
aarket price. In my view, actual .ales to non-affiliate. in a

coapetitive marketplace i. ample evidence that the .... price to

affiliate. i. a prevailing and fair market price. North Supply

will 10•• this non-affiliate bu.ine.. to another .upplier if it

i. not competitive in the marketplace. I believe that the 75

percent "bright lin." te.t i. clearly exce.sive.

16. B.cause I have worked in thia indu.try for aeveral

years, I am familiar with the structure of the supply and dis­

tribution affiliate. of other large telecoJDJDunications compani.s.

To Ill' knowledge, North Supply is the large.t and one of two or

three LEC affiliated .upply and di.tribution companies that make

.ubstantial sale. to non-affiliate. in the open mark.t. The

Camais.ion's concerns that .om. LEC. and their affiliates may

abu.e the current pricing rules ahould not cau.e the sprint LECs

to lose the benefits they derive from the operation. of North

Supply, the company beat .uited through its succe.s in the open

market to prove that it has prevailing prices.

17. Th. creation of a system that would provide estimated

fair mark.t value ("EFMV") i. an expan.ive effort with little if

any value when actual aales to non-affiliates in a competitive

marketplace are occurring. Indeed, in the telecoJDJDunications

equipment and supplies .ector, I believe my competitors would

provide what I call "entry level pricing" quote. in response to

auch inquires. As anyone who competes for new customers knows,

firms often provide special d.al. to attract business and to
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disrup1: curren1: supply arranq••en1:s. They, in effec1:, price

below cos1: to qain entry into the supply channel. This entry

level pricinq disrupts relationships but does not las1:. Soon,

this price is rais.d. Under these circumstances, the purchaser

may be worse off because the original supplier is no longer able

to provide the product at the previous price, either because the

firs1: supplier has been forced frOB business or because, due to

lost volumes, it .ust pay more for the product. Thus, entry

level pricing is ngt a dependable EFMV. However, firms desiring

1:0 expand have a qreat incentive to quote entry level prices to

gain entry.

18. North Supply pricing is routinely and thoroughly in­

ves1:iqa1:ed in reviews sponsored by. state and federal regulators.

Since 1975, after continuing reviews, the pricing of North Supply

to affiliates has always been found to be reasonable and no ad­

justments have ever been made to the United Telephone accounts on

account of purchases from North supply.

19. I further believe that earnings "incentives such as true

price caps provide far better and far less expansive controls' on

potential affiliate pricing abuses than complex, eXPensive, in­

trusive, and unneeded estimate. of fair market value or the ex-
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ce••ive requirements of 75 percent of sales to outside markets

can provide.

~.I~4·~
Steve L. McMahon
Executive Vice Pre.ident ­
Operations
North Supply company

STATE OF KANSAS

COUNTY OF JOHNSON

at). Subscrib d
- day of ~1IlI&.3111

)
)
)

to before me, a Notary Public, this
I-MIUL.L- ' 1993.

l~l IRtSP." I
1IrAppt.r. ........
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..,.. North Supply
ASprint Company

EXHIBIT 1 to ATTACHMENT 1

Interoffice Correspondence
DATE:

TO:

FROM:

December IS, 1992

Steve McMahon
Jerry Carson

Bob Thompson

SUBJECT: Price Policy

Effective Janual}' 1, 1993, North Supply's Telco division will operate under the fonowing
price policy:

Products and semces sold to affiliates are at prices no greater than similar
products or services sold to non-affiliate customers under like terms,
conditions or volume.

This policy will be moDitored on a~ by the Strategic Priciq Group,
currently within the Telco division. The Strategic Pricing Group's function is to manage
this policy relative to regulatory compliance and prevaiJiDg martet conditions. Divisional
sales groups are ultimately responsible for specific quoted or contracted pricing
decisioDS. The Strategic Pricing Group performs a coDSultative role, providing a
regulatory and market condition framework within which individual pricing decisions
shcnJld reside.

The divisional sales teams should anticipate the need to administratively support
Strategic Pricing Group practices and procedures in the form of documentation ad­
herence and maintenance.. The Strategic Pricing Group is prepared to meet with
individual sales groups to review these documentation practices.

elm

Attachment

cc: Bill Obermayer
Terry Bryan
Vahid Rezvani
Flem Cheatham
Brad Sumner
Adel Rizk



NORTH SUPPLY COMPANY

General Price Policy

Prices for North Supply products and services are based on prevailing competitive
market conditions for simiJar product/service group sales.

AffIliate Price poncy

Products or SeNiC8S sold to affiUates are at prices no greater than similar products or
services sold to non-affiliate customers under like tenns, conditions or volume....

These two general statements rafted the pricing policies in operation for North
Supply. This narrative is written for the purpose of adding clarity and understanding
to these broad general statements. The reader of this document is intended to be a
member of North Supply's management team. The reader's experience and know­
ledte of North Supply is necessary to decipher terminology and to apply the dynamic
m8lket conditions 'against our intemal operating procedures.

The reader should know a separate document has been written for the benefit of
those extemal to North Supply whose familiarity with procedures and daily market
conditions may not be as thorough. The content of both documents is intended to
be the same. A broader level of explanation is thought to be more useful (less
interpretive) for the external readers.

...
The General Price Policy uses the term ·prevailing competitive market conditions.·
What are prevailing competitive market conditions?

Prevailing Competitive Mar1cet Conditions

These conditions are the most generally existing terms of sale (rouding prices) that
exist for a specific product or service at a given point in time. The North Supply
prices that are considered system prices, i.e., affiliate (A) and non-affiliate (NA) are
intended to represent prevailing competitive market conditions for a traditional
wholesale distribution sale.
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certainly, there are numerous individual customer conditions and circumstances
which do not fall into the traditional wholesale distribution sale category. These are
considered to be the minority and are measured in terms of their difference from
market conditions on a case by case basis. The fact remains, however, that our
system pricing cannot address the numerous exceptions. It must address the vast
majority of transactions we execute relatiVe to prevailing market conditions.

