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Re:
CIS Transfer Issues

Dear Alan:

CIS received prompt feedback from some of the North American Numbering Council (“NANC”) members on the supplemental material distributed Wednesday, March 24, addressing issues raised by NANC members about the transfer of the North American Numbering Plan Administrator (“NANPA”).  We wanted to respond as soon as possible to the additional questions and issues that some NANC members posed after reviewing the supplemental material.

First, NANC members have inquired how the quarterly neutrality audits to which Warburg Pincus and CIS have committed as part of their Code of Conduct would work in practice.  CIS has prepared a document that sets forth many of the mechanics for conducting the quarterly audits.  CIS also has agreed to consult with the FCC, NANC and Limited Liability Corporations (“LLCs”) to further refine the precise scope and content of the audits.  We have attached a copy of a proposed approach to the neutrality audits. CIS agrees to supplement its response (“Response”) filed on February 16, 1999 to a series of FCC questions concerning the NANPA transfer to more fully describe its proposed audit procedures.  CIS will supplement its Response well before the April 16, 1999 filing deadline for public comments on the CIS Response.

Second, some NANC members expressed satisfaction that Warburg Pincus agreed to report to the FCC, NANC and the LCCs:  (1) within 20 days after Warburg Pincus acquires an equity interest of five percent or more in any U.S. telecommunications company, and (2) within 20 days after Warburg Pincus becomes aware that an entity in which it invests has begun to use numbering resources.  Some NANC members asked that Warburg Pincus and CIS ensure that this commitment is placed on the FCC’s public record.  CIS will supplement its Response well before the April 16, 1999 filing deadline for public comments on the CIS Response.

Third, some NANC members requested that when CIS reaches agreement with the LLCs on the transfer of the Local Number Portability Administrator (LNPA”) responsibilities, that it place on the FCC public record an acknowledgement that CIS has agreed to post a 
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performance bond to ensure that liabilities are covered in the event that CIS Acquisition Corporation (“CISAC”) is unable to perform.  CIS will supplement its Response to acknowledge this agreement as soon as possible after Lockheed Martin IMS and CIS have reached agreement with the LLCs on the transfer of the LNPA.

Fourth, some NANC members expressed an interest in having an opportunity to comment publicly on the reports that Warburg Pincus files with the FCC to disclose any investments of five percent or more in a telecommunications carrier.  As noted above, Warburg Pincus and CISAC have agreed to inform the FCC, NANC, and the LLCs within 20 days after Warburg Pincus acquires five percent or more of an equity investment in a telecommunications carrier.  Such a reporting obligation ensures that all Warburg Pincus equity investments in telecommunications carriers of more than five percent will be subject to immediate review by the FCC, NANC, and the LLCs.  These entities will then be able to determine whether any additional measures may be required to ensure CISAC’s continued neutrality.  Moreover, CIS acknowledges the FCCs broad discretion in such matters and assumes that it will seek public comment on any Warburg Pincus report that in its view warrants public discussion.

CIS, of course, stands ready to discuss and respond to any other issues that NANC members may wish to raise prior to the teleconference next week.  

Very truly yours,

Jeffrey E. Ganek

Senior Vice President 

 & Managing Director

Enclosure

Neutrality Audits

An independent and neutral party mutually acceptable to the FCC, NANC, the LLCs and CISAC will perform the neutrality audit on a quarterly basis.

The audit will be paid for by CIS.

CISAC and Warburg Pincus will provide to the neutrality auditor reasonable access to information and data regarding relevant CISAC and Warburg Pincus operations.   The auditor will agree to treat as confidential CISAC and Warburg Pincus data and information.

Audit results will be presented once a quarter to the FCC, NANC and the LLCs.

The FCC, NANC and the LLCs can use the audits to identify actions by CIS and Warburg Pincus that may violate the FCC neutrality rules, the FCC order approving the restructuring of CIS  -– including the Code of Conduct --  and/or the neutrality provisions set forth in the local number portability contracts executed between CISAC and the LNP LLCs.  A finding that CISAC and/or Warburg violate the neutrality provisions of either the FCC rules or LLC contracts could be grounds for action against CISAC. 

The exact nature and extent of the Neutrality Audit procedures will be developed in consultation with the FCC, NANC and the LLCs.  Highlights are described below.  The Neutrality Audits will examine CISAC and Warburg Pincus performance during the quarter with respect to the specific provisions of the Code of Conduct, which are listed in bold.

1. Warburg Pincus will never cause CISAC, directly or indirectly, to show any preference or provide any special consideration to any company that is a telecommunications service provider, which term as used herein shall have the meaning set forth in the Telecommunications Act of 1996.  

The Neutrality Auditor will select and review a statistically valid sample of transactions performed by CISAC for telecommunications services providers.  The Auditor will review the samples for compliance with existing, effective rules of the FCC and NANC and of CISAC’s contracts with the LLCs that effect neutrality. 

