearing, reargument, or reconsideration shall begin on the first day after the effective date of this Order.

3. This Order is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ DELIBERATIONS MEETING
October 10, 2006.
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