To that end, we designed a data program whose objective is to measure the market
competitiveneSs.of OW' system pricing. It is called -pJioe Baskets- and it is CUfTenUy
being managed by Rick Crawford in the Telco Operations cflVision under the super­
vision of Bill Byers.

Prior to price baskets, the capture and analysis of mat1<et conditions for a given
product was very infannal. It often relied on a product marketing person's retention
Ievef of occasional feedback. And, as you can appreciate, with 30,000:1- products
this Is very difficult Price baskets allow feedback to be placed against historical data
and possibly stimulate adjustments in our system'prices.

, It Is important to understand that price baskets measure North Supply sales activity.
. Price baskets do not directly measure our competitors' sales. Price baskets directly

confirm or deny that North Supply's system prices are prevailing competftive market
Prk:es by analyzing the market distribution of North Supply sales. lost buslness can
be placed against price baskets to condude if lost revenue resulted in lost profits to
North Supply. Before baskets, this tool was not readily available. .

Price Baskets

The FCC has become very sensitive to sales from a deregulated 8Qtity to an affiliated
regulated entity at prices above market levels. Regulations (86-111) exist prohibiting
such activity.

..
Price baskets were created out of a need fO( North Supply to know whether we were
in compliance with FCC regulation 86-111. Generally, this regulation requires that
20% of our sales of like products or services be to non-affiliated markets at or above
affiliated price levels.

To verify that this was occurring, the price basket program was created. There are
305 baskets. One is a drop ship basket Three hundred and four of the baskets
contain inventoried items only. To the best of our ability, each stock basket contains

• like products-all the screwdrivers are in one basket of screwdrivers. The stock
.. basket components are represented by material codes and related vendor number.
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The single drop ship basket measures all drop shipments. The scope of the drop
ship transactions and the variables associated with individual drop ship products do
not provide for comparability with inventory transactions. The administration of
pricing policy by the part numbers or groups of part numbers which comprise the
baskets used for inventory transactions likewise does not lend itself to drop ship
transaetions. Recognizing these 1imItaIions. NorUl Supply administers its pricing
policy for drop ship transactions as a single service basket.

The price basket repoltS record the acamuIated sales year to date of ead1 basket
for Sprint OTe, Sprint LDO and the combined non-affiliate market If 20% or more of
the basket sales were to the combined non-effiliate market at or above' afftUated price
levels. then the basket and Its individual components are considered to be at market
level and in compliance with the FCC•

.'.
If the basket sales to the combined non-affiIiate market is less than 20% or at prices
below affiliate sales, then there is analysis of the basket required, documentation and
possibly corrective action to aeate a confirmed market price in compliance with
regulatory statute.

Since the basket measures all sales and all sales are not at system prices CAr NA).
the basket program has an option to exclude any sales entered into the apeciaI price
files. sates which are entered Into special price files are, therefore. subtracted from
the full (all sale) basket. The result is ideally a price basket which records all the
transactions made·at the system (loaded) price (A. NA) levels. This is exadly what
we want to measure. If system prices CAr NA) are too high the baskets could reflect
this in several ways:

1. Less than 20% will be sold into NA markets.

"I

2, A decline in total basket sales may occur.

3. A large number of entries into the special price file.

If system prices are too low, the basket may detect this by:

1. A significant inaease in basket sales for no other reason, or

2. A wide spread in non-affiliate margins versus affiliate maJIQins.

3. Few, it any. entries into the special·price file.
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From a marketing perspective. the baskets can SeNe as a warning or an organized
way of detecting possible change in the mar1<et price.

Spe.clal Price Rles

The importanC8 of a special price fAe entrY by II! saI$S groups cannot be overstated.
tf special prtces are authorized and mt entered Into a special price file. they will oat
be subtraded frqm the ~et. ThIs will drive the non-affiliated prices down exerting
unw.,..,ted downward pressure on affiliated price levels and North Supply profits. It
is absolutely essential that all.sales groups properly manage special price file
authOrization and entry. .'

VVh".. are special prices (non-system prices) justified tor a non-affiliated opportunity?.
The easiest answer is when North Supply can generate more Q£Q!!! by selling to the
non-affiliate m ill the affiliates at the special price than we can by selling to the
affiflates at the existing system price under the affiliated terms and conditions of sale.

( Each division must make their own determinations on a case by case basis. But. as
a special price decision is selected, it is a mandatocy_requirement to clearly

r- '$igcument the appDcable sfdfereot terms, c:rlfferent vOlume which is supporting this
lower than system price. It is also mandatory that a special price be entered into the
special price file. This entry is a part of the documentatiori requirement

Keep in mind that a position could be taken to lower the system price rather than
load a special price. This would be applicable in cases where volume is the only
different criteria The non-affiliated opportunity may coincide with a price basket
situation which is out-of-balance. In such a 'case, the non-affiliated opportunity may
be a catalyst to prompt a lowering of system price. "\

In addition to volume, there are three other identifiable different terms or conditions
which may qualify for special prices.

1. When freight which is nonnally absorbed in the price of the product is paid by
the customer.

Since surface freight from the distribution centers is not charged to the at­
filiated system. a lower affiliated price can be offered to any non-affiliated
customers willing to pay freight The percent difference between the current A
price and the special non-affiliated offered price must equate to the freight

• expense of an anticipated typical shipment The Traffic department will be



- .

5

required to qualify that expense. Therefore, a projected typical shipment ex­
pense as a percent of the affiliated price must be determined for the product(s)
offered on a freight paid basis. Proper documentation is required.

2. When a hard contract (take ex: pay) is negotiated with a non-affiliated customer.

Affiliates do not guarantee that they-win purchase any fixed quantity from NSC.
A non-affiJiate that commits to x quantity CNer a y contract period can be
offered a better price than the affirme when:

A X quantity is greater than the affiliate's prior annual usage.

