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BEFORE  THE 

POSTAL  RATE  COMMISSION 

In  the  Matter of: 

MAILING  ONLINE  SERVICE  Docket  No.  MC2000-2 

and  SHIPPER-PAID  FORWARDING : 

CLASSIFICATIONS  AND  FEES 

- - - - - - - - - - - - -  - x  

Third  Floor  Hearing  Room 

Postal  Rate  Commission 

1333  H  Street,  N.W. 

Washington,  D.C.  20268 

Volume  IV 

Thursday,  February 24, 2000 

The  above-entitled  matter  came  on for hearing, 

pursuant  to  notice,  at  9:30 a.m. 

BEFORE : 

HON. W.H, IITREYII LeBLANC,  111,  COMMISSIONER, 

PRESIDING  OFFICER 

HON.  EDWARD J. G L E I M ,  CHAIRMAN 

HON.  RUTH  GOLDWAY,  COMMISSIONER 

HON.  DANA  COVINGTON,  COMMISSIONER 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025  Connecticut  Avenue, NW, Suite  1014 
Washington, D.C. 20036 

(202)  842-0034 



.1 

2 

' 3  

' 4  

5 

6 

! 7  

i 8  

: 9  

1 0  

11 

1 2  

1 3  

1 4  

1 5  

1 6  

1 7  

1 8  

1 9  

20  

2 1  

22 

23 

24 

25 

508 

APPEARANCES : 

On behalf of United  States  Postal  Service: 

KENNETH N.  HOLLIES,  Esquire 

SCOTT  L.  REITER,  Esquire 

U . S .  Postal  Service 

475 L'Enfant  Plaza,  S.W. 

Room 6536 

Washington, D.C, 2 0 2 6 0 - 1 1 3 7  

( 2 0 2 )   2 6 8 - 2 9 8 9  

( 2 0 2 )   2 6 8 - 5 4 0 2  (fax) 

On behalf  of  Pitney  Bowes: 

N. FRANK  WIGGINS,  Esquire 

Venable,  Baetjer,  Howard & Civiletti,  LLP 

1 2 0 1  New  York  Avenue, N.W. 

Washington,  D.C. 20005 

( 2 0 2 )   9 6 2 - 4 9 5 7  

(202 )   962 -8300  

On behalf  of  Office of Consumer  Advocate: 

SHELLEY S .  DREIFUSS,  Esquire 

1 3 3 3  New  Hampshire  Avenue,  N.W. 

Suite 300  

Washington,  D.C. 2 0 2 6 8 - 0 0 0 1  

( 2 0 2 )   7 8 9 - 6 8 3 3  
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APPEARANCES:  [continued] 

On behalf of Mail  Advertising  Service  Association, 

International: 

MARTIN S. HIMELES, JR., Esquire 

Zuckerman,  Spaeder,  Goldstein,  Taylor & Better, 

LLP 

1 0 0  East  Pratt  Street 

Suite 2440  

Baltimore,  Maryland 21202 

( 4 1 0 )   3 3 2 - 0 4 4 4  
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Court  Reporters 

1025  Connecticut  Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 20036  
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WITNESS 

NONE 

RULINGS : 

NONE 
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C O N T E N T S  

DIRECT  CROSS  REDIRECT  RECROSS 

DOCUMENTS  TRANSCRIBED  INTO THE RECORD: 

Designated  materials  from  prior  proceedings 

Designation of Witness  Stirewalt's  testimony 

from  prior  proceedings 
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E X H I B I T S  

EXHIBITS  AND/OR  TESTIMONY  IDENTIFIED  RECEIVED 

Designated  materials  from  prior 

proceedings 

Designation of Witness  Stirewalt's 

testimony  from  prior  proceedings 
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P R O C E E D I N G S  

[9:30 a.m.] 

COMMISSIONER  LeBLANC:  Good  morning,  ladies  and 

gentlemen.  Today  we  continue  evidentiary  hearings  in  Docket 

Number  MC2000-2  concerning  the  Postal  Service  request  for 

establishment  of  an  experimental  mail  classification  and  fee 

schedule  for  Mailing  Online. 

Today  our  schedule  calls  for  the  receipt  of  direct 

cases  of  participants  other  than  the  Postal  Service.  Only 

one  participant  submitted  direct  evidence,  the  Office  of  the 

Consumer  Advocate.  However,  yesterday  the  Office  of  the 

Consumer  Advocate  withdrew  its  evidentiary  presentation. 

For  that  reason  no  direct  testimony  will  be  received  into 

evidence  today. 

Nevertheless,  there  are  several  procedural  matters 

to  dispose of. The  most  pressing  involves  the  completion of 

the  evidentiary  record  for  this  docket.  A  substantial 

amount  of  evidence  from  previous  cases,  Docket  Number MC98-1 

was  designated  for  inclusion  into  the  evidentiary  record  of 

this  particular  case. 

The  Postal  Service,  the  Office  of  the  Consumer 

Advocate,  Pitney  Bowes,  and  Mail  Advertising  Service 

Association,  Incorporated  all  designated  materials. 

The  Postal  Service  only  submitted  its  designations 

on  Tuesday,  the  22nd,  instead  of  on  Friday,  the  18th. 
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fiditiona lly, the  Postal  Service  designations  were 

improperly  prepared.  The  required  two  copies  were  not 

separated  into  packets  and  materials  were  stapled  in  such  a 

way  as  to  make  their  incorporation  impossible  without  first 

separating  sheets  within  the  individual  documents. 

The  Postal  Service  accompanied  its  transmission 

with  a  motion  for  late  acceptance. 

Mr.  Hollies,  the  unsatisfactory  condition  of  the 

Postal  Service  designations  required  the  Commission  staff  to 

spend  approximately 10 additional  person-hours  to  prepare 

packets  for  inclusion  into  the  record. 

I will  grant  the  Postal  Service  motion  for  late 

acceptance,  but I want  to  make  it  very,  very  clear  at  this 

point  that  the  Commission  will  not  accept  such  deficient 

filings  in  the  future,  It  would  be  completely  impossible  to 

prepare  designations in an  omnibus  rate  case  if  participants 

did  not  strictly  adhere  to  the  procedures  developed  over  the 

past 15 years. 

I have  been  informed  that  substantial  designations 

were  received  in  another  recent  case.  Mr.  Hollies,  could 

you  please  take it upon  yourself to inform  each  of  the 

members of the  Postal  Service  team  litigating  Docket  Number 

R2000-1 - -  the  designated  materials  must  be  properly 

segregated  and  identified. 

The  evidence  from  previous  dockets  that  has  been 
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for  incorporation  into  evidence  in  this  case  can 

into  two  portions.  The  first  portion  includes 

1 

3 

4 

' 5  

7 

'8 

9 

10 

11 

12 

13 

e 15 

14 

i 6  

17 

18 

19 

S O  

21 

22 

23 

24 

25 

designated 

be  divided 

designations  and  counter-designations  which  are  unopposed. 

This  material  will  be  incorporated  into  the  record  first. 

These  materials  were  collected  and  mailed  by  the 

Commission's  administrative  staff.  Copies  of  this  material 

have  been  available  on  the  counsel's  table  this  morning. 

Have  all  of  the  counsels  here  taken  the 

opportunity  to  make  sure  that  all  designated  materials  have 

been  included? 

Has  anyone  not  seen  it3 Let's put  it  to you that 

way. 

MR.  HOLLIES:  I  have  not  seen  it,  largely  because 

of  the  limited  time  that  I  had  here  this  morning  and  the 

voluminous - -  the  magnitude  of  the  material.  I  believe, 

however,  having  spoken  with  representatives  of  the  Admin 

Office  that  they  are  correct,  but  we  could  take  a  moment  and 

verify  that,  if  you  would like, 

COMMISSIONER  LeBLANC:  Let's  do  take  a  moment 

because  we  want  the  record  to  be  as  clear  as  possible. 

Mr.  Reporter,  we  will  go  off  the  record  just  a 

moment. 

[Recess. I 

COMMISSIONER  LeBLANC:  Okay,  Mr.  Reporter,  we'll 

go  back  on  the  record.  I  will  reiterate  for  the  record 
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again,  that  these  materials  were  collected  and  melded  by  the 

Commission's  administrative  staff. 

Now,  I  will  ask,  since  we  had  such  a  long  break, 

each  counsel  to  make  a  statement  as  to  whether  or  not you 

have  seen  the  material;  that  it  is  correct.  State your  name 

and  who you represent  at  the  time you  do  it.  I  guess  we'll 

start  then  with  Mr.  Wiggins. 

MR.  WIGGINS:  Frank  Wiggins  for  Pitney  Bowes,  Mr. 

Presiding  Officer.  And  the  Pitney  Bowes  designations  are  in 

the  record. 

COMMISSIONER  LeBLANC:  Okay.  And  we  have  a  new 

counsel  here  for  MASA. 

MR.  WIGGINS: Yes, Martin  Himeles,  from  Zuckerman, 

Spaeder,  a  partner  of  Mr.  Bush's,  for  MASA. 

I  have  reviewed  the  materials,  Mr.  Presiding 

Officer,  and  they  are  correct, 

COMMISSIONER  LeBLANC:  Thank you.  Ms.  Dreifuss? 

MS.  DREIFUSS:  Shelly  Dreifuss  for  the  Office  of 

the  Consumer  Advocate,  I  have  also  reviewed  the  designated 

packets,  and  they  appear  to  be  correct. 

COMMISSIONER  LeBLANC:  Mr.  Hollies? 

MR.  HOLLIES:  I  reviewed  the  packet,  and  I  found 

three  classes  of  matters  requiring  attention,  and  they  have 

been  attended  to. 

There  was  a  duplicate  of  page 2301, which  was 
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pulled  from  both  sets.  Pages 2096  and 2097  were  missing. 

We  have  procured  those  from  the  Docket  Section,  and  have  now 

included  them  in  each  set. 

And  for  the  record,  I  would  like  to  note  that 

there  is  a  master  list  put  together  by  the  Docket  Section  of 

all  of  the  designations. 

It  does  not  include  page 2775,  which  was,  however, 

designated  by MASA, albeit  incorrectly  the  first  time. 

They  did  amend  that  error, so we  have  left  that  page  in  the 

sets,  and  with  that,  I  believe  they  are  complete. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins,  are  you 

familiar  with  that,  since - -  I  mean - -  excuse me,  Mr. 

Wiggins e 

MR.  HIMELES:  That  would  be me, Mr.  Presiding 

Officer e 

COMMISSIONER  LeBLANC:  I  understand. I'm sorry, 

sir,  excuse  me. 

MR. HIMELES: That's all  right. 

COMMISSIONER  EeBLANC:  And  have  you  reviewed  that, 

and  is  that  acceptable  to  you? 

MR. HIMELES: Yes, it  is.  The  transcript  page  was 

in  there, so that  was  correct,  and  I  concur  with  Mr. 

Hollies. 

COMMISSIONER  LeBLANC:  Thank  you.  That  being  the 

case,  everybody  has  looked  at  it  and  seemingly  is  in 
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agreement. I will  ask  Mr.  Hollies  to  provide  the  Reporter 

with  the  copies,  and  I  direct  that  they  be  copied  into  the 

transcript,  and  received  into  evidence  at  this  time. 

