USPS-T-2








BEFORE THE


POSTAL RATE COMMISSION


WASHINGTON, D.C. 20268-0001














CLASSIFICATION AND FEES FOR WEIGHT-AVERAGED, NONLETTER-SIZE


BUSINESS REPLY MAIL, 1999


�



Docket No. MC99-2�
�






xxxx, 1997





�



Docket No.�
�















DIRECT TESTIMONY


OF


TIMOTHY D. ELLARD


ON BEHALF OF


UNITED STATES POSTAL SERVICE


�



CONTENTS








AUTOBIOGRAPHICAL SKETCH	iii





I. 	PURPOSE AND SCOPE OF TESTIMONY	1


II.	THE STUDY DESIGN	2


A.	Overview	2


	B.	Some General Cautions	2


	C.	The Three Populations Studied	3


		1.	The CBCIS List	3


		2.	The Non-CBCIS List	4


		3.	The Other List	5


	D.	The Study Process	6


		1.	Initial Contact	6


		2.	Information Packet	6


		3.	Follow-up Call and Letter	7


III.	RESULTS	8





APPENDIX - Use of CBCIS and Discussion of Selection Criteria


EXHIBIT USPS 2A - Materials for Non-CBCIS Facilities


EXHIBIT USPS-2B - Screening Questionnaires


EXHIBIT USPS 2C - Information Packet


EXHIBIT USPS 2D - Follow-Up Materials


�
Direct Testimony


of


Timothy D. Ellard





AUTOBIOGRAPHICAL SKETCH


�



	My name is Timothy D. Ellard.  I am a Consultant to Opinion Research Corporation International (ORC).  I joined ORC at its Princeton, New Jersey headquarters in 1964, was named Vice President in 1968 and Senior Vice President in 1970.  In 1982, I became Manager of ORC’s West Coast operations, based in San Francisco.  In 1991, I returned to Princeton, assuming the role of Chief Methodologist.  My title was changed to  Executive Vice President in 1993.  At various times, I have also been responsible for ORC’s marketing research and government research practices.


	In addition to my broad management responsibilities, I have been directly responsible for the design, management and reporting of a wide range of large-scale survey research projects.  Since 1972, I have been in charge of ORC’s work with the Postal Service.  In that period, we have conducted surveys on a variety of subjects, covering both household and nonhousehold populations.  Recently, I have stepped back from general managerial responsibilities, but continue with the Company as a Consultant, concentrating on research direction, particularly in engagements for the Postal Service.


	I have testified on behalf of the Postal Service in Docket No. R83-1 on the subject of market potential for the proposed E-COM service and have appeared as a witness in four other cases, No. R90-1, No. MC91-1, No. MC96-3 and No. R97-1.  In the 1990 and 1991 cases, ORC provided estimates of the nonhousehold market's reaction to proposed rate changes.  In the 1996 case, ORC provided data on post office box holder reactions to proposed fee changes, and in the 1997 case provided rebuttal testimony on a suggested two-stamp system for First-Class letter mail.


	From 1961 to 1964, I worked in brand management for The Procter & Gamble Company in Cincinnati, Ohio.  From 1958 to 1961, I was on active duty as an officer in the Finance Corps, United States Army Reserve.


	I hold an MBA from the Wharton School of the University of Pennsylvania, with a major in statistics and industrial management, and an AB from Harvard College.


	Opinion Research Corporation International, founded in 1938, is one of the country's larger survey research organizations.  Since 1991, it has been an independent corporation and has been publicly traded since 1993.


�
I.	PURPOSE AND SCOPE OF TESTIMONY


The purpose of my testimony is to sponsor and explain a study conducted on behalf of the Postal Service to determine the level of interest in new accounting methods and fees for nonletter-size Business Reply Mail (BRM).  The quantification is in terms of the number of nonhousehold locations and the pieces of eligible mail associated with those locations.


The proposed new fee structure is described in the testimony of Postal Service witness Kiefer (USPS-T-4).  Under this proposal, eligible BRM would include flats and parcels, as well as letters weighing over two ounces.  Recipients of such mail would be permitted to opt to pay fees based on a weight averaging approach to accounting for BRM postage and fees.  In brief, recipients would pay a flat monthly fee and a much lower per piece fee than is currently available to them.  


The study results are intended to provide a first estimate of the acceptance of the proposed fees.


I will describe both the design and execution of the study and then present the results.


�
II.	THE STUDY DESIGN


A.	Overview


The study design is quite straightforward.  It involves using information supplied by the Postal Service to identify nonhousehold customers who might be in a position to take advantage of the proposed fees.  This study was designed to err on the conservative side by including prospects who would be less certain to be attracted to the new fees because of their relatively low volumes of eligible BRM.


There being no single source from which to identify prospects, three sources were used, as described below in the section entitled “The Three Populations Studied.” 


Each identified prospect was contacted by a staff interviewer from ORC and, having been identified  as an individual familiar with BRM and involved in decisions regarding BRM at the location, was introduced to the study.  Each confirmed prospect was sent a packet of materials describing the proposed classification and a range of fee levels, along with a worksheet to calculate their potential saving under the possible range of fees.  Finally, a follow-up call was made to ascertain the eligible volume each confirmed prospect reported and their interest in taking advantage of the proposed classification. 


B.	Some General Cautions


In reading this study, it is necessary to keep in mind that it is not a statistical study, an experimental analysis, an econometric study, or a computer analysis.  It is a carefully planned and executed search among prospects who might be likely to take advantage of the proposed fees.