B. The product In question is not an affiliated standardized product.

..
• Again. a contractual commitment implies there is documentation available to

support this non-affiliated customer guarantee.

3. When a vendor has identified a specific non-affiliated opportunity as qualifying
for a lower cost of goods than North Supply currenUy receives from that
vendor for the affiliated market

In these cases, it is assumed. the vendor is willing to pass that lower cost to
North Supply. North Supply, in tum, may lower its offered sell price to the
non-affiliate by no greater a percentage than it received from the vendor.

Again, proper documentation is required.

Conclusion
'\

The objective of system pricing, price baskets and special price files is to provide the
means to measure market price and to implement pricing in order to achieve our
financial objectives. These tools are not intended to restrict sales. They are intended
to maximize the profitability of the company in all markets. They must be managed in
concert with one another to be effective. If anyone of them is analyzed by itself, the
dynamics of market price becomes undervalued.

The procedures and practices which support these COl1cepts follow. The manage­
ment of these procedures and practices belongs to' ali sales and marketing person­
nel. Since these are relatively new, they are SUbject to some modification and
evolving improvement. This is encouraged. Submit any concerns or questions to
Rick Crawford or Bill Byers.



All A.Meumenl or tbe
FCC Notice of Propelled Rulemak10c

an
the AmUate Relationships of Sprint North Supply Compal1)'

n,..,ylA1d MID, PIt.D.
M VIft'.....

G ,c:h "MOe..ta

IDtrodudion
On October 29. 1993 The Fedoral Cummunications CommiS~l(m issued a Notice of
Propoeed RuJemaJdog for comment by iote~llCd panics to Procccdiol fCC93·251.
Sprint Corporation engapd Gl"Hllwic:h ABldatei to usist its suaff in dle preparation of

I respoa.e. One arell of general concern eltpreued by Sprint manapment was the FCC
pmpolCd restriction on the use of Prevailing Company Pricing (PCP) method» to

relationships where the non TI!llulllted affiliate !CellM at lea§t 7~% e)f in output to non·
Sprint enterprises (hereafter refe:tTed to as non affiliate ¥Mles). The 'FCC arlue~ that

restriction on the use of Prev&ilina Company Price is wamnted given .

-the inc;on.iKtent treatment of prevailing company pricing methods by

affiliates with each other; and

'\

-the unneceSlaty bu.rden it presents to botb the Comminion Mnd the
carricn to differentiate anei Idminiater

Ostenlibly. the FCC propoJed relaic;lion offen the aaeacy the means to imprcv(

reportini and monitorina of the cmiers' ~lation~hips with their affiliaa. However. h i5

our professional opinion that funher restriction on the usc uf PCP is unwarranted and
unnecessary to the acbievement of better reponinl and mnnitorini of aCfiliil:C

transactions.
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laue
At i~suc in tbis proc;:ccd.inl i~ tbe usc of ~vailinCCompany Pricc(PCP) methodologie!'

in detennintna the price charlcd tu the reaulaled aftiliates of Sprint C.orporation by Sprint
North Supply Company. The t:CC sUllcstl lhat Prevailin. Company Price sbould be

excluded from the Jist of acceptod valu~tiun method' for produ<'-1S/ven'lCCS provided by

Sprint North Supply Company to its affilia~s beQlUIiC it flil~ the "armK lellltht' telt

deemed the most reliable determinant otmiona1 economic behavior. The FCC impli~ ­

by its ~taced prefcence for "arms length" relationships - that such relationsbips offer
regulaton an inherently hilher level of cunftdenCe tn ma.naaement dechiions than lblt

presented by campara-ble tran_tions amongllt amlta~~. Yet with rue cxL"eptlon. the
major abuses of public ltuSlln the procurement area have been with non affiliate rather
chan affiliate entities.

Principal OblervaUona

Upon examinarion of the Affiliate UIRHaction rule chan8cs proffered by the FCC in this

Notice I bave concluded that the propo.ed set of revisions are univenally predicated

upon flawed logic. ignorance of fw;t and. unwarranted fear. The latter is eltremely
difficult to address. The former two are euier. The balance of this paper will be

devoted to cxplorinl instances of that flawed lOJ1c and ignorance in the hope of
improvinj the produclS oftbis proceedin•.

In contrast to the c:onclu..tons presented by the FCC in lts NatIa.l ~ld submit that .

Sp.....t Non.. Supply eompa.y wmpeteJ In both "latemar' and "external"
markell tllat are effectlvel,y equivalent I. tIIelr buylna meatallt1el
The Sprint Nonh Supply Company cutrCntly supplies the principal material

requiremenu for I)] of the Sprint Corporation'lI local cxchanae company
lubsidiarie$. It does so without a malltet ennuactull qreement whicb binds any

lubsidiary to purchase any material products ofTerecl by Sprint North Supply.
L'Rtead, North Supply employs a two-element !(tratelYof l)price and 2)service to
mainwD the bulineslI and .oodwill of its intemal cultomerR.

"he effectiveness of this stratelY has been recently demonstrated with the
roatsilnmcnt - ueer extensive mlnalement IvalultiOA - of Central Telephone

Company's material manqement requirements to North Supply from Alltel
Corporation. Sprint's local telccomm~nicationR division mln&lemenl ciled boch

lower COIL and enhanced service u mzijor c:on,ideral&On." in its cieciJion. The
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dec:ision tn reassilD fulfillment responlibilitic, to Sprint Nonh Supply for Central
Tclcpbonc evidcm:es the :xisteDcc of certain &cision anribuce, characteristic of i1

fully compctiu\le mark.ct-

.independent authority for decisions is vested with the customer
-alternative sources of supply are available
-aegodable tmnl/condil1ons for service iIR' available
-right of tescission/employment at wtU by boIh panies

Collectively, the four market auribu., produa an Uttenlal ReIOriatinl framework

Ehat roulhlY parallels an open market. The relationship prm"..m W' fails upon the

mutLlal satisfaction the p'mit:~ c.erive from the bwtinCliS arrangement.