[Designated  materials  from  prior 

proceedings,  in  compliance  with 

Presiding  Officer  Ruling 

MC2000-2/7, were  received  in 

evidence  and  copied  into  the 

record I 

1 02 
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BEFORE  THE 
POSTAL  RATE  COMMISSION 

WASHINGTON,  DC  20268-0001 

Mailing  Online  Service  Docket  No.  MC2000-2 

DESIGNATION OF  MATERIALS  FROM  PRIOR 
PROCEEDINGS IN COMPLIANCE  WITH 

P.O.  RULING MC2000-2U 

Mail Advertising  Service  Association 

James F. Callow  Tr.  2247-2248;  2253-2255;  2257;  2263;  2285-2289;  231 1 , line 
11 - 2321, line 11 ; 2326,  line 1 - 2336,  line  13;  2340, line 9 - 2345, 
line 19;  2347,  line 7 - 2352,  line  23;  2361 , line 20 - 2367, line 22 

Lee  Garvey  Tr.  143;  159-60;  162;  163;  164-173;  179-188;  198-199;  201-206; 
21 1 ; 21  5-16;  224;  236-237;  1509, line 9 - 151 3, line 16;  1533,  line 
24 - 1535,  line 1 ; 1541, line 15 - 1585, line 4;  1596, line 21 - 1599, 
line 9;  1659, line 2 - 1667,  line  19;  1682, line 1 - 1685, line 3; 1699, 
line 1 - line 24;  1701,  line  21 - 1707,  line  22;  1714, line 7 - 1718, 
line 9,  1719, line 25 - 1721, line 7,  1735, line 7 - 1737, line 8,2834, 
line 19 - 2839,  line  20,  2845,  line 6 - line  22,  2855, line 7 - 2858, 
line 12,  2863, line 6 - 2865, line 2,  2872, line 3 - 2873, line 8,  2905, 
line 17 - 2929 line 23,  2954, line 2 - 2971, line 8,  3080, line 1 - 
3086, line 16 

Richard L.  Jurgena  Tr.  2079 - 2090,2098,2099 

Chong Bum Lim  Tr.  1924 - 1929,2003, line 25 - 2007, line 25,2008, line 21 - 2010 
line 19,  2014,  line  14 - line 20, 

Michael K. Plunkett  Tr.  1776 - 1782;  1787 - 1788;  1790;  1794 - 1800, line 18; 1803 - 
1813, line 11;  1814, line 20 - 1816, line 16;  1819, line 22 - 1821, 
line 1 ; 1822,  line 11 - 1823, line 11; 1826, line 23 - 1831, line 9 

Roger C. Prescott  Tr.  2103 - 2142,2152 

Beth  B.  Rothschild Tr.  872,  1284, line 15 - 1302 line 8; 1314, line 1 - line 15;  1321 , line 
16 - 1325, line 3 
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Docket No. MC2000-2 2 

C. Scott Schuh Tr.  2050 - 2066;  2071;  2073;  2074;  2075;  2076 

William M. Takis  Tr.  2757, line 10 - 2769,  line  18;  2774,  line 2 - 2775, line 16;  2778, 
line 19 - 2782, line 19;  2784, line 16 - 2787, line 23 

Office of the  Consumer  Advocate 

James F. Callow  Tr.  10/2200-2238;  2249;  2252;  2259;  2261 ; 2265-83;  2284; 
2290-91 ; 2293-94;  2297;  2300,  lines 8-25,2301; lines  1-20; 
Tr.  1  ON2522-23 

Lee Garvey Tr. 211 58;  189-90;  250-51 ; Tr.  6/1349-51;  1359-60;  1384-85;  1400; 
1599,  lines  13-25;  1600,  lines  1-25;  1601,  lines  1-12;  Tr.  12/2823, 
lines  12-22 

Chong  Bum  Lim  Tr.  1  ON2566-68;  2569;  2570-72;  2581-84;  2591-92;  2602;  2610 

Michael K. Plunkett  Tr.  2/572;  617;  Tr.  5/1102-04;  1136-37;  Tr. 811770-71;  1773-75 

Pitney  Bowes  Inc. 

Patrick  Brand  Tr. 418 16-25 

Lee  Garvey Tr. 6/1429-31;  1541-1583;  Tr.  711714-1718 

United  States  Postal  Service 

James F. Callow  Tr.  10/2301-2391;  2244-97 

Lee Garvey Tr.  2/218;  Tr.  6/1596-1599, line 24;  Tr.  711719-25 

Richard L.  Jurgena  Tr. 9/2094,2096-97 

Chong Bum Lim  Tr. l o w 5 4 2  

Michael K. Plunkett  Tr.  2/617-622;  Tr.  5/1122-1131;  Tr.  811776-1831 

Roger C. Prescott  Tr.  9/2146-77 

C.  Scott Schuh Tr.  9/2050-76 
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Docket No. MC2000-2 3 
, 

William M. Takis  Tr.  1112667,  line  17-2709,  line 22;  2714, line 7-2720, line  14; 2732, 
line 9-2733, line 1; 2743, line 6-2748, line 11; 2753, line I 1-2754, 
line  14; 2772, line 8-2773, line  14; 2774, line 14-2775,  line  1;  2778, 
lines  5-18 

Beth B. Rothschild  Tr. 6/1309-I 325 

Respectfully  submitted, 

Msrgaret P. Crenshaw 
Secretary 
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Witness Vol. 

Garvey  2 

Plunkett  2 

Brand  4 

Rothschild  4 

Plunkett 5 
Plunkett 
Plunkett 

Rothschild  6 
Rothschild 
Rothschild 
Rothschild 

Garvey  6 

DESIGNATIONS  OF  MATERIALS  FROM 
PRIOR  PROCEEDINGS  FILED IN 

COMPLIANCE  WITH  RULING MC2000-2i7 

Page  Line 

143 
158 
159 
162 
163 
164 
179 
189 
198 
201 
21  1 
21 5 
21  8 
224 
236 
250 

572 
617 
61  8 

816 

872 

1102 
1122 
1136 

1284  15 
1309 
1314 I 
1321  16 

1349 
1359 
1384 
1400 
1429 
1509  9 

Page Line 

160 

173 
188 
190 
199 
206 

216 

237 
251 

622 

825 

1104 
1131 
1137 

1302  8 
1325 
1314  15 
1325  3 

1351 
1 360 
1385 

1431 
1513  16 

Designating 
Party 

MASA 
OCA 

MASA 
MASA 
MASA 
MASA 
MASA 
OCA 

MASA 
MASA 
MASA 
MASA 
USPS 
MASA 
MASA 
OCA 

OCA 
OCA,  USPS 

USPS 

Pitney  Bowes 

MASA 

OCA 
USPS 
OCA 

MASA 
USPS 
MASA 
MASA 

OCA 
OCA 
OCA 
OCA 

Pitney  Bowes 
MASA 
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a :  
Witness Vol. Page  Line 

1533 
1541 
1584 
1596 
1599 

7  1659 
1682 
1699 
1701 
1714 
1719 
1719 
1735 

24 

13 
2 
1 
1 

21 

26 
7 

Plunkett  8  1770 
1773 
1776 
1776 
1787 
1790 
1794 
1803 
1814  20 
1819  22 
1822  11 
1826  23 

Lim 

Schuh 

8  1924 
2003  25 
2008  21 
2014  14 

9  2050 
2050 
2067 
2071 
2072 
2073 

Jurgena  9  2079 
2094 
2096 
2098 
2099 

Page  Line 

1535  1 
1583 
1585 
1599  24 
1601  12 
1667  19 
1685  3 
1699  24 
1707  22 
1718 
1725 
1721  7 
1737  8 

1771 
1775 
1831 
1782 
1788 

1800  18 
1813  11 
1816  16 
1821  1 
1823  11 
1831  9 

1929 
2007  25 
2010  19 
2014  20 

2076 
2066 
2070 

2076 

2090 

2097 

, 
Designating 

Party 

MASA 
Pitney  Bowes,  MASA 

MASA 
MASA,  USPS 

OCA 
MASA 
MASA 
MASA 
MASA 

MASA,  Pitney  Bowes 
USPS 
MASA 
MASA 

OCA 
OCA 
USPS 
MASA 
MASA 
MASA 
MASA 
MASA 
MASA 
MASA 
MASA 
MASA 

MASA 
MASA 
MASA 
MASA 

USPS 
MASA,  USPS 

USPS 
MASA,  USPS 

USPS 
MASA, USPS 

MASA 
USPS 
USPS 
MASA 
MASA 

Prescott  9  21 03 2142 MASA 
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Witness Vol. Page 

Callow  10 

Garvey 

Lim 

USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 

1 OA 

1 OA 

1 OA 
1 OA 
1 OA 
1 OA 
1 OA 
1 OA 
1 OA 

2146 
21  52 
21  53 

2200 
2244 
2247 
2249 
2249 
2252 
2253 
2254 
2257 
2258 
2259 
2260 
2261 
2262 
2263 
2264 
2265 
2284 
2285 
2290 
2292 
2293 
2297 
2300 
2301 
231 1 
2326 
2340 
2347 
2361 

2522 

2542 

2566 
2569 
2570 
2581 
2591 
2602 
261 0 

Line  Page 

2151 

21  77 

2238 
2297 
2248 

2251 

2255 

8 

11 
1 
9 
7 
20 

2283 

2289 
2291 

2294 

2301 
2391 
232 1 
2336 
2345 
2352 
2367 

2523 

2568 

2572 
2584 
2592 

Design&& 
Party *=-<- 

usps c*.i 

USPS '& 

usps-s 

MASA,  US& 

1 .fi.* 

OCA *d.! <.; - 

MASA, U e S  
OCA,  USPS 

USPS 
OCA,  USPS 

MASA,  USPS 
USPS 

MASA,  USPS 
USPS 

OCA, USFk 

OCA,  US$* 

MASA,  USPS 

OCA,  US% 
OCA,  USPS 

MASA,  USPS 
OCA,  USPS 

USPS 
OCA,  USPS 
OCA,  USPS 

OCA 
USPS 
MASA 
MASA 
MASA 
MASA 
MASA 

OCA 

USPS 

OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 

USPS >' 

USPS -'. 

. .  



5 2 3  

Witness Vol. Page  Line 

Takis 11 2667  17 
2714  7 
2732  9 
2743 6 
2753 11 
2757 10 
2772  8 
2774  14 
2774  2 
2778 5 
2778  19 
2784  16 

Garvey 12  2823  12 
2834  19 
2845 6 
2855  7 
2863  6 
2872 3 
2905  17 
2954.  2 
3080 1 

Page Line 
Designating 

Party 

2709  22 
2720  14 
2733 1 
2748 11 
2754  14 
2769  18 
2773  14 
2775 1 
2774  16 
2778  18 
2782  19 
2787  23 

USPS 
USPS 
USPS 
USPS 
USPS 
MASA 
USPS 
USPS 
MASA 
USPS 
MASA 
MASA 

2823  22 
2839  20 
2845  22 
2858  12 
2865  2 
2873  8 
2929  23 
2971  8 
3086  16 

OCA 
MASA 
MASA 
MASA 
MASA 
MASA 
MASA 
MASA 
MASA 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  GARVEY 
TO INTERROGATORIES OF MASA ' 

MASNUSPS-T1-3. Describe all consideration  given  by  the  Postal  Service  to  the 
question  whether  any  volume of MOL  mail  will  be  diverted  from  other  sources  of 
mail.  Include in your  answer the identification  of  any  study  bearing  on  this 
question,  and  produce  any  report  of  any  consideration  bearing  on  this  question. 

RESPONSE: 

As described in my  testimony  at  page  13,  consideration  has  been  given  by  the 

Postal  Service  to  the  question  of  diversion.  To my  knowledge, no studies  or 

reports  exist. It is also  worth  noting  that  diversion  (in  the  context  of  this 

question)  frequently  occurs due to factors  outside of thecontrol of the  Postal 

Service.  For  instance, businesses  are  frequently  evaluating  their  printers  and 

letter  shops  to  determine  which  are  appropriate  for  their  needs.  Also  commercial 

ventures  are  constantly  starting  up  and  some move  on  to  other  areas  of 

opportunities  and  some go 'out of business".  This  is  not to say  that  the  subject of 

diversion  should  not be considered. In fact  the  Postal  Service  is  concerned  only 

that  any  discussio'n  of "diversion"  should  be  placed in  the  context of the  normal 

dynamics of commercial  enterprise. 