The study results are presented in such a manner as to protect the confidentiality of respondents who, in providing volume data, have revealed information that is often of great commercial value to them.  In collecting such information, we have assured our respondents that it will be held in strict confidence.  Therefore, every effort has been made to provide useful study results without disclosure.  The small number of prospects leads to a situation in which even simple cross tabulations of results would lead to disclosure. 


C.	The Three Populations Studied


The three populations approached for this study may be described as the CBCIS list, the non-CBCIS list and the other list.


1.    The CBCIS List


The Postal Service Corporate Business Customer Information System (CBCIS) maintains certain records at the customer and post office level.  Among the records kept are volume and revenue data for individual BRM permits.  For purposes of this study, the CBCIS database for fiscal 1998 was searched first for customers paying the 10-cent per-piece BRM fee and receiving an annual volume of more than 75,000 pieces in the same location.   From this subset of customers, a second search identified those that showed an average annual revenue per piece (revenue divided by volume) of 53 cents or more for fiscal 1998. 


Both these hurdles were set intentionally low.  The owner of a permit showing a per piece revenue of 53 cents might possibly be receiving eligible mail, but all of such mail would have to be eligible to produce this average.  Moreover,  an owner of such a permit with 75,000 pieces of eligible mail would need many more pieces to reach the break-even point for changing to the proposed fees.


The Appendix provides details on CBCIS, the 53-cent cutoff, and the economic break-even points for the range of proposed fees studied.


The search of the CBCIS identified 59 organizations which met the criteria set.  The mean number of pieces in the permits associated with these locations was just over 300,000 and of these locations, 22 received more than 150,000 qualifying pieces annually.


2.    The Non-CBCIS List


Use of the CBCIS system for collecting information on BRM revenue and volume is in the process of being expanded and, at the time of this study, this ideal information source did not cover BRM at all post offices.  Therefore, it was necessary to develop a way to study the post office population not using CBCIS for BRM.


To approach the non-CBCIS post office population, the Postal Service first identified all finance numbers not using CBCIS for BRM information and then examined the Postage Due revenue for each.  Postage Due revenue includes, but is not limited to BRM revenue.  A finance number with Postage Due revenue usually represents a post office or, occasionally, more than one post office.  A hurdle of $50,000 in annual Postage Due revenue was set.  At a per piece average revenue of 53 cents, this would represent a single permit of approximately 100,000 pieces.  This is a hurdle that is set intentionally low so as to maximize the opportunity for encountering potential users of the proposed rates. 


Ninety-four such finance numbers were identified.  Representatives of each were called and asked if they had any customers who received large amounts of eligible BRM.  Those who said they had such customers or were not sure if they had such customers, were sent supporting information and a form to complete.  Eight-nine post offices responded and identified 16 prospects.


The forms used for the post office search are included as Exhibit USPS-2A.


3.    The Other List


The Postal Service also identified a small number of prospects that did not appear in the systematic searches.  Our first step in examining these prospects was to determine why they were not identified in the systematic searches of the CBCIS and non-CBCIS populations.  Some turned out to be relative newcomers to CBCIS who did not have the full year’s volume needed to reach the specified minimum volumes.  One participant in the current experiment had revenue entered into an account other than that for their regular BRM permit.  We went through the screening process with 7 of these other prospects.  


D.	The Study Process


1.    Initial Contact


Opinion Research Corporation first tried to telephone each prospect identified in the three sources described.


The initial contact covered a brief description of the purpose of the study, confirmation that we were speaking with a person who was familiar with eligible BRM at the location and involved in decisions regarding such BRM, confirmation of the presence of a sufficient amount of eligible BRM and a request for permission to send the respondent a packet of written material.


Two slightly different forms were used.  One, used for the CBCIS population, made reference to the responding organization’s volume and revenue figures obtained from CBCIS files.  The other, used for the non-CBCIS and Other prospects did not, of necessity, make reference to such data.  The forms are included as Exhibit USPS-2B.


2.    Information Packet	


We reached 67 prospects, 54 of which confirmed that they had at least 75,000 pieces of eligible BRM annually.  Each was sent a packet of materials that described the proposed fees for both manifesting and weight averaging in some detail, showed two possible rate levels for each approach, and provided work sheets that the respondent could complete in order to see if the organization might realize savings in BRM fees under the proposed plans.  Additionally, respondents from the CBCIS list, for which such data were available, received some information on the Postal Service  revenue and volume data that they might compare with their own records.


The information packet is included as Exhibit USPS-2C.


3.    Follow-up Call and Letter


Each respondent who received a packet was then called back to discuss their experience with the work sheets and their intention to take advantage of the proposed fees.   Respondents who did not return the forms were called to encourage them to do so.  Those who did not respond were sent a letter encouraging their cooperation.  The materials for this phase are included in Exhibit USPS-2D.


�
III.	RESULTS


Twenty-one respondents completed the process and 10, representing 11 sites and a total of 15.8 million pieces of mail annually, said they expected to take advantage of the proposed fees.  The 11 sites were in five industries:  film processing, insurance, market research, retail chains, and state disability agencies.  All expected to use weight averaging.  None was interested in manifesting.  None reported intent to switch non-BRM to BRM to take advantage of this classification.


Film processors comprise the group that will furnish the greatest volume of eligible Business Reply Mail under the proposed fees.  
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