Eu..'1lination of the business relationship betw"n Sprint local ex~hln.e units and

Sprint North Suppl)' Company closely parallels the bu~ineSJ relationship Sprint
Nonh Supply Company maintain. with its non affiliate cu~tomel1i. Here apin.
with only very limited Ule of conlraclual IlfCement$ (only in eX1rlordin.ry

CircWUIW1Cel) Sprint North Supply Company hilS chcuen to employ price and
aervice as the crick..-alitrategy components in ac;quirina and tel4iDinl non affiliate
customen. Here acain. Sprint maint4in~ an equivaleDt let of.operating luidelines
to govern it~ business rcbLtiun~hipf)-

-independent authority for decisiuni b veateel with the customer
'alternative sources of supply~ availAble
'negotiable termslcoDditions for scrvic.:e are available
-nlht of me:i"ion/employment at will by both panics

....

It is our profea~onal opinion that Iny ,hlltlCtCrization of the amihue markets and
non affiliate markets of Sprint North Supply as clisuactly - and necessarily "
diffenlnl in their constt'Dct • and conduct· h; 1& mi¥characterization of both lh~

market mechanisms L'ld the individual participaDts. Funbermore. we hive

c:OIlC1udcd that because pl11i~ii'ant. in ei':h of die Telpective market 'lamentS

exhibit tl hilh dCIfCC of .imilurity in their approKh to business relarion¥hip. they
will evidence similar behllvior~ when presented with price and service
considerations. "fhmfore. I sec no rc.~n for Sprint to continu" to distinJuilh

between these two market seements in regulatory rep~sentatiun8 nor 1.0 endorse
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any artificial dtffercnuation in the WilY North Supply is permitcec1 to address illl

reapccu\'c markets.

Prev.IOOICo~y Prk:e equat. au "prevailing eompetttlve price" tor both
.Wlatt and non .mu.te tr.....edon 1I1Itten Involwnc Sprillt Nortll Supply
ConlPIIDY
Sprint North Supp!)'" priem, Jr.cthocloloaics effectively provide li price ranee on
1[; pnxlucts that clusely parallel the laDle of price~ ilvaiJable on the open market.

The c"tmpany merhodolOlY poUpll equivalent products (i.e.• polentiul ~ubSt.itulC!I).

adjusb for volume and ac1minisrtltive COh1$ and set" tar&Cl prices for all cu~wmc:rs
-affi6.. and non affillares - in It nondiKriminatory manner. Since 1974 the levei

of non affiliMte .leli bas continued to IJO~· steadtly • in ,m')J)OTtion to its afftlilLte

sales. offering conclusive evidence thal the price charged by Sprint Nonh Supply

is ILt lea¥t within the range of market toleTIIJlCe. Given lbe ract that Sprint Nonh

Supply bas not liet its prices wim Lhe intent of maximizing it$ non affiliate market
iJwoe it is relitiunable to conclude that its price¥ tare 5ufficienlJ)' competitive with

those available from other $Ourcc:s to be deemed acceptable by tbe FCC as

'·'Prevailing".

T.It.'....UH of a ".PftV... · 8I11"I~.. idvI pria". it Ute Oftl}' teulbae .ans of
~ilterlftlrlOU conducted b1 Sprant North Supply Company on
Willor tile .. .. t Corporation aftillatea

Sprint North Supply Company scrvea III the principal purchasinl alent for all of
(he Sprint Corporation's local cxchanle company subsidiaries u well ;1$ over

12.000 non affiliate cntitielii. In its capacilY as It whulelialer to those entuies it

reviews. evaluates and ultimately IU;quires tens of thousands of productl,

replacement (:omponents and mllCrials. Sprint North Supply must conUnuou~ly

reeva!ua1e the delivery schedules of its supplien, stockini level» lind demand
fOlCCal1i to balance the poICntial economic bc·nefit available to iu c;:licnt5 offered

by consolidated procurement Ind h§ tnal~rlal handling costs for shil-lling.

wmhousinl and asset Kcounlina.

'The ute of a uniform prevailin. company price for botb affiliates and non

affiUatea provides Sprim Honb Supply the ability to normalize fur periodic

manaacmcm purchasina decisions whic:h may tempomrily increase/deere," the
unit price of its various iupponed prodUClS. It also provideII CUltomCl'$ • both

affiliate and non affUiate - a degree or price 'Inainry evident within I fully

competitive market.
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The propueed '541 stancIIrd for tile ute at pl'f~aWnl company price (PCP) is
u.r.-mable and unachlevlble in • fUll, c:onapetitivt market
The FCC has prupuwcd in thb Docket to deny Sprim - and the industry • the

option to use Prev.Ulna Company Pritt' method~ for charlina subsidilries for
purchases from Sprinl North Supply unl~ss it cln dcmonllttate that over 75% of
Sprint Nonh Supply's siles are to non affiliates. It is unclear fmm the Notice the
ev1dendary buis for me recommended 7~~ level. However, one can nnly
conclude that the PeC has independently de.,.,ined the PropoJed standard to be
reasonable to achieve.

In facl, the standard appears W\re&lonable to either altIin and/or mainwn in tbe
CUft'el1t marketplace. Far both Sprint North Supply - and the industry u • whole ­

the 7'~ level reprevcntti a vimally ;mpenetrable bazrie.r. No affiliated
procurement organintion thal ~ are familiar with currently sarisfie. the
propoaed requ.irement. Currently, Sprint North Supply Company derives
approximately 61 CIJ of its revenue from non affiliate salel. This represenb the

highest attained level of nun affiliate sues of lOy affiliated procurement

OI'aanization subject to this protocdina. That Ichievement hi the product of an
extremely 1lIRIsive sales C{fort on the pan of Sprint l'onh Supply conducted
over two decades to find additional domestic and international markets for
products/services it is currently authorized to offcr.