MC98-1 
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RESPONSE OF POSTAL  SERVICE  WITNESS  GARVEY  TO 
INTERROGATORIES  OF  THE  MAIL  ADVERTISING  SERVICE  ASSOCJATION, 

REDIRECTED  FROM  WITNESS PLUNKElT 

MASARISPS-TS-10  You  state  at  page  15  of  your  testimony  that  "Postal  Service 
software  used  for  Mailing  Online  will  ensure  that  all  Mailing  Online  volume  is 
sorted  in  conformity  with  the  most  current  sort  plans  available,  and  with  the 
greatest  possible  depth." 

(a)  Describe in detail  what  this  testimony  refers  to. 
(b)  Confirm  that MOL mail  will  achieve  sortation  levels  and  depth  beyond  that 

required  for  the  automation  rates  paid  by  the  customer. 
(c)  Confirm  that  MOL  mail  will  achieve  greater  sortation  and  depth  on  average 

than  automation  mail  presented  directly  to  the  Postal  Service  by  mailers 
using  the  First  Class  and  Standard  Mail  Automation  categories  available  to 
MOL  users. 

RESPONSE:. 

(a)  As  described in my  answer to  OCNUSPS-T1-17,  approved  commercial 

presort  software  is  an  integral  part  of  the  Mailing  Online  system.  Planned 

regular  updates  will  keep  this  presort  module  current  with  the  most  recent 

sort  plans  available.  The  software  is  used  to  sort  batches to the  greatest 

possible  depth  before  transmittal  to  the  print  sites. 

(b) Unable  to  confirm.  However, if Mailing  Online  succeeds  in  attracting  the 

numbers  of  users  we  seek,  we  predict  that  large  volumes  of  locally 

destinating  mail  will  flow  through  the MOL  system  and  allow  high  densities 

and  levels  of  sort  beyond  those  required  for  the  requested  basic  automation 

rate.  We  will  test  this  hypothesis  during  the  market  test  and  experimental 

service  periods. 

(c)  Unable to confirm.  See  my  answer to lO'(b) above. 
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.i . ' 
RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS GARVEY 

TO INTERROGATORIES OF THE OFFICE OF THE CONSUMER  ADVOCATE 
OCNUSPS-TI-?. Please refer to your  testimony at  page 9, lines 1-2, concerning 
Mailing Online volume. Piease confirm that customers of the Mailing Online service will 
not be required to specify a minimum volume to be printed and inducted into the 
mailstream in order  to utilize the Mailing Online service. If you do not confirm, please 
explain. 

. .  
RESPONSE: 

Confirmed 

MC98-1 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  GARVEY 

OCAILISPS-Tl-2. Please refer  to your testimony at  page 2, lines 9-12, conceming 
commercial print sites. Please confirm that  each commercial print site for the Mailing 
Online service will pay the $100 First-class Presorted Mailing fee and the Standard 
Mail Bulk Mailing fee. I f  you do not confirm, please explain. 

TO INTERROGATORIES OF THE OFFICE OF~THE CONSUMER ADVOCATE 
. J  

RESP~NSE-: 

Neither the First-class Presorted Mailing fee nor !he Standard Mail Bulk Mailing fee will 

be paid by the commercial print sites since the permits on which the mailings are 

submitted are held by Postal Service. 

MC98-1 
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RESPONSE Of UNITED STATES  POSTAL SERViCE WITNESS GARVEY 

TO INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 
OCNUSPS-Tl-4. Please refer to your testimony at  page 2, lines Q-i2, concerning 
commercial print sites. 
a. Please confirm that  the  Postal Service intends  to issue 25 separate solicitations 

for  bids for the 25 commercial print sites expected to be in operation  during 
2001. If you do not confirm, please explain. 

b. Please confirm that  more  than one of the 25 commercial print sites expected  to 
-be in  operation  during  2001 could be owned and operated by the same 
commercial printer. If you do not confirm, please explain. 

RESPONSE: 

a. Confirmed. 

b. This is possible if the  same commercial printer separately bids on and is 

awarded more than one competitive solicitation. 

MC98-1 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  GARVEY 
TO INTERROGATORIES OF THE OFFICE O~THECONSUMER ADVOCATE 

OCNUSPS-TI-5.  Please  refer  to  your  testimony  at  page 2, lines 9-12, conceming 
commercial  print  sites. 
a.  Please  confinn  that,  as  demand  grows,  there  will be  more  than  one  commercial 

printer  within  the  geographic  area of some  commercial  print  sites. If you  do  not 
coniirm,  please  explain. 

:commercial print  site, will  the  rates  vary  depending  upon  which  commercial 
printer  is  assigned  the  customer's  documents? 

c. I f  there is more  than  one  commercial  printer  within a geographic  area of a 
commercial  print  site,  please  explain how the  Postal  Service will choose to 
assign  the  printing of a customer's  document to  one of the  commercial  printers. 

b. If there is more than  one commercial  printer  within a geographic  area of a 

RESPONSE: 

a.  Our  intent  in  estimating 25 sites  is  to  ensure  adequate  geographic  coverage 

within  the  continental  United  Slates  with  reasonable  service  expectations 

regardless  of.volume.  Volume  estimates  provided  to  vendors  with  the RFP 

currently  presume  that a single  printer  will  receive all volume  for  a  given  area. 

Actual  demand  distribution  cannot  be  gauged  accurately  without  experience and 

it may be necessary to adjust  expansion  plans  to  divide  a  specific  geographic 

area  among  more than one  commercial  printer. 

b. Yes, our  proposal is for  Mailing  Online  fees to be  based  on  actual  contract  prices 

of  specific  printers.  Rates  for  postage, of course,  would not vary. 

c. Routing is currently  based  on  ZIP  Code  ranges.  New  printer  locations  within  a 

geographic  area  would  be  assigned  distinct ZIP Code  ranges  within  that  area. 

Document  assignment  would  be  based on destination ZIP Code. 

MC98-1 
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RESPONSE OF UNITED STATES  POSTAL SgRVl.CE WITNESS GARVEY 
TO  INTERROGATORIES  OF THE OFFJCE OF %HE CONSUMER ADVOCATE 

OCNUSPS-Tl-6. Please refer to  Appendix A, page 2, where  data  .@leCtiOn is 0 
described.  Does  the  Postal  Service  plan  to  collect  information  on  any  of  the  following: 
a. the  frequency  and  duration of technical  support calls from  customers Or printers; 
b. the  frequency of equipment  and  transmission  repairs; . 
c. time spent  educating  USPS  Mailing  Online  customers  about  the  new  service  or; 
d. timy! spent  instructing  USPS  Mailing  Online  customers in how to use the new 

keniice. 

RESPONSE: 

a. cd.  For  the  experimental  Mailing  Online  service (MOL) all  customer  support, 

education  and  training are to be  handled  through  the  Postoffice  Online  Help  Desk, a 

contracted  telephone  support  center. An automated c a l l  tracking  system is planned to 

capture  data on  all calls, including  frequency,  duration  and cause. MOL specific  data 

will be  collected  from this system. 

b. Technical  support  activities for the MOL system will be  logged  at  the  data  center 

to  track  equipment  and  network  outages. 

MC98-1 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS GARVEY 

TO INTERROGATORIES OF THE OFFICE OF -tHE C0NSUME.R ADVOCATE 

OCNUSPS-T1-7. Please  refer to  your  testimony at  page 2, lines 9-1-2, conce-ming 
commercial print sites. 
a. Please confirm  that  each  commercial  printer  awarded one of the  expected 25 

printing  contracts will perform  and  provide  the same printing services as every 
other  commercial  printer  awarded a printing contract. If you do  not  confirm, 
please  explain. 

b. :Please  confirm  that  the printing contracts  awarded  for each of the  expected 25 
commercial print sites will be  identical,  except  for  the  total  price of the contract. 
If you do not  confirm,  please  explain. 

, 

RESPONSE: 

a. Confirmed. 

b. I t  is  our  intent to have  each  contract as identical as possible  and  we  have 

worked  hard to identify  any  chhnges  before  awarding the first one. We  realize 

however  that  changes may arise  due  to  unforeseen  circumstances  and are 

prepared to be  flexible  to  the  extent  necessary. 

MC98-1 
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RESPONSE OF UNITED STATES POSTAL-~ERVICE WITNESS GARVEY 

OCNUSPS-Tl-8. Please  refer to your  testimony at page 1, lines  13-1 5. 
a. Please  confirm that the  Postal  Service,  via its proposed  Mailing  Online 

service, will serve  as an intermediary to certain  firms in the  commercial 
printing industry,  gathering  printing jobs from  small-volume  customers. If 
you do not confirm,  please  explain. 

b. -Please confirm that commercial  printers  possessing  sophisticated  digital 
printing technology  have  the  capability to receive  documents and data in 
digital form via the internet  for  printing,  independent of the  Postal  Service's 
proposed Mailing Online  service. If you do not  confirm,  please  explain. 

commercial printing contracts will print,  presort  and  enter the Mailing 
Online mail matter in the same  manner as customers who do not  utilize 
Mailing Online  service. If you do  not  confirm, please explain. 

TO INTERROGATORIES OF THE  OFFICE  OF  THE  CONSUMER  ADVOCATE 
rr 

c. Please  confirm that commercial  printers  awarded  one of the 25 expected 

RESPONSE: 

a. As stated in my  testimony at page 2, lines  4-9,  documents  submitted by 

Mailing Online  customers will be processed at a  control  center  and the 

print files created as  a  result will be distributed to commercial  print  sites. 

b. It  is my  understanding  that  such  commercial  printers  generally  have the 

technical  capability to receive  documents and data in digital  form  via  the 

internet. 

c. I am  only  able to confirm  that  commercial  printers  entering  Mailing  Online 

mailings will be required to abide by preparation and entry  requirements 

- - as stated in USPS-LR-5MC98-1. 

MC98-1 
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RESPONSE OF UNITED  STATES  POSTAL S~RVICE WITNESSGARVEY 

OCNUSPS-T1-9. Please refer to your  testimony  at  page 2, lines  12-15.  Please 
explain  the  phrase  ‘system-sorted batch mailings.. 

TO INTERROGATORIES OF THE  OFFICE OF THE  CONSUMER  ADVOCATE -- 
, 

RESPONSE: 

As exp!ained in my testimony  at  page  10,  lines  16-18, batch address  files  are 

presorted by the  system  to  the maximum depth  of sort prior to  transmission;  this 

presorted  address  file  constitutes  a  ’system-sorted  batch mailing.” 

a . . .  MC98-1 
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RESPONSE OF UNITED STATES POSTAL ~ERVICE WITNESS.GARVEY 
TO INTERROGATORIES OF THE  OFFICE OF THE  CONSUMER  ADVOCATE 

I 

OCNUSPS-Tl-10.  Please  refer to your  testimony at  page 5, lines  14-17,  where 
it states that  the ‘printing and  production charges  [were]  covered by the  Postal 
Service as part  of the developmental  costs.”  [footnote  omitted] 
a. 

b. 

C. 

d. 

e. 

f. 