In addition, CISAC will certify that all CISAC employees are fully aware of the Code of Conduct.  The Auditor will review the certifications.
2. Warburg Pincus shall have no access to user data or proprietary information of the telecommunications service providers served by CISAC.  
The Neutrality Auditor will review CISAC’s policies and practices with respect to maintaining the confidentiality of the user data and proprietary data that it holds.   

3. Warburg Pincus will ensure that no user data or proprietary information from any telecommunications service provider in which it holds a interest is disclosed to CISAC.  

The Neutrality Auditor will select and review a statistical sample of operating data provided to CISAC by any telecommunications service provider in which Warburg Pincus holds an attributable interest.  The Auditor’s report will reflect whether such data is provided in conformance with regular CISAC policies and practices and/or FCC rules.
4. Confidential information about CISAC business services and operations will not be shared through Warburg Pincus with employees of any telecommunications service provider in which Warburg Pincus holds an interest. Warburg Pincus will guard its knowledge and information about CISAC’s operations as it would its own proprietary information.  

The Neutrality Auditor will review CISAC’s policies and practices with respect to maintaining the confidentiality of data about its operations and business services.  The Auditor will review the policies and practices Warburg Pincus employs to keep such data confidential and separate and apart from any telecommunications service provider in which Warburg Pincus holds an interest.  The Auditor will report on the effectiveness of the practices in maintaining CISAC’s neutrality.  And, if the Audit identifies areas of concern, the Auditor will recommend possible changes information management practices.

5. No person employed by, or serving in the management of, Warburg Pincus or any private equity fund controlled by Warburg Pincus will be directly involved in the day-to-day operations of CISAC.  No senior employees of any company that is a telecommunications service provider, and in which Warburg Pincus has an attributable interest, will be employed (full-time or part-time) by the CISAC business.  

CISAC employees and consultants will document all contacts they have and the nature of those contacts with employees and consultants of Warburg Pincus and of telecommunications service providers in which Warburg Pincus holds an attributable interest.  And, CISAC will provide a current list of employees, with their job titles, and consultants who are also employed by Warburg Pincus or by telecommunications service providers in which Warburg Pincus holds an attributable interest.  The Auditor will report violations of 5, above.

6. Warburg Pincus will be represented on the Board of Directors of CISAC.  It will not control a majority of the Board.  It will be involved in normal Board affairs of CISAC.  No Warburg Pincus representative on the CISAC Board of Directors will at the same time serve on the Board of any company in which Warburg Pincus or any private equity fund controlled by it has a greater than 5% equity investment if that company is a telecommunications service provider that makes use of numbering resources.  No Warburg Pincus representative on the CISAC Board of Directors will at the same time serve as a Director of any private equity fund controlled by Warburg Pincus so long as that fund owns more than a 5% equity investment in a telecommunications service provider that makes use of numbering resources.

The Neutrality Auditor will identify Warburg Pincus’ representatives on the CISAC board.  The Auditor will determine whether those board members have complied with all of the provisions in 6, above.
7. Warburg Pincus will notify one designated representative of all of the FCC, NANC and the LLCs within 20 business days after Warburg, or any private equity fund controlled by it, (a) acquires an equity interest of 5% or more in any telecommunications service provider, and (b) increases any such equity interest by 5% or more from any such equity interest held at the later of the date hereof and the date of the last notification of the level of such equity interest.  Warburg Pincus will also notify the representative if and when a telecommunication services provider in which it holds an attributable interest begins to use numbering resources.
Warburg Pincus will report quarterly, as required in 7, above.  The Auditor will review the report for compliance.

8. No employee of CISAC will hold any interest, financial or otherwise, in any company that would violate the neutrality requirements of the FCC or the NPAC Contractor Services Agreements (the Master Agreements).

CISAC employees will certify quarterly that they are in compliance with 8.  The Auditor will review the certifications.
9. CISAC will hire an independent party to conduct a neutrality review of CISAC, ensuring that CISAC and Warburg Pincus comply with all the provisions of this Code of Conduct.  The neutrality analyst will be mutually agreed upon by CISAC and the LLCs.  The neutrality review will be conducted quarterly.  CISAC will pay the expenses of conducting the review.  CISAC and Warburg Pincus will provide the analyst with reasonable access to information and records necessary to complete the review.  The results of the review will be provided to the LLCs, to the North American Numbering Council and to the FCC and shall be deemed to be confidential and proprietary information of CISAC, Warburg Pincus and WPEP.  This is the “Neutrality Review” provided for in Section 7 of the Assignment Agreements to which CISAC is a party and Warburg Pincus and WPEP shall cooperate with such review in accordance with such Section 7.

The Neutrality Auditor will conduct its quarterly audits and report to the FCC, NANC and the LLCs as described above.
10. For as long as Warburg Pincus owns Warburg Pincus Asset Management (WPAM), WPAM will not own more than 10% of any telecommunications service provider.  Warburg Pincus has agreed to sell WPAM to Credit Suisse Group. That sale is expected to close by mid-June 1999.

The Neutrality Auditor will examine a report from WPAM that describes all of WPAM’s holdings in telecommunication services providers and determine whether WPAM complies with the requirements of 10, above.