In order for Sprint Nonb Suppl)' to substantially improve its ~lative performance
Igain~1 the propoied FCC standard. Sprint Nonb Supply must effecllvely de­
emphasize itfl supplier role In tbe Sprint affiliates or sublitantially int."Tease it"
competitive effectivenels in non affiliate markell. A~bion to employ either ­
or both -of these strateaies would offer no substantive benefit to the local

exchange carrier units in the future which we believe i, a major tonlideration
isnored in the promotion of such a mquitcmem.. Any de-empbuil on affiliate
pi'ocuremau eould produce inventory ShONleI, increalcd oreer intervals and
hiaher material prices to the local exchule companies.

)n~cd non affiliate NIcs could ()nly be achieved at the CAl)CIUC of ano~

supplier &nd at ponibly unattntetive tenn./~onditions. Over the past decade.

Sprint Nonh Supply Company has pursued an &lP"ive - but prudent - str1lte~

which balance" intern.) commitments to affiliate clients with the auracti'Yeness of
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DOll affiliate mll'Kets. Despite its 111fe.siveness, t!\at stratelY hai allowed Sprint
Nortb Supply Company to only slightly improve its relative proportion of 11011

affiliate ,ales in reseent )'ear~. Sprint Nnnh Supply's; relativel)' small increase 10

Don affiliate Illel over the "a~t decade reflects the inl.Telsini cumpetition from
other wholesalers and manufucturen. BliMd upon ~umnt market conc1ilions it Hi

mtsonable to conclude that neither Sprint North Supply Company nor any ocher
PartY to thili prU\,'teding can achieve complillnc:e with the prOPOdQ FCC
Ta.}\Iircmentll w;thout lfilnmcant n:alianment of n:lOUfces anQ.ome consequential
Qcl1'ldarion of its affiliate commiuncnt. nit would be lU' uruacccplablc tradeoff
and reprel'Cnl a wi11£ul abrogation of public responsibility on the pan or the
corporation if it were authorized.

With the likelibood of acbievina the 7S~ lcandard hilbty improbable· if not
imp05liblc, it can only be concluded that achievement of the ~ta.odan1 is nOl a 1011
sought by the FCC in ils propoaal. Insread. the rCC propulCI to koowinlly
establish II standard no one is able ur willina to pursue. This is not on1)'
unrea~nable it ~stitutes punitht fegulatlon.

TIle propcIIeCI15tJ1l staIIdard for tbe use oIprevaBlna company price (PCP) II
un.....ty in. competitive market

lbe proposal by the Commbsion to restrict the ute of P1'evailinl Company Price
metbodologies in situations where companies can demonsmue that over 75" of
tholle tranAcnon, are with non affiliate~ ~I1Bse~tA that affiliate·trlftsactions based

upon P!evaiHns Company Price methodologies have an inherent bias that
disad\tlntages fC.ulated aff'iUlceS. l"he imposition of su~h a stanc.latci BUlle-lttl
that lfuch biti can only be mitipted by the elimination of PCP or by the additiOJ'l
or sianiftcant levels of 110ft affiliate mukc! demand. '\

First. the Commission hu not introduced in thil prcc,::edin. suffICient evidence to

~ulle.t that such btL" does. in ract, elUst or if it docI exitt that the impo.ttion of
lucb. IUV1dlIrd will result in an)' improved COllt to the rcaD1alccl uniu.

Second. die need to encourqe srowth in non affiliate demand is unnceClillr)'.
Sprint North Supply Company is an independently man1led unit of Sprint
Corporation responsible for its own financial performance. The company ha,; a

'ipifi~am stake in the non affiliate business awket which it must defend against
competitive en"'TO~hmen' lInc.l ~IlLilify new requirements. With the proposed
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deployment of new ~lecommunicarions networks in the next decide by non­

traditional player, it is reawnable to concJudt! thal North Supply will be

agpsl$ively pursuing the business opportunities the)' present. Any standard thilt

the Commis~i()n may choose to impose in thll envimnment is completely artificial
mel lICks any correlation to the market performance of either Sprint Nonh Supply

Company or any other competitor for that business.

T. propoHd 15tJl, standard for tile ... of p...~.ilina company price (PCP) II
tMotetically uftlllpportable In a cOmpetlti"e market
1. CommiSllion offers no supportable reseuch to conclude that attainment of a

75% non affiliate revenue component is in the public intere~t. A review of
professional literature related 10 • and academic research condut.1Cd on - affiliate

transactions fail~ to offer any theoretic.! fuun4ation for the establishment of the

proposed standald.

Conventional market tUlLD.cement theory sUlpats that any markctinl stratelY
which endeavors to produce a defined mix of rneDUCI (such u that envisioned by

the fCC for compliance) can tmly be achieved by utllizin. c1iIcrimmatory pricin,
methods to achieve. Olven the restrictions on priciq set by the fCC in Docket

86-111 any U~ of discriminatory pricing to achieve tbe desiftd !Itlndards
proposed in thil docket would be a violatiun of the. ternu pre'lcribed by that

procecclinl·

Tbl propoatd 15fl. etanurd will elfectivel1 rtduct .til. buyer I.nuenee
avallablt by tltt tITillates o\ler the op.ratlons vf Sprint Nortll Supply
COlnpany
The achievement of full compliance with the FCC test by Sprint Nonb Supply
Company will ~ui~: a)sianificlRt reallocation of .xi~rins resources within

Sprint Nonh Supply Company. b)increasecl sales and marketins elCpOnditure5.

C)inCRl5ed inventory commitments (borh stockinllcveh and clUllog items) and

d)ly'tem~ mana.cmcnt enhan,cmenu. The~ chanica would constltlltc a
IU1Itelic ,hift in the ditectional development of Sprint Nonh Supply Company III

weU a.~ its value to Sprint CoJpuTlltiun which cannot be easily com:cted.