At any  time during the operational test period, did the  Postal  Service  cover 
the printing and  production  charges by performing the printing  and 
production at  one or more Postal  Service  facilities? Please explain. 
If, during the  operational  test period, the  Postal  Service  contracted with 
any  commercial  printers for printing and  production services,  please 
provide: 
i.  the  name of the  commercial  printer@); 
ii.  the  location of the  commercial  printer&),  and; 
iii. the  number  of  employees of each commercial  printer. 
Please provide a copy  of  the  contracts referred to in part (b) of this 
interrogatory. 
Since  the  commencement of the  operational  test period, on  how  many 
days  have  Mailing  Online  pieces  been  transmitted  electronically  to  the 
postal  facility  or  commercial  printer@)  referred  to in parts (a) and (b) of this 
interrogatory? On how many  days  have  there  been no transmissions? 
Please provide a frequency distribution showing the  number of days on 
which 0, 1 , 2, etc., electronic  transmissions of  Mailing  Online pieces  have 
been  made to the  postal  facility  or  commercial printer(s) referred to in 
parts (a) and (b) of  this  interrogatory  since  the  commencement of the 
operational  test period. 
Please provide a tabulation showing the  volume  of  Mailing Online pieces 
broken down by number  of  transmissions per day. In other  words,  the 
tabulation  should show the  total  volume of  Mailing  Online  received  at  the 
postal  facility  or  commercial  printer(s) referred to in parts (a) and (b) of this 
interrogatory on days  when 1 , 2,3, etc.,  transmissions  were  made. 

RESPONSE: 

a. No, printing and  production  was  always  performed at cmmercial printing 
c- 

facilities. 

b. i. Xerox  Business  Services  (XBS) is the  commercial printer for  the 

operational  test period, through a  subcontracting  arrangement with Tracor 

lformerly  Cordant). 

ii. The XBS facility is located in Farmer‘s  Branch,  Texas. 

iii. I have  no  knowledge of the  number of employees of XES. 

MC98-1 



a. RESPONSE OF UNITED STATES POSTAL ~ E R V ~ E  WITNESS GARVEY 
To lNTERROGATORlES OF THE  OFFICE OF THE CONSUMER ADVOCATE -- , 

C. A copy of the  postal contract  to  which  the  provision of pflriting  services 

was subcontracted to XBS is being  filed as USPS-LR-7/MC98-1. 

d-f. See Exhibit 1 to  Response  to OCNUSPS-Tl-10, attached. 

a :  . .  MC98-1 
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Date Transactions Mail Pieces 
**. 3llOB8 0 0 

3 1  1/98 - 0  0 
3/12/98 0 0 
3/13/90 0 0 
3/14/98 0 0 
3 1  5/98 0 0 
3/16/98 0 0 
3/17/98 0 0 
311 8/98 0 0 
3/19/98 . 1  9 
3/20/98 1 1660 
3/21/98 0 0 
3/22/98 0 0 
3/23/98 0, 0 
3/24/98 1 10 
3/25/98 0 0 
3/26/98 0 0 
3/27/98' . 1  2 
3/28/98 0 0 

3/30/98 0 0 
3/31/98 0 0 

4U98 0 0 
4/3/98 0 0 
4/4/98 - 0  0 
4/5/98 0 0 
4/6/98 1 119 

3~919a 0 0 

41119a 0 .  0 

4 m a  0 0 
4/8/98 0 0 
4/9/98 0 0 

411 0198 1 535 
411 1/90 0 0 
4/12/98 - 0  0 
411 3/98 1 1831 
4/14/98 0 0 
411 5/98 0 0 
4/16/98 0 0 
4/17/96 0 0 
411 8/98 0 0 
411 9/98 0 0 
4ROlQ8 * 3  5901 
4R1198 1 89 
4122/98 1 531 
4/23/98 0 . o  
4/24/98 0 0 
4R5198 0 -  0 
4/26/98 0 0 

-. 
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EXHIBIT 1 TO RESPONSE TO OCA/USPS-T~-IO 

. .  

Date Tansacions Mail Pieces 
... 4&7/98 

4/28/98 
4/29/98 
4130198 
5/1/98 
5)2/98 
m 8  
5/4/98 
5/5&8 
516/98 
W/98 
5/8/98 
5/9/98 

5/10t98 
5/11/98 
5/12/98 
511 398 
5/14/98' 
511 5/98 
5/16/98 
5/17/98 
5/18/98 

5/20/98 
5/21/98 
5122198 
512398 
5/24/98 
5/25/98 
5/26/98 
5/27/98 
5/28/96 
5/29/98 
5130198 
5/31/98 
6/1/98 
6t2E8 
6/3/98 
6/4/98 
6/5/98 
6/6/98 
Mi98 
m 8  
6/9/98 

6/10198 
6/11/98 
6/12/96 
611 3/98 

5/i9/98 

0 
0 
1 
0 
0 
1 

. 1  
0 
2 
1 
1 
0 
0 
0 

. o  
0 
0 
0 
0 
0 
0 
0 

- 2  
4 
2 
0 
0 
0 
0 
5 

- 0  
2 
1 
0 
0 
1 
0 
0 

- 0  
0 
0 
0 
7 
3 
1 
3 

* o  
. 0. 

$ 0  
0 

509 
0 
0 

94 
65 
0 
5 

31 
27 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

2487 
1577 

14 
0 
0 
0 .  
0 

1823 
0 

158 
68 
0 
0 

1272 
0 
0 
0 
0 
0 
0 

592 
9 

696 
189 

0 
0 

5 3 8  
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EXHIBIT 1 TO VSPONSE TO oCA/USp~-T1~10 

c- 
i 

Date Transactions Mail Pieces 

' .  

6T14l98 

6/16/98 
6117198 
611 8/98 
611  9198 
6120198 
6R1198 
6/22/98 
6/23/98 
6124198 
6/25198 
6/26/98 
6127198 
6/28/98 
6/29198 
6l30198 
7/1/96 
7 r n 8  
7l3198 
714198 
715198 
7/6/96 
7m98 
718l98 
719198 

711 0198 
711 1198 
711 2/96 
711 3/98 
7114198 
711 5198 
7/16/98 
7117198 

w15198 
0 
0 
0 
6 
0 
0 

' 0  
0 
1 
0 
0 
1 
1 
1 

0 
0 
1 
1 
0 
0 

. o  
0 
5 
3 
1 
0 
0 
0 

. o  
2 
0 
0 
0 

- 0  

0 
0 
0 

478 
0 
0 
0 
0 
3 
0 
0 

1509 
3 

1293 
0 
0 
0 

937 
1142 

0 
0 
0 
0 

2951 
4760 
21 78 

0 
0 
0 
0 

1702 
0 
0 
0 
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RESPONSE OF UNITED STATES POSTAL &RVICE WITNESS GARVEY 
TO  INTERROGATORIES OF THE OFFICE OF THE CONSUMER  ADVOCATE 

OCAIUSPS-Tl-15.  Please  refer to your  testimony at page 10,' lines 151 8. 
a. Please  explain the phrase  "like  printing and finishing options.' 
b. Please  explain the phrase  "batch  address file.' 
c. Please  confirm that two types  of  files will be transmitted to the commercial 

printers, 1) a print file containing  documents having like printing and 
,finishing  options and 2) the  batch  address  file. If you do not confirm, 
please  explain. 

batch  address file so that  Mailing  Online mail pieces will be 'presorted to 
the  maximum depth of  sort." 

d. Please  explain the process by which  commercial  printers will utilize the 

RESPONSE: 

a. The  Mailing  Online  'electronic job ticket" printing and finishing 

specifications  (see my testimony  at page 10, lines 6-8) are the 

determinants  of  'like  printing  and finishing options" for merging and 

batching. 

b. A 'batch  address  file" is the  address file component of the two parts 

necessary  for  a  printer to produce  mailpieces, Le. documents and 

. addresses. It dontains  information matching addresses to document  files 

(for  subsequent routing and  delivery of printed documents) and batch 

identification  information to allow the accurate  batching of documents. 

c. Two  types of files are transmitted: 1) individual  document  files, and 2) 

batch  address  files. 

d. Since all sortation  occurs  at  the  system level, prior to transmission to the 

printer, each batch address file is fully presorted upon its receipt by the 

printer. 
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RESPONSE OF UNITED STATES POSTAL S~RVICE WITNESS GARVEY 
TO INTERROGATORIES OF THE  OFFICE OF THE  CONSUMER  ADVOCATE 

--. , 
OCNUSPS-T1-16. Please refer  to  your  testimony at  page 10,'lines  18-21. 
Please confirm  that one finishing option for Mailing  Online  customers is mail 
pieces without envelopes. If you do not  confirm, please explain. 

541 

RESPONSE: 

Confirmed. A self-mailer  option is expected  to  be  introduced for the  experimental 

period,  but will not  be  available during the  market  test. 
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, 
OCAIUSPS-TS-17 [sic]. Please  refer to Exhibit USPS 1 A, "Mailing  Online 
Process  Diagram." One of the  boxes in that  diagram is entitled  'Mailing  Online 
System Merge and Batch." 
a. 

b. 

C. 

d. 

e. 

f. 

9. 

One of the tasks  under  Merge  and  Batch is "Batches  mailpieces with 
similar job characteristics.'  During  the  operations  test,  what is  the 
.maximum number of possible  categories  of  batches? Le., How many 
differenf categories of "job  characteristics"  are  there?  How is each 
category defined in the System  software?  Please  provide  a copy of the 
lines of code that perform this task. 
Please provide the following  volume  information  from  the  operations  test. 
Separately for each possible  category  of  'job  characteristics,"  provide (i) 
total volume to date, (ii) maximum batch volume to date,  (iii)  minimum 
batch volume to date,  (iv)  average  volume  per batch to date. 
One of the tasks under  Merge and Batch is "Batches  mailpieces by 
delivery destination."  Please  define  'delivery  destination." If this does  not 
mean "entry facility,"  please  explain.  During  the  operations  test,  what is 
the maximum  number  of  possible  delivery  destinations?  How is each 
possible delivery destination  defined in the  System  software? Please 
provide a  copy of the  lines  of  code  that  perform this task. 
Please provide the following  volume  information  from the operations  test. 
Separately for each possible  'delivery  destination,"  provide (i) total volume 
to date, (ii) maximum  batch  volume to date, (iii) minimum batch volume to 
date, (iv) average  volume  per  batch to date. 
One of the tasks under  Merge  and  Batch is "Presorts  batches to finest 
level." During the operations  test, is there  a  minimum size presort batch, 
e.g., one full tray?  Does  "finest  level"  mean  presorting to the  same  depth 
as would the entry facility  prior to dispatch?  Does  "finest  level" mean 
presorting to the same  depth  as  would  a  presort  mailer depositing First- 
Class Mail at the entry facility?  Please  explain. 
During the operations  test, did the  System  software use more than one 
sort scheme to "Presort[)  batches to finest level"? E.g., did sort  schemes 
vary by day of the week,  day  of  the  month, or season of the year?  During 
the operations  test, did the  entry  facility in Texas  use  more than one 
outgoing sort  scheme? E.g., did sort  schemes  vary by day of  the week, 
day of the month, or season  of  the  year?  Please  explain  how the sort 
scheme(s) used by the System  software  were  matched  or  otherwise 
coordinated with the sort  scheme@) used at the  entry  facility in Texas. 
One of the tasks under Merge and Batch is Transfers data files to print 
site servers." During the operations  test, is there  a  cutoff time prior to 
which this task must be completed each day? If not,  why not? If so, how 
is this cutoff time determined? If so, please  provide  a  copy of the lines of 
code in the System  software  that  enforce this cutoff time. 

RESPONSE: 
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a. A precise  answer to this  question is difficult. I have calwiated that I'during 

the  operations  test,  for  regular  mail-merge  mailing  with  on-line  proofing, 

there  are 75 possible  categories of batches  within  each  possible  page 

count  combination. The system  software  defines  batches based upon 

page  count, paper site, bindery  options,  plex  options,  spot color options 

and proofing  options. Also, non-merge jobs  are  currently  defined  as 

separate  batches, as are  fax-back  and  mail-back  proofing  requests. 

The  code  that  determines  the  bat&  for a specified  job,  plus  the  delivery 
destinations based on the addressee ZIP Codes is reproduced  below. 