Cumpbance wUl bave me effe<.,ive Raul! of mluclnl the buyer influence which

can be exert.'ised apon North Supply Company by the reJUlated subiidiaries of
Sprint Corporatiun. A~ the cnllective bUlaining power of the affiliates

diminishes they will have len abilirj to pre$erve the extraordinary service



coDditions now provided tt':em by Sprint North Supply without supplemental

financial con~ideration.

TIle PI'UPUIId " .. ICandard could jeoparilze tilt .,.¥iee commltmtat to the
Sprint aml_tes
The Sprint Nnnh Supply Company is reltpom~ible ferr cnsurina operl&rinl unlt\ of
Sprint Corporation are adequlitely supplied whh ml1mal and services necenlJ')

to achieve their teSpeCdve perfunnancc 10alS. Delpitt= tht Cact that Sprint Nonh
Supply generales more revenue from its non affiliate CU$tom~n its primary
commitment to Rtvke bas been, is and mUir (;onEinue ro be me afnJbded bLlsine~s

units of Sprint Corporation.

Any failure on tbe part of Sprint North Supply to effect;vely §atisfy the

performance expectations of the SpriIil affiliate entitit5l could result in tht

wilhdrawal of'the affiliates as CUStomerlS (If North Supply. The establishment of a
mandAtcc1 tUBet fot' non affilial.( sales inuociucelS a potential chlllcnic to North

Supply's commitments to the Sprint affililtOs.

Ccmdulloa
The burden of lliDiDI public; acceptance for bUlincsl relatioDship. between Sprint

aftili.te. and Sprint Nonh Supply Company must be borne by Sprint manaiement. The

benefit provided to Sprint affiliatca by that il55OCiation cannot be replaced or replkllted by

any mher institutional telaUumjhip - it can only be lLJp1isively dcfcnc:lecl by tDuaf,cment

in every public (alUm offered to it. An,! wiIJincness to accept furth~r restrictions upon
that relanonRhip will vinulllly foreclcne any opponunity for the Sprint telephone
company affiliates to retain competitive parity with new market entrants.

'\
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An A8ea••at of tbe
PeC Nodce or Proposed Rulemakin.

on
Ibe Amalate Relltionablps of SprllllltJaited M........at CumpaD)'

Grelor, Lv,. Ma., "ll.D.M....... Vie. Pr..~••t
GrMGwlda " ..ad.t,.

Iatrodudioo

Affiliate interesu remain nne of the mOlt widely eumined and debited subiecUl in the

telecommunications industry. Public hearinls ud re,ulatury inquiries inlD affiliate manen
have been conducted by over two c10zen itate teplatory alencle~. 'he Federal

Communications Commiuion. the National Association of Re,ulatory Utility

Commissionen. the United States Conpess and a number of trade assuciutions during the

past ten yean. Delpile the extraon11naty attention pven to the 5ubjeet. public: opinion

te,ardinc the merit of luch relationlhipi bas not been alte~d sianifl,antly • nor is it

Cltpecred to in the near future without substantial improvement...in the way ~uch busineu
acUvities are mprtsented to Ihe public.

The FCC ill Docket 93·251 sU'Jata once apin that hArlC complex. orpniwions such as
Sprint arc iDherendy len efficient than Imall companies in lhe delivery o!
1elecolllnnmic:adons servicew. It implie~dlat .mU,te 1'CllUonships contribute 10 the ClUtion
of unnecessary layers of manqcmcnl cltpenle which arr. coleraled only because such

"lttraordinary eXpeDa are n!JCO'\'eI'abJe from rate pa~ of the reau1ated subsidiaries. The
FCC recommends a Aeries of chanlcs to tbe current affiliate tranSactiOfl rule. Ipe,,:itically
deliSfted to demonsttale that inefficiency and excessive costs do exi~t • whelher or not they

duo
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One such rule chanp is the applic;ation of an cflrlmllted fair market value ~t (EFMV) 10 all
transactions involvinl the performance of s~rvice. by une affiliate for another. Service
tntnsaetions principally CUDIUtl1tC activities perfonned by corporate parenL orpnizaOOON on
behalf of Iheit subsiCliary bUline~'S units. The affected m-vas generally comprilJC e»»entW
legal, fUl3nCial, manapriaJ and teehnical activities that. if performed independently, would
ellpnder duplicaiion of etTon, add.itional cost and the incrused probability of inc;onsiscnt

reponins·

While it remains UD$tated in the Notice it is reasonable to~ludc that any se:vice • (I' set
of service~ • which fall to meet apre~bed "market lest" would be prohibited or ils use
discouraged for the futLIfC. This father 5ummary appruach faili to consider the many
intrinsic benetit) of c:cnualizcd serviccll =tOt iLlWilYs evidenced in statistical exercises such as
EFMV.

w~ do not mean (0 im~ly by OllT commcnu; that estimatell of fair maTk.et value are not
imponam mcuUJes of relative WIt and perfonnancr: and where the confidence levtl ofdata

used in the estimate is hiah, the U5e of EPMV methoc1olo,iel merit consideration.
Similarly, where EFMV output can proYide mana.ement a meaninJfUl foundatinn for
decision making we would endorse iu use.

Neither of the1lC situations exi. in propolina ule of an EFMV teit to eorporare services.
The relative confidence IcYel far market prices itc exuemely low u evidenced by a numbe:"
of beTtc;hmarking surveys and value ~'tUdie. undertaken in recent yean; by members of the

industl)'. Decisions to centraliu and de~ntraJize services have been in tesponlle IS much
to tecbnoloPaall&dvluccl, increased business ri.k. cuatomer expectations and productivity

'Oalll as simply to achieve parity with some target cost. Manapmont malt c;:ontinue to
balances efficiency (co»t) and cffecuycnc$s (customer latilf,cdon) to ensure iu future

.ucceu. Inordinate emphasis on the Ule of I sinlle mCilSurentenl such a~ EFMV faillii \0

~zc the ;mponance or that balance to me public.