MainMenu.Label1  .Caption = "Opening  Job  Template"  DoEvents 

Erase  sData 
iCnt = 0: QjobDoc = 0: QjobMail = 0 

iFileNum = FreeFile 
Open  cJoblnDir & sTextFile  For  Input As iFileNum Do While  Not  EOF(iFi1eNum) 
iCnt = iCnt + 1 
Input  #iFileNum,  sData(iCnt) 

Close  iFileNum 
Loop 

Determine  the  eligible print sites  for  the job based on whether or not the 
job is spot  color  or B&W 

qStr = "color-zip-lo >= 000 I' 
If sData(7) = "CLRD8 Then 
sData(7) = '!None" 
qStr = "black-zip-lo >= 000 " 
End If 

l - - l l l n ~ n w ~ ~ ~ - n n n ~ ~ m * ~ ~ c c n ~ m c c n ~ ~  

gblSiteCnt = 0 
Erase  gblBatches 
Set  RdoJob = rdoNetPost.OpenResultset("SELECT FROM  print-site", 
rdOpenDynamic,  rdConcurRowVer) 
RdoJob.MoveFirst 
Do While Not  RdoJob.EOF 
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rr 

gblSiteCnt = gblSiteCnt + 1 
gblBatches(gblSiteCnt, 3) = RdoJob("print_site-code") & 
Format$("000000) 
gblBatches(gblSiteCnt, 4) = 0 
gblBatches(gblSiteCnt, 5 )  = 0 
gblBa!ches(gblSiteCnt, 6) = RdoJob("print-site'*)  gblBatches(gblSiteCnt, 7) = 
RdoJob("user-id')  gblBatches(gblSiteCnt, 8)  = RdoJob('password") 
RdoJob.MoveNext 
Loop 
RdoJob.Close 

For sitetoop = 1 To gblSiteCnt 
Set  RdoJob = rdoNetPost.OpenResultset("SELECT * FROM  print-site-zips 
WHERE  print-site-code = "I & Lefi$(gblBatches(siteLoop, 3), 2) & 
rdOpenDynamic,  rdConcurRowVer) 
RdoJob.MoveFirst 
zCntr = 0 
Do  While  Not  RdoJob.EOF 
zCntr = zcritr + 1 
If sData(7) = "None" Then 
gblBZips(siteLoop, tCntr, I) = RdoJob("black-zip-io")  gblBZips(siteLoop, tcntr, 
2) = RdoJob("b1ack-zip-hi") 
Else 
gblBZips(siteLoop,  zCntr, 1) = RdoJob("color-zip-lo")  gblBZips(siteLoop,  ZCntr, 
2) = RdoJob("co1or-zip-hi") 
End If 
RdoJob.MoveNext 
Loop 
gblBZips(siteLoop, 0,  0) = zCntr 
Next 

Set  RdoJob = rdoNetPost.OpenResultset("select from  job  where  job-id = *' & 
Val(JobTemplate),  rdOpenDynamic,  rdConcurRowVer) 

RdoJob.MoveFirst 
QjobDoc = RdoJob("job-doc") 
QjobMail = RdoJob("'job-mail") 
gblProof = RdoJob("Job-Proof') 
gblMemlD = RdoJob("Job-Emp") 
gblTtlMail = RdoJob("Job-Page") 
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RdoJob.Close 
-- 

gblMailMerge = False 

l ~ t m t c - + ~ ~ * * I  

Determine the whether  the  job is merge  or  non-merge and  page  count 

Set  RdoJob = rdoNetPost.OpenResultset("select from  doc  where  doc-id = 'I & 
QjobDoc,  rdOpenDynamic,  rdConcurRowVer) 
RdoJob.MoveFirst 
QfileDoc = RdoJob("Doc-Name") 
gblJobApp = RdoJob("Doc-App") 
ImpCnt = RdoJob("Doc-Page") 
gblDocPgCnt = RdoJobC'Doc-Page") 
If UCase$(RdoJob("Doc.Merge'*)) = 'YES" Then 
gblMailMerge = True 
End If 
RdoJob.Close 

I~n"mmcccc++H1'*-''-"-'--''~ 

If gblDocPgCnt 2 Then 
gblDocPgCnt = 2 
End If 

If UCase$(Mid$(sData(G), 1 3)) <> "ONE" Then 
ImpCnt = Clnt(1mpCnt / 2 )  
End If 

I-*H*m****)+t*+---~**~*--m- I 

Set  envelope  size  based on the  page  size  and  page  count 

'Set  envelope  size  based on the  page  size and  page  count sData(l2) = 
'White#lO(9*4)" 
If ImpCnt > 5 Then 
sData( 12) = 'White#?(8U4'12)" 
Else 
If sData(9)' = "1 1 *17" Then 
If ImpCnt > 2 Then 
sData(l2) = 'White#?(82/4'12)" 
End If 
End If 
End If 

l -H*mH**C.m~**~~**-~--~-*-*-*  
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, 
'If  the job is to be sent to recipients on the  mail  list: 

* encvelope  size, fold type,  Merge vs Non-merge  and Dowment page count * 
* If the job is a mail merge find all  open  batches  and  use the corresponding ' 
Batch  IDS if all charateristics  mentioned  above  are  the same 
' Else  create  new Batch IDS for all print  sites * 

check  plex, mail class,  paper  size,  color,  binding,  envelope  style. 

If  thejob is a non-merge job 
create  new  Batch IDS for all print  sites 
If the job is a FAX BACK or MAIL  BACK then  create  a  unique  set  of Batch IDS 

for the job 

If UCase$(gblProof) = 'VIEW ONLY' Then 
If  gblMailMerge Then 

I------ 

xSelStr = "Status = ' 0  And Mailclass = *" 8 sData(l0) & - 
"' And  MailSize = " And plex = *I* & sData(6) & - '" And  size = *I' & sData(9) & - 
'I' And  color = "' & sData(7) & - 
*" And  binding = *" & sData(8) & - . 
fold = "* & sData(l3) & - 
I" And  DocMerge = 'I & gblMailMerge & - *I And  PageCnt = 'I & ImpCnt & *I ;*I 

And  env-style = "' & sData(5) & - *" And  env-size = *It & sData(l2) & - *" And 

Set  rsJob = dbpomdata.OpenRecordset("Select From Batch  Where 'I & 
xSelStr) 

If rsJob.RecordCount 5 0 Then 
rsJob.MoveFirst 
Do  While  Not  rsJob.EOF 
For  ILoop = 1 To  gblSiteCnt 
If Mid$(rsJob("Batch"), 1 , 2) = Mid$(gblBatches(lLoop, 
3), 1,2) Then 
gblBatches(lLoop, 3) = rsJob("Batch")  gblBatches(lLoop, 5 )  = I 
ILoop = gblSiteCnt 
End If 
Next 
rsJob.MoveNext 

End If 
rsJob.lose 

End If 
End If 

Loop 

For lLwp = 1 To gblSiteCnt 
If Val(Mid$(gblBatches(ILoop, 3), 3,6)) = 0 Then 
Set  rsJob = dbpomdata.OpenRecordset("SELECT Batch  From Batch WHERE 
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Mid$(Batch,l,2) = *" & Mid$(gblBatches(lLoop, 3), 1 , 2) & "' ORDER  BY B a k  ;I1) 
If rsJob.RecordCount > 0 Then 
rJob.MoveLast 
gblBatches(lLoop, 3) = Mid$(gblBatches(lLoop, 3), 1 , 2) & 
Format$(Val(Mid$(rsJob("Batch"), 3,6)) + 1, *~OOOOOO) 
Else 
gblBakhes(lLoop, 3) = Mid$(gblBatches(lLoop, 3), 1,2) & 
Format$(l I "000000") 
End If 
rsJob.Close 
End  If 
Next 

TO INTERROGATORIES OF THE OFFICE OF THE  CONSUMER ADVOCATE . 
-.. 

* + t C C ) t + L m * C p - - n * - - *  

*-*--- 
b. To the extent the requested  information'is  available, it appears in USPS- 

c. Address  ZIP  Codes  are used to  determine  "delivery  destination"  which 

refers to the ranges of  ZIP  Codes  assigned  to  respective print sites. 

Printing  contractors will be  required  to  deliver  finished  mail  pieces to 

specified mail entry  units.  During  the  operations  test,  one  physical print 

site  receives all batches;  however  the  system  distinguishes two virtual 

print  sites (to test  ZIP  Code  routing)  and two separate  servers  at  the 

physical print site, each representing  a  range of ZIP Codes. The code  that 

accomplishes  these  tasks is reproduced  below. 

, ~ m n w - c * ~ ~ * ~ ~ * ~ * ~ * ~ * * - * * ~  

' Determine  the zip code (destination)  ranges for each  eligible  print site 

For  siteLoop = 1 To gblSiteCnt 
Set  RdoJob = rdoNetPost.OpenResultset("SELECT FROM  print-site-zips 
WHERE  print-site-code = 'I' & Left$(gblBatches(siteLmpl 3), 2) & l"lg, 

rdOpenDynamic,  rdConcurRowVer) 
RdoJob.MoveFirst 
zCntr = 0 

U-+*m*W--W*----**- 
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Do While  Not  RdoJob.EOF 
zCntr = zCntr + 1 
If sData(7) = "None" Then 
gblBZips(siteLoop,  zCntr,  1) = RdoJob("b1ack-zip-lo")  gblBZips(siteLoop, zcntr, 
2) = RdoJob("black-zip-hi") 
Else . 
gblBZips(siteLoop,  zCntr, 1) = RdoJob("'colo"zip-lo'')  gblBZips(siteLoop,  ZCntr, 
2) = RdoJob("co1or-zip-hi") 
End If 
RdoJob.MoveNext 

gblBZips(siteLoop, 0 , O )  = zCntr 
Next 

Loop . 

d. To the  extent  the  requested  information is available, it appears in USPS- 

LR-6/MC98-1. 

e. Each  batch is presorted  individually  regardless of volume.  Using  a 

commercial  presort  software  module,  each  batch is analyzed  for  presort 

potential  and  handled  accordingly,  with  whatever  sortation  possible  being 

performed to the finest level  according to standard  Postal  Service . .  First- 

Class Mail classification  rules 

f. The same  commercial  software  was used to perform all sorts  performed 

by the  system  software. I am unaware of more than  one sort scheme 

being used.  The  mail  entered  at  the  Texas  facility  was  not  processed 

there. To simulate  multiple  print  sites  close to users'  origination  points, 

prepared  mailings  ('delivery  destination"  batches)  have  been  drop  shipped 

to the Tampa  and  Hartford  plants. No coordination  has  been  attempted 

between sort schemes  at  these  facilities  and  the  system sort. 

g. Data file transfers  occur  at two times: 

1. document  print  files  are  transferred  immediately  upon  completion of a 

customer  transaction, 
- -  
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2. batched  address files  are transferred  at  a  specified  &off  time  each 

TO INTERROGATORIES  OF  THE  OFFICE  OF  THE  CONSUMER  ADVOCATE 
L- ,, 

day.  Currently  this  cutoff  is 2:OO PM  Eastern  Time.  The  pertinent  code is 

reproduced below. 

Code to enforce  Cutoff  Time. 

'-**fLtCt**mCL+--P-*- 

-' At  midnight  every  day  an  ACCESS  database is updated to indicate 
that  the  daily  processes ' for  the  day  have  not  been run. There  are two daily 
processes - ' ' 1 - the  daily  'maintenance  program  which runs at midnight AND ' ' 
2 - the  daily  cutoff (1 400 EST)  which  prepares  the  batches for compilation  and 
distribution  This  code  executes if the  system  time is greater than 1400 and  the 
process  has  not been previously  run  (gblNPProc is 0). It runs  only  once  a  day. 

If CompTime >= gblNPTime  Then 
If gblNPProc = " 0 8  Then 
Set  xTmCiock = dbpomdata.OpenRecordset('7mCIock") xTmClock.MoveFirst 
xTmClock.Edit 
xTmClock("NPSort  Proc") = "1" 
xTmClock.Update 
xTmClock.Close 

pwDate = Format$(Date,  "yyyy/mrn/dd')  On  Error  Resume  Next 
FileCopy  cLogDir & "pw.dat",  cLogDir & "pd' & - 
Mid$(pwDate, 6 , 2 )  & Mid$(pwDate, 9,2) & ".dat" 
FileCopy  cLogDir & "pwe.dat",  cLogDir & "pw.dat" On Error  GoTo 0 
NPVal = Shell("c:\netpost\src\npmain\npmain.EXE, 4) DoEvents 
For  iLoop = 1 To 500 'Give  NP  SORT  time to start and 
DoEvents ' close out all  active  batches 
Next . 

Unload  Me ' 

End 
End If 
End I f  
h. 
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, 
OCNUSPS-T1-18.  Please refer to Exhibit  USPS lA, "Mailing  Online  Process 
Diagram."  One of the boxes in that  diagram is entitled  'Job  Approval And 
Payment  Authorization.' During the operations  test, are Mailing Online 
customers informed prior to job approval when  their  jobs will be printed, entered 
into the mailstream, or dispatched  from the entry facility? If not,  why not? If so, 
please- provide a  copy  of  the lines of  code in the System  software that perform 
this task. Does the Postal Service  offer  any  assurance  or  estimate  of the 
probability  that  a  particular job will be dispatched  from the entry facility on the 
same day the job  is approved? If not,  why not? If so, what is the basis for this 
assurance  or  estimate? 

RESPONSE: 

Mailing Online  customers are informed at the time of job submission,  prior to final 

approval,  what the expected mailing date will be for  their  job. This date is 

calculated based upon the system daily cutoff  time of 2:OO PM ET, the current 

time, and the day of the  week and date  of the next  postal  business  day. No 

information is provided at this time regarding dispatch  from the entry facility.  This 

is intended to keep current  expectations  regarding  dispatch  of First-class Mail 

intact. The pertinent code is reproduced  below. 

2) Cutoff  Time 

occ..tct.tmctwctctmwctctctmctct~ct~ctct~+m~.tw~~mctctctctm 

m++ctctm+ I At midnight  every day an  ACCESS  database is updated to indicate 
that the daily processes * for the day have n o t  been run. There are two daily 
processes - * * 1 - the daily maintenance program which runs at midnight AND * 
2 -the daily cutoff (1400 EST) which prepares the batches for compilation and @ 

distribution ' This code executes if the system  time is greater than 1400 and the 
process has not ' been previously run (gblNPProc  is 0). It runs only  once  a  day. 

If CompTime >= gblNPTime Then 
If gblNPProc = "0 Then 
Set xTmClock = dbpomdata.OpenRecordset("TmClock") xTmClock.MoveFirst 
xTmClock.Edit 
xTmClock("NPSort Proc**) = "lo* 
x7mClock.Update 
xTmClock.Close 
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pwDate = Forrnat$(Date,  "yyyyrmmldd)  On Error  Resume  Next 
FileCopy ctogDir 8 "pw.dat",  cLogDir 8 "pvrl' & - 
Mid$(pwDate, 6,2) 8 Mid$(pwDate, 9,Z) 8 ".dat" 
FileCopy  cLogDir 8 .*'pwe.dat",  cLogDir 8 "pw.dat"  On  Error GoTo 0 
NPVal = .Shell("c:\netpost\src\npmain\npmain.EXE, 4) DoEvents 
For  iLoop = 1 To 500 'Give NP SORT time  to  start  and 
DoEvents * close out all  active  batches 
Next 
Unload Me 
End 
End If 
End If 

. .  MC98-1 
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d-e. A system  enhancement  to  be  implemented  for  the  market test will allow 

users to  extend either retention  period  for  an  additional 30 days, at their 

option. As i understand  the  maintenance  process, it occurs  thusly: when . 

first placed in the  database, files are tagged with an  expiration date; each 

198 

day  at  a  specified  time a system  routine  which  checks  expiration dates 

automatically  runs  and deletes files due  for  deletion using standard  file 

deletion  procedures. 
- 

f. Commercial  printers are contractually  required  to  delete  all  Mailing Online 

files upon completion  of  the  job. No files will be  retained by the  printers 

any  longer  than is necessary  to assure successful  completion of their  daily 

work. 

g. Partially  confirmed.  One  comment  was  received  from a certain  David B. 

Popkin.  That  comment  was  acknowledged,  and  the  system of records is 

now being maintained. 
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OCNUSPS-Tl-23. Please  refer to your  testimony  at  page 1, footnote 2. You 
state,  ‘The Postal  Service  will  provide full service  access  via  the  World  Wide 
Web,  using  browser  functions in lieu of user-installed  software.” 
a. Please  describe in detail  how  a  Mailing  Online  customer  would  transmit  a 

Word document Via the  World  Wide  Web,  using  browser  functions in lieu 
of user-installed  software”  during ( i )  the operations  test  period, (ii) the 
market  test  period, (iii) the  experimental  period,  (iv)  the  post-expenment 
period. 

b. Please  reconcile  your  testimony  with  the’following. ‘The Postal Service’s 
preferred  objective  for  this  experiment is to have it recommended by the 
Commission by the end  of  November, 1998. This  would  allow  the  Postal 
Service to explore  the  possibility that major software  developers could 
integrate  Mailing  Online  into  impending  updates of software in order to 
make  the  service  widely  and  easily  available . . . .” Motion  of  the  USPS 
for Expedition . . ., July 15, 1998. In particular,  why is such  integration 
necessary if “full service  access  via the World  Wide  Web” is available 
‘using  browser  functions in lieu  of  user-installed  software”? 

c. Please  explain how  ’integratting]  Mailing  Online into impending  updates of 
software  [would]  make  the  service  [more]  widely  and  easily  available.” 

RESPONSE: 

a. (i-iii)  Using the built-in file transfer  capability  of  standard  browser  software, 

the Mailing  Online Web  server  receives  files  selected  for  upload  by  users 

from content  resident on their  local  drives or network.  This  is 

accomplished  via  a  series of Hyper Text Markup  Language  (HTML)  pages 

which the user  views  and  interacts with while  online  using  the  World  Wide 

Web.  This  process is enabled  by the capabilities  of  the  browser  and 

therefore  does not require  additional  software  such  as  might  be  used in a 

point-to-point file transfer. ’ 

(iv)  Unknown. 

b-c. Given the fact that the internet is just an access  channel,  and the World 

Wide  Web is only  a  graphical  interface to the  internet, it is important  for 

destinations on the internet to have effective ’signposts”. Unlike  a PC 
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OCAlUSPS-TI-24. Please  refer to Exhibit 1 to your  response to interrogatory 
OCNUSPS-T1-10. 
a. 

b. 

C. 

d. 

e. 

For each date on which  more  than  one  transaction  occurred,  please 
provide the number of different  mailers  who  transmitted  on  that date and 
the volume  transmitted on that  date by mailer. 
Please provide the total number  of  different  mailers  who  have  utilized 
Mailing  Online  during  the  period  covered  by  Exhibit 1. 
For each separate  mailer who  has  utilized  Mailing  Online  during the 
period covered by Exhibit 1, please  provide  the  total  number of 
transactions  that  occurred  during  the  period covered by  Exhibit 1 and  the 
dates on which those  transactions  occurred.  (It  is  not  necessary to 
identify  mailers;  merely  differentiate them.) 
For  each  separate  mailer  who  has  utilized  Mailing  Online  during the 
period covered by Exhibit 1, please  provide  the  total  number of 
transactions  that  occurred in each  calendar  month  during  the  period 
covered by Exhibit 1. 
For  each  separate  mailer who  has  utilized  Mailing  Online  during  the 
period covered by Exhibit 1 , please  provide  the  average  number of 
transactions per calendar  month  during  the  period  covered  by  Exhibit 1. 

RESPONSE. 

Answers to each of these  questions  are  provided in the  Attachment to 

Response to OCNUSPS-T1-24.  The  body of the  Attachment  contains  five 

pages. One of these  reports  on  operations  test  activity  in  Hartford,  while  the 

other  four report on activity in Tampa.  Please  note  that  these  latter  four  pages 

consist of a single table physically  arrayed  across  all  four  pages,  with  columns 

representing each operations  test  customer  and  each row representing  dates. 
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RESPONSE OF UNITED STATES  POSTAL SERVICE WITNESS GARVEY 

TO  INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 
OCAlUSPS-TI-26. Please refer to  your response to  OCNUSPS-T1-2.  Please 
explain the rationale  for  having the Postal  Service hold the permits  on  which  the 
mailings are submitted. 

RESPONSE: 

Two  factors influenced this decision: (1) since the  Postal  Service is collecting  the 

postage directly  from  Mailing Online customers, it will have funds in hand  when 

the  transaction is complete. It would not  make sense, nor would it be cost 

effective, to  transfer these postage funds to  a.third  party  only  to  receive  them 

again when the mail is entered some 24 hours later. (2) Since  the  files  are  being 

split and  routed  based  on  ZIP Codes, and then batched  according to print site 

destination,  postage paid for one customer  transaction will potentially  represent 

multiple entry points.  The  consequent  accounting would represent  a formidable 

challenge if a centralized  accounting  system  were not being used, and  the only 

logical holder of such  a  centralized  account is the  Postal  Service  since  all  other 

parties are site  specific  vendors or customers. 

. .  MC98-I 
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. .i .. 
RESPONSE  OF  UNITED STATES  POSTAL  SERVICE  WITNESS  GARVEY 

TO  INTERROGATORIES  OF  THE  OFFICE  OF  THE  CONSUMER  ADVOCATE 

OCNUSPS-T1-29.  Please  refer to your  response  to  OCNUSPS-T1-12. 
a. Please explain how  the  number  of  market  test  participants will be 'limited 

to several thousand." 
i. Does  the  Postal  Service  presently  possess,  or is  it  in the  process 

-of preparing,  a list of  'several  thousand"  market  test  participants? 

ii. Will the  several  thousand  market  test  participants be "limited"  by 
their geographic  location?  Please  explain. 

iii. Will the several  thousand  market  test  participants be 'limited"  as  a 
consequence  of  their  association with one  or  more  organizations? 
If so, please name  the  organization  and  provide  the list of 
participants. 

. If So, please  provide  the  list. 

b. Please identify and provide  the  costs  associated with 'informing  potential 
customers or advertising  the  availability of Mailing Online  service  during 
the expanded  (market)  test  period." - 
attachment(s) and page  number(s) in the  testimony  of  witness  Stirewalt, 
containing the  costs  of  'informing potential customers  or  advertising  the 
availability of Mailing Online  service during the  expanded  (market)  test 
period." 

c. Please identify the table(s) in the  testimony  of  witness  Seckar,  and  the 

RESPONSE: 

a. First, the area of  the  test is geographically  bounded  as  explained in my 

Response to OCNUSPS-T1-28 above;  second,  parties  interested in 

participating will  be asked a series of qualifying  questions prior to registration. 

See  my Response to DBP/USPS-T1-3(c). 

Those providing answers  consistent  with  our  established  criteria will  be 

permitted to register and become  users  of  the Postoffice Online  (POL)  services. 

A limitation of 5000 active registrants  has been programmed  into the system; an 

active registrant is defined by having  either just registered or performed some 

POL transaction within the last 30 days. Inactive registrants will be dropped 

after 30 days of inactivity and new  Participants  allowed to register to fill those 

slots. 