The impact of the FCC prapolCd chule to the Unitlld and Cella} Telephone Companie~'

operations of Sprint canoot De overemphuized. SprintlUnited Manaacmenl Compan)'
(SUMC) serve~ a.ll the centralized manaBerial control point of the United Inci central



these affiliates in (ultillio. the lelal .l1d n:aulatory ubllptions common tll all of the
busine"s Cl'ltitie5.

The statT or SUMC functions II both adeterminant of corporate SUitegy and II. primary
control rnechani!'iT11 for atf1lilte complian,,-e to that corporate litrategy. This !ltaff provideE

directional support to management and staff of the sUbuc1iary bu~in.n units necessary for
the business unit to fulfill its "Iigned role in the corporation'. itratelic plan.

The Sprint Boarc1 orDim:totl hIS establi.hed In ex.naive operatiOilal roJe for me SUMC
corporate staff. Perfonnance of this ro~ "nerates a set of administrative Costl ultimltl:ly
charpd to the Service Apeement l&Jld lubaequendy _i,ned to die subsidiary bUlineSI
units forreimbul'sement.

The magnitucle of cost incurred by the $talff of SUMC is directly wm1ltcd to the role
defined by the Sprint Board of Dim:ton for them in the manaprnent of the corporation' ~
enterprilleS. Comparina SUMC CO$b to ocher compani~. in the industry would be both
inappropriate and mille&ading since this role vmca si.nificandy aero-a die industry as
companiclI have selected different Oflutiudonal stnaCtlft5 ilnQ operational sttllcaics to

pursue their independent objcetives. Likewise, other companies respective C~11t1Uc:tures

vary lIipiliicantly 1$ a ret1«.1ion of their Ofaanizations and 'operations. Any compari¥on
between them il incn:asina1y iJTelevllnt both because of the limited comparability and the

chanCin& Ofaanizationa] composition in n!spon¥e to altered market conditions and new
corporate gOMIs.

. Coals proVide the cor.c..&:&a1 framewotk within which me Sprint Board of Directon and
manapment have pursued various corporare Itrateliea. GOall have also served to shape

"the orpnizational StI'UCt'" and lIffi1ilte relltionships which exilit between corporate ,taft's
Ind the subsidiary bUlincas units. It is from these pis that the lOt of corporare servicell

provided under the Servigel Ap'eement emerse as critical management activities.

Ac:ademu.ianl lind buliness practidonm lenerally alrcc thll aoals live definition and
pUrpoIe to tbe decisionll or manapment. Ooals pRscribe the breadth of alternative
orpnizadoDl1IUUC:~s and mana,ement relll!ionships which would be consi\icrcd luilablc

to the achievement of the corporation'lf objectives. They narrow manqcment'» decision
horizon lnd simplify its decision pl"OCCsles. They also llene tn pre-dctennine tenam
outcomes.
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Pret'ept
Four principles lovern organization de~ign lnd pTu~ide the net'tuary set of parameten

around decisions of nreanizanunlll structure and management relation,hip. !belie
prindplts define a p~nning envelope for management 10 use in the aehievemenl of it~

corpome ps and obie'-1ives. Briefly swed these four principles ate:

ecqlln;utional .uuctures m defiMd to facilitate the effective execution of

cor..- srrazeliel

'oraanizational structures chanae to reflect changes in corpllraIC objectives
ILnd business straU~IY mquirements

-business unit autonomy is determined in accorliKn\:e with stratclY
ftqunmcntl

·bus1ne.s unit ~tra\eaiCI are 5ubscu of the clX"pOra1e nrategyand edit to

fulfill corpomc objectives

Academic literature cont,inues to advocate - and the besl business prac.'tic:e continues iO

delDOhSDale - the importance of lhe~ four principles in Mrategic business mana.ement.
There is nuthing to suasest, in either the operational reqUirements of the
1elecommUD1cltions basinesfl or the reBut.tory proc:esses which luvem it. that disregard ~Or

these principles is prudent or proper.

Orpnizationa. Pe'lpedive ...
Sprint has 11rW,."lVed hi subsidiary business units around I bi-modal format. Jndivhlul'
business u.aits are grouped beneath xnior corporatc officers who provide manllcrial
support for the respective business unit.~. The oraanizatiunal SU'Ueture provides Cunctionai
lelmcntation and specialization between ceniraliad staff urJanizatiunl and their
dcccntnlizcd operltinllUbliciiary counterpans. In this anan¥C'"cnt IUltelic policICs,
procedurea. practices, prolfltUS and product, ue defined at I ~ollsolldated level and
aSli,ned lID Ihe 5ubsi4i&ries for implementation. The work prcductl developed by the
staff. _ ~ificilly dclilllcd to achieve specified oorporlte goala and objecdves endoned

by dle corporate board of directtmt.
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Manaprial speciallzalion such as chat employed by Sprint defines two primary manapment

roles fol the hcadquaners sw&

Control - the procel5 or Jatricting the polcntiiU MIt uf IICdon~ of

subsic:Wlry mlRllFntCnt 10 I pre~cribcd set of altml&tiYe~ which are
cunsis~nt v..'ith upproved corpcnte goals and objeaives.

CoorcllnaUon - the pTOC.'C~ of duu,'ting business unit resources to

a specific let of operadonalllnd managerial priorities n~·slary to

achieve predetenr.ined corpcn.te I'Jltl, and obj041h'e1l.

Both manllcment functions are critical to Ilny organizauon's mission and are essential
reprdless of the ~pecific organizational design. In multi-unit orpniutional itruCIUl'eS lIuch

as the United and Central Telephone Companies. resource control and coordination are
nftl11ely important to ~ost-effectiyc manacement. Conaul is eSlentialco eDlwe cODMued
lela! and regulatory compliance in a constantly chanSing businelS envirol'lment.
Coordinldion ia I*:e~,ary to cm\R openr.tional continuity and =:hnolOlical compatibility

in the Jiubsidiary business units.