MC98-1 
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RESPONSE OF UNITED STATES  POSTAL  SERVICE  WITNESS  GARVEY 
TO INTERROGATORIES  OF  THE  OFFICE OF THE  CONSUMER  ADVOCATE 

1. No list exists. 

ii. Yes, participants must  provide  an  address  within  the  market  test 

area as part of the registration process. - 
iii. No, participation will be not  be  based in any  way on organizational 

affiliation. 

b. Redirected to the Postal Service. 

c. Redirected to the Postal  Service. 

MC98-1 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  GARVEY 
TO INTERROGATORIES OF THE  OFFICE OF THE  CONSUMER  ADVOCATE 

OCNUSPS-TI-31. Please refer to your  testimony  at  page 2, line 7, concerning 
address  hygiene. 
a. Please explain the phrase  "address  hygiene.' 
b. Please describe the activities of the  computer  network control center  to 

provide "address  hygiene"  for  Mailing  Online  customers. 

RESPONSE: 

a. In the context of my  testimony,  "address  hygiene" refers to the validation, 

standardization  and  ZIP+4  Code  appending  process  performed by  the 

Mailing Online network control center in processing  customer  address 

files. 

b. See my Response to MASAIUSPS-T5-8. As I understand it, the Mailing 

Online system uses the USPS Address  Management System (AMS) 

database to accomplish the following  process: 

1. Compare  complete  address  records to the current national 

database: 

ii. validate, and modify if necessary  and  possible, the individual 

elements of address  records  such  as  street  spelling and ZIP Code; 

iii. validate each address's  conformance, or lack of; 

iv. assign ZIP+4 Codes  and  carrier  route identification to valid 

addresses,  and; 

V. identify specific  problems  with  unverifiable  address  records if 

possible and tag them with  return  codes. 

MC98-1 
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RESPONSE OF UNITED STATES  POSTAL SERVICE WITNESS GARVEY 
TO INTERROGATORIES OF THE OFFICE OF THE  CONSUMER ADVOCATE 

. -* . *-?. 

OCNUSPS-TlS6.  Please  refer to your testimony  at  page 10, iines 2-5, where it 
states that  Mailing  Online  customers W i l l  be  notified  of  addresses  that  cannot  be 
matched with the  Postal  Service’s  Address  Management  System  database  and 
are therefore  being  purged  from  the  list.” 
a. Please confirm  that  Mailing  Online  customers will be  charged for the 

b. Please confirm  that  the  Postal  Service will return  the  corrected  mailing list, 
service  feature  described  above. If you do not confirm,  please  explain. 

or  the  names  being  purged from the list, to Mailing  Online  customers. If 
you do not confirm,  please  explain. . .  

RESPONSE: 

a. Not confirmed. As explained in my testimony  at  page 2, lines 16-1  8, 

customers  are  charged  postage plus a fee  based upon printing and 

production options. These  fees  are  explained in the  testimony of Witness 

Plunkett. 

b. Confirmed  that  Mailing  Online  Customers will receive a viewable  and/or 

printable list of unverifiable  addresses  via a PDF rendering  online, these 

are  the  addresses  being  purged from the list. 

MC98-1 
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RESPONSE  OF  UNITED  STATES  POSTAL  SERVtCE  WITNESS  GARVEY 

REDIRECTED  FROM  WITNESS  ROTHSCHILD 
TO INTERROGATORY  OF  THE  OFFICE  OF  THE  CONSUMER  ADVOCATE, . ,  

OCAIUSPS-T4-33. Please  refer  to  your  response to OCAIUSPS-T4-8. 
. a.  When  was  the  decision  made  that  the  quantitative  phase of the  NetPost 

study  be  submitted  as  testimony in this  docket? 
b. In your  response you state,  "Our goal ... was to provide  an  indication  of 

whether  there  was  sufficient  interest to justify  further  evaluation Of 
NetPost."  Based  upon  the  response  rate to the  quantitative  survey, is it 
your  opinion  that  there  is  sufficient  public  interest to justify  continued 
evaluation of NetPost?  Please  explain the rationale  for  your  response. 

RESPONSE: 

a. The quantitative  study was initiated to provide  basic  information  for 

technical  design  and business  case  planning.  The  Postal  Service  needed 

to quantify  the  size  of  the  possible  volume  represented  by  implementing 

the concept  of  Mailing  Online  service.  Investment in technical  research 

and development  required  both  justification  and  some  basis  for  design 

scaling.  This  research  provided  an  idea  of  the  scale  of  a  fully 

implemented  national  service  offering.  When it became  clear in the  fall of 

1997 that  Mailing  Online was a  viable  concept  for  the  Postal  Service  to 

pursue,  the  decision  was  made to seek  authority  for  a  market  test  and  an 

experimental  classification.  At  that  point  the  quantitative  research  was 

evaluated  and  deemed  substantially  sufficient  for  the  limited  purposes of 

these  filings. 

b. The  question  presumes  a  correlation  between  the  response rate to a 

complex  research  survey  instrument  and  public  interest in the  subject  of 

that survey.  The  specific  indicator  sought  here  was  not  of  a  general  public 

interest,  but  rather the taking  of a measurement of an  intent to translate 

MC98-1 
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RESPONSE OF UNITED STATES  POSTAL.SERViCE  WITNESS  GARVEY 
TO  INTERROGATORY  OF  THE  OFFICE  OF  THE  CONSUMER  ADVOCATE, 

REDIRECTED FROM WITNESS  ROTHSCHlLD . .  -. 
, 

interest  into  action.  We  believed that public  interest in this service had 

been  demonstrated  sufficiently by focus group  participants  to justify 

continued  evaluation. We sought  here  to quantify the  interest  more 

specifically as projected mail volume  for  business planning and  technical 

research  and  development. 

. .  
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RESPONSE OF UNITED STATES  POSTAL SERVICE  WITNESS GARVEY 
TO PRESIDING  OFFICER'S  INFORMATION  REQUEST NO. 1 

1. For  purposes  of  this  question  a  'mailing"  will  mean  the  physical  presentation 
of  Mailing  Online  pieces to a  postal  facility  by  a  Mailing  Online  printer. 

a. Please  confirm  that a mailing will not  have to conform to the DMM 

b. If a. is confirmed,  please list  the DMM  makeup  requirements  that  will  be 

c. Will each  mailing  be  subject to the  same  cut off times  imposed  by  the 

makeup  requirements  for  the  rate  categories  involved. 

waived or  modified  for  Mailing  Online  pieces. 

postai facility on other  customers  (e.g., a 7:OO PM  cut off time  for 
acceptance of First-class  automation  mail.) 

d. Please confirm  that, in the  Experimental  Phase,  nonprofit  organizations 
sending  less  than 200 pieces  could  use  Mailing  Online  and  receive  the 
same  postage  rate  (excluding  printing)  as  a  nonprofit  organization  sending 
200 pieces? 

RESPONSE: 

a. Although  specific DMM regulations  have  yet to be  drafted,  this  question is 

confirmed to the  extent  noted  in  response  to  part  (b). In all  other  respects, 

the makeup  requirements  are  expected  to  be  the  same  for  Mailing  Online 

(MOL) pieces  and  non-MOL  pieces. In addition,  there  might  need  to  be 

some  minor  adjustments to the  manifest  mailing  system  requirements to 

reflect the  manner  of  entry  of  MOL  pieces;  whether  this will  be  necessary 

and what  the  particular  modifications  might  be  have  yet to be  determined. 

b. If Mailing  Online  service  is  recommended  as  requested,  the  DMM 

minimum  quantity  requirement  for a mailing  would be modified. To be 

- consistent  with the requested  DMCS  language  Mailing  Online  pieces 

would not be required to meet  the  500-piece  minimum for First-class 

automation  rate  mailings or the ZOO-piece  minimum for Standard  Mail 

automation rate mailings.  Furthermore,  the  requirement  that  Standard 

MC98-1 
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RESPONSE  OF  UNITED STATES POSTAL SERVICE WITNESS GARVEY 
TO  PRESIDING  OFFICER'S INFORMATION REQUEST NO. 1 

Mail be addressed for  delivery within the  service area of the BMC (or 

auxiliary  service  facility  (ASF)  or  sectional  center  facility (SCF)) at which it 

is entered in order to obtain the  destination BMC discount  would also not 

be applicable, as indicated in the proposed DMCS language 

c. It should  also be noted  that  although the rates applicable  to  Mailing  Online 

pieces are proposed  to be limited  to the  basic  automation rates, the 

presorting  requirements  applicable  to Mqiling Online pieces would  remain 

the same  as the  presort  requirements  for  all  other  automation  mail. As a 

result, depending on the  number of pieces  and  presort  density of an 

individual  mailing, there may  be  Mailing  Online pieces required to be 

prepared in a  manner  that would  ordinarily  allow  qualification  for a lower 

5-digit, 3-digit, or 3/5-digit automation  presort  rate,  although they would 

still pay the  basic  automation  rates (less the DBMC discount for Standard 

Mail) as indicated in the  proposed DMCS language. Yes, commercial 

printers preparing  Mailing  Online  jobs are required to enter mailings  no 

later  than  the cut-off  time  specified by the designated  Business Mail  Entry 

Unit. See USPS-LR5-MC98-1. 

d. Confirmed. - 

MC98-1 
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RESPONSE OF POSTAL  SERVICE  WITNESS PLUNKElT TO 
INTERROGATORIES OF THE  MAIL  ADVERTISING  SERVICE  ASSOCIATION, 

REDIRECTED FROM WITNESS  SECKAR 

MASNUSPS-T2-3. Confirm  the  following. In the  event  that  you  are  unable to 
confirm,  explain in detail why  not. 

c. In proposing the several  postage  options to be charged MOL customers,  you 
have  assumed  that, as a result  of  the  batching of different  mailings by the 
contract  printers, MOL mailings  presented to the  Post Office by the contract 
printers will generally  meet  the  qualifications  established in the DMM and the 
DMCS for  the  postage  rates  charged to the customer. If your  answer is yes in 
whole  or in part,  describe in detail  the  studies,  analyses  or  other  bases you have 
for  making  this  assumption. 

MASNUSPST24 Response. 

c. Confirmed.  This  assumption  is  based  on  the  volume  forecasts  contaihed  in 

USPS-LR-2/MC98-1. These  forecasts  indicate  that,  at full implementation, 

Mailing  Online  is  expected to generate  tens of thousands of pieces  per  printer 

per  day  on  average.  Thus it is  expected  that  Mailing  Online  pieces  will  meet  the 

aforementioned  qualifications.  There  are  currently  no  real-world  data  available 

to support  that  projection.  The  Postal  Service  intends to collect  such  data  during 

the  course of the  proposed  market  test  and  experiment. 
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? RESPONSE OF POSTAL  SERVICE  WITNESS PLUNKEIT TO'INTERROGATOR~ES 
OF  THE  OFFICE OF THE  CONSUMER  ADVOCATE , 

, 
OCAIUSPS-TS-28.  Please  refer to the  attachment to your  response to OCANSPS-TS- 
21 and to USPS-LR-11,  Part 1, Schedule, 1 .l Items  and  Prices. 

the  Schedule. 

through  F  under  "Finishing?"  Please  cite  specific  page  and  line  numbers. If your 
attachment  does  not  contain  these  costs,  please  explain  fully  why  they  are  not  included. 

not contain  unit  prices  for  either  simplex or  duplex 11 X 17. Please  explain why this 
size  was  excluded. 

a. Please  update  your  attachment to reflect  the  actual  unit  prices  shown  in 

b.  Where in your  attachment  did  you  include  the  costs  for  any  of  items A 

c. The  section in the  Schedule  entitled  "Print  Mode  (per  impression)"  does 

OCNUSPS-TS-28  Response. 

a.  See  attachment  for  updated  table.  Note  that  impression  costs  no  longer  include 

information  systems  costs, so a new  column  for  information  system  costs  has  been 

added.  Likewise,  transportation  costs  are  presumably  included -though not 

identified - in the  prices  in  USPS-LR-11,  Part 1, Schedule, 1.1 and  are  therefore  not 

shown in the  updated  table. A column  for  folding  and  insertion  costs  has  also  been 

added. 

b.  The  examples in the  attachment  assume  no  stapling,  binding,  or  saddle  stitching. 