The full benefit of control and coordinatiun principlel. however. is not rccolllizcd by
meuuroments such as tbe EFMV beeause benefit is larae1)' KCl'ued ~t the subsicli~ level
ramer duin It the torporaue level and cannot be easily translated into lpccific expense
C&1C&ories. 1L CCltne.'i in the form of shaner repair intervals. lower capital requircment=s.
enhanced preventive maintenance pT'Ol"ams. shoner product development Intervals, hisher

quality tran5t11is,;ion levels and a myriad nf orner operationallmprovemems IJ: the operating
company level

By maintaining a broad level of involvement by the SUMC Iliff in plunin. and operations

acuvilies of its subsidiaries, manqement employs I highly participatory OCSlnizarjm model
that establisht·i the SUMC depanmenu in leadership ro1el for now and in the future.
SUMC staff hive intimate knowledp and undentlndinl of 1be busines. enhanced b)'
rotational assignmeJUa. etC. In an i:tclust1y such u te1oc:ommunicationlJ where the future

offen 10 much uncertainty extl'lOl'dinary coordination and control is essential to enlurc
Rsponslve and responsible manllcmenr decisi.ons by me corporation.
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The need for SUOIIC directional control is even more clearly essential Cor the United and
Central Telephone Companies' local exchange opertliOM becauIC of the relatively limall

size of its individual llItlte operations and geographic dispersion. The UIUted and Cenulli
1'eJephone Companies· total local exchange operations rouShly equate in access line!! and
c;uswmers to a number of linale stale local exchange curim (e.g., New York. Telephone.

New Jeney BeU,Pacitk Telephaae. Illinois Bell. Ohio Bell, BeU af ~nnsylvlltia)who, in

our opwoa. benefit immealdy ill both orpnization choice and cost 5ttucture~ from I

popaphic concemration of custOIMn. Sprint lacks that hiahly favorable eo3cenll'ltion of
c;u¥tomers and, therefore, haa limited Ofg:lnizational choice~ llnd limited altemative C~t

structure••

•'lDdlnp/Cond'ilioDI
Examination of the FCC proposal hu led us to conclude a number of deficiencies exist in

the FCC'r. rationale for changes to rules. These flaws diminish the reliability of ilny
application to service transactions· especially those involvina SeNko Alreement expense~
incurred by the Unitecl and Ce·ntral Tdcphonc Cumpanies' local exchanlc units.

Specifically. we submit that·

The compo,IUon and COlt of etntrlllzed service. provided to
Iublldlary bUllness ...Ita I. a tunctlon of the Sprint oraaDllaUon
mod.1 Ind lacks any equivalent buls tor deterrmnlng ••Umat.. f.lr
market value

The Sprint boarr1 or c1irectorff hilv establisbed a two-tier organizational SIrU~ture in
which it has grouped &11 subsidiary busine5N unill. Services provided to the
subsidiary bU5inen units are c:leteml1ned by their univcnal need and economy.

Costs foJ' such service" are assisned to each of the recipient orpnizadons usinl a
coASillent cost allocacioo merhod fOl alliubsidilriet;. The proponioa of cost for
any corporate Service usipd to a subsidiary will very in 1CCOfdan'-'C with the IOtIl

incurn:d. CORt by the Ct'I'pOI'I1e department and. the methcxt chosen 10 allocate the COlt

rothe bU8ine~ unit.

The dBatO COlt to the lubsidiary busin... units tor lClVices provicled by the
corporate staff is a reflection of the scope~ lIel'Vices pmvided it under the Service
Apeement. The Umtcd and Central Telephone Companies have determined thl! it

is in their best interest to have I corporate stiff It SUMC thlt provide. It fairly
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extensive UTa)' of professional and teehnical 5er'\'ices. Thi, approach reAulb in
relati\'ely liUlC a1locaria1s by SUMC to me affiliate.. for tbe COSl d th()~e serviees.

Some members of the telecommunications community have setLled upon diffe~t

oraanizationalsttUClure5i, dmned tt1eir corporate role smaller and. therefore. have
incurred less affiliate expense and mare direct kal expen8f. Still others have
'ooFt to cenrraUze u much WI pOllible to their curporale cenrer. The l'e,""l hll.

beeR Ibe notable absenc:e of any Wliform orianizational model upon which valid
companIOn, waht be made..

It is the opinion of Greenwich AIIod.tes that without a pncrally ac,epted
Oflanizational model any uttempt to pUle an cstimatecl fair market value fOT

corporate !ttYices would be unfair and unprofessional, .

Tlte~mpltmebt 01 corporat~ .ervictl provided by SUMC to Its
afftllate unltl Ii comprellenalve and CWIIllteat wltll tbe Itratelle: role
dtli.ed for tile corporate Ilart.

SUMC properly employs a pmfasloDal corporate staft'orpnizadon to aupent the
manapmem resources of lbc Uni1ed and Central TeJ.ephone Compames' businen
until. The corporate stal!' Is responsible for tile development of policies, practices.
procedures. products and programs necessary to achieve corpc.nte defined loals
and objectives. Funhennore. the staff serves to control allocation, and coordinate
the use. of corpurate resources by the affiliate bu.inels units. By endeavoring to
extend corporate Ielpo!1sibUity to resource coordination IUld CODtI'Ol, SUMC has
Iegitiml1elyb~ lhe scope of support available through cenU'alized resource
manaaement. (n dainl so, it ha.l; outlitlecla pIII1icipant role tor the corporuc staff in
&he operations of the aftiHute business WII.

It is the opinion of Greenwich "asoclatel that the complement of services
pzoyidcd by die eorponlC Iliff is suff'1dent to enlure this participanl role is

bcDcf"lCialto the affiliate and does not ~p~sentldditional Wtit to the atn1ilte Unitll

in the performance of their uUlned objecUyel.
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