Costs for finishing  were  not.available  when  the  original  attachment  was  created. 

See  page  7  of my  testimony.  Furthermore,  the  market  research  presented  in  USPS- 

LR-lIMC98-1 provides  no  guidance  regarding  which  finishing  options  customers 

might  prefer. In the  attached  exhibit, I have  assumed  only  that  letter-size  pieces 

require two folds. 

c. Redirected to witness  Garvey. 
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REBUTTAL TESTIMONY OF PATRICK BRAND 

MI? 

6 My  name is Patrick  Brand  and I am  Vice  President,  Marketing  for-  Pitney 

7 Bowes'  Small  Office  Division. I have  responsibility  for  DirectNET  among  other 

8 products. I have  been  employed by Pitney  Bowes  for 15 years  and  have  been 

9 responsible  for  DirectNET  since  the  beginning  of 1997, when  we  were  market 

10 testing  the  service.  My  prior  experience  and  educational  background  are  set 

11 forth in more  detail in the  attached  resume. 

12 The  purpose  of  this  testimony is to  demonstrate  that  Pitney  Bowes' 

13 DirectNET  Service  and  the  Postal  Service's  proposed  Mailing  Online  Service  are 

14 functionally  equivalent  from  the  perspective  of  a  potential  user  of  these  services 

15 and  that  the  testimony  of  Postal  Service  Witness  Lee  Garvey  to  the  contrary is 

16 simply  mistaken.  Because  the  services  are  functionally  equivalent  and  in 

17 competition for the  same  market of customers,  mail  users - and  particularly 

18 small  mail  users - will  have  a  choice  whether to use  DirectNET  or  Mailing 

19 Online.  However, the Postal  Service  proposes  to  offer  certain  postage  discounts 

20 to its Mailing  Online  users  who  do not otherwise  qualify for those  discounts but 

21 will  not  permit  Pitney  Bowes to pass  through or make  available  those  discounts 

22 to its DirectNET  customers  unless the customer krlly qualifies  for  the  discount. 

23 In my  opinion, and based  upon my experience, the  Postal Service has  conferred 

24 upon itself an unfair  competitive  advantage in its  structuring of the  Mailing  Online 

25 market  test. 
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1 In the  testimony  which  follows, I first  describe  and  compare  the  functional 

2 

- 3  

4 

5 

6 

7 

8 

9 

10 

11 

characteristics  of  DirectNET  and  Mailing  Online  and, in that  context,  rebut  Mr. 

Garvey's  erroneous  characterization of the  DirectNET  Service. I then  discuss 

the  obvious  competitive  advantages  that  the  Postal  Service  will  enjoy if it is 

permitted to grant  special  discounts  to  users of Mailing  Online  that  will  not be 

offered to users of competitive  services  such  as  DirectNET. 

Functional Equivalence 

Based  upon my  review of Mr.  Garvey's  testimony  and  cross-examination, 

Mr.  Garvey seems to  be  saying  that  the two services  differ  "fundamentally" 

because  DirectNET is exclusively  a  client-based,  point-to-point  dial-up  service 

while  Mailing  Online  offers  access to any  consumer  with  Internet  access  and 

12 Web  Browser  capability. (TR. 2/368) Mr.  Garvey's  characterization  of  DirectNET 

13 is incorrect.  Although  DirectNET  started  out  as  a  client-based,  point-to-point 

14 dial-up  service,  we  recognized  the  growing  importance of the  Internet  and 

15 introduced an Internet-based  service in March of 1998. Developed  and 

16 marketed in alliance  with  Microsoft,  the  new  service  allows  users  to  submit  their 

17 jobs  and  track  their  progress on the  Internet.  The  USPS  also  participates in this 

18 project, by providing  list  cleansing  services.  Thus,  DirectNET  customers  now 

19 have  a  choice of dial-up  access  or  Internet  access. 

20 To the extent  that Mr.  Garvey  intended to differentiate  Mailing  Online  from 

21 DirectNET  based  upon  the  precise fom of communications  technology 

22 employed,  his  statement  does not reflect  the  communikations  technologies  now 

2 
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22 

being  employed  by  DirectNET.  More  importantly,  the  precise  communicbtions 

technology - e.g., dial-up vs. Internet  access - will  not  significantly  influence the 

user's  decision  whether to subscribe to Mailing  Online  or to DirectNET, so long 

as the basic  benefits of convenience  and  quality  are  the same  and the  cost  of 

access to the  data  center is not  materially  different.  Mr.  Garvey is  basically 

correct  that  users  of  Internet  access  through  the  Worldwide Web  pay only  the 

cost of a  local  telephone  call. Of course,  that will  be  true  of  both  DirectNET 

Internet  access  and  the  Postal  Service's propwed Mailing  Online.  But,  even in 

the  case of dial-up  DirectNET  users, Pitney Bowes  does  not  charge for the 

software  and  has  established  toll-free  lines  for  data  communications,  and  the 

client  software  can  be  downloaded from our Website.  Therefore,  from a 

customer's  viewpoint,  the  technological  distinctions  that  Mr.  Garvey  seeks to 

draw  are  immaterial. 

In view  of  these  considerations, I think  the  conclusion  that  DirectNET  and 

Mailing  Online  are  functionally  equivalent  is  inescapable.  Both  services  are 

designed  to  take  advantage of recent  advances in electronic  communications, 

state-of-the-art  printing  technologies  and  conventional  postal  functions to create 

integrated  services for the production,  processing  and  delivery of mail. Both are 

intended to enhance the capabilities of small  businesses to use  a  PC and the 

modem  telecommunications network as  a means of creating 8 mailing  piece, 

delivering it to a  printer and having it entered  into  the  mailstream  for  delivery by 

the United  States  Postal  Service.  The  Postal  Service.  proposes to offer  certain 

3 
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1 service  enhancements  (such  as  mailing of flats)  that  Pitney  Bowes  does  not  now 

2 offer. On the  other  hand,  Pitney  Bowes  offers  a  number  of  service 

3 enhancements  (including  the  ability  to  produce  and  insert in the  mailing  a  reply 

4 envelope)  that  the  Postal  Service  does  not  propose.  But  these  differences in 

5 service  characteristics  do  not  alter  the  fact  that  the two services  are  functionally 

6 equivalent. 

7 Competitive Effects 

8 In these  circumstances, it is  not  clear  to us why  Postal  Service  Witness 

9 Garvey  has  chosen  .to  omit  DirectNET  from  his  discussion  of  the  competitive 

10 effects of the  proposed  Mailing  Online  service,  and  why  Witness  Plunkett  has 

11 apparently  ignored  competitive  considerations  entirely in his  pricing  proposals. 

12 Mr.  Garvey's  testimony  (at  pages 12-13) acknowledges  that  Mailing  Online  will 

13 compete  for  mailing  dollars  with  traditional  printing  and  mail  preparation  houses. 

14 I am  at  a loss to understand  why  the  Postal  Service  believes  that  Mailing  Online 

15 will not compete  with  DirectNET  for  mailing  dollars  given  the  fundamental 

16 similarities of the two services.  Moreover,  DirectNET is not  the  only  electronic 

17 communication-based  access  service in the  market. I understand  that  Neopost 

18 offers  a  similar service.  The Postal  Service  should be aware of this  fact  because 

19 Neopost is a  participant in the  Microsoft  project  along  with  Pitney  Bowes  and  the 

20 Postal Service. 

21 The  adverse  effect on competition is exacerbated  because of the  way  the 

22 Postal  Service  has  structured the postage  rates  applicable to mailings  that it will 

4 
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e 1 enter  into  the  mailstream  as  agent  for  its  Mailing  Online  customers.  The'Postal 

2 Service  proposes  to  exempt  itself  and  therefore its Mailing  Online  customers 

3 from  the  volume  minima  applicable  to  Standard (A) and  automation  First-class 

4 mail.  The  Postal  Service  also  proposes  to  confer  upon  itself  and  pass  through to 

5 

6 

10 

11 

12 

13 

14 

Mailing  Online  customers  certain  drop  entry  discounts  even  though,  as I 

understand  it, no  mail will  be  drop  entered  at  a  destination  BMC  during  the 

proposed  Market  Test.  The  Postal  Service  apparently  believes  that  eventually 

the  volume  of  Mailing  Online  mail  that  does^ not  qualify  for  discounts  will  be 

relatively  small.  Of.  course,  that  remains  to  be  seen.  What is clear  is  that  the 

Postal  Service  has  sought  special  discounts  for  itself so that it can  pass  through 

to its  customers  very  favorable  postage  rates for which  those  customers  would 

not otherwise  qualify. 

Despite  the  functional  similarity  of  Mailing  Online  and  DirectNET,  Pitney 

Bowes  cannot  offer  these  special  discounts.  On  the  contrary,  Pitney  Bowes  has 

15 been  obliged  to  establish specific  volume limitations  on  Standard (A) mail  and  on 

16 First-class automation  compatible  mail.  We  offer  our  customers  the  lowest  rate 

17 "practical"  but  we  cannot,  as  the  Postal  Service  proposes to do, offer  a  rate  that 

18 is  lower  than  the  customer would otherwise  be  able to obtain.  The  Postal 

19 Service's  rejoinder to this  obvious  pricing  inequity is, from  a  marketing 

20 perspective,  unconvincing.  The  Postal  Service  admits  that  Pitney  Bowes  would 

21 need to "solicit  enough  customers" to achieve the volume  and  geographic 

22 distribution  (in  the  case of drop  entry  discounts) in order to  be able to offer  the 

a - .  
5 
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1 rates  that  the  Postal  Service  intends to offer to Mailing  Online  customers.  Both 

2 of these  services  are,  however, in start-up.  What  happens  until  Pitney  Bowes is 

3 able to solicit  enough  customers? It must  either  lose  money  on  postage  or 

4 remain  noncompetitive.  Of  course,  the  Postal  Service  will  not  lose  money  on 

5 unearned  postage  discounts;  that  revenue  shortfall  will  be  absorbed  by  other 

6 customers. 

7 The  question,  then, is  what  effect  these  special  postage  discounts  the 

8 Postal  Service  proposes  to  offer  to  Mailing  Online  users  will  have  on  competition. 

9 The  answer, it seems to me, is quite  clear.  Certainly  during  the  proposed  Market 

10 Test  and  the  proposed  two-year  experimental  phase,  potential  customers 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

deciding  whether  to  use  Mailing  Online  or  DirectNET  will  be  faced  with  the 

opportunity to obtain  from  the  Postal  Service  postage  discounts  for  which  they 

would  not  otherwise  qualify  and  which  they  cannot  obtain  from  DirectNET.  For 

customers  for  whom  price  is  the  primary  or  perhaps  the  only  donsideration,  the 

choice  seems  reasonably  clear - they  will  opt  for  Mailing  Online. It is true  that 

some of the  Postal  Service's  competitive  edge in price  terms  may  be  offset 

because of service  enhancements  that  Pitney  Bowes  offers  and  that  the  Postal 

Service  does  not  propose.  Nonetheless,  my  experience  strongly  suggests  that 

for many  potential  users of these two PC-based  postal  systems, the  choice  will 

come  down to price. As to price,  the  Postal  Service  has  conferred  upon  itself  a 

significant  and  unfair  competitive  edge. I also do not understand  how  the  Postal 

22 Service  can  consider  that the results of the  proposed  Market  Test or the 

6 
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1 experiment will provide  meaningful  information as to the  value of Mailing  Online 

2 service in a  competitive  marketplace  when it seeks to arrogate to itself,  and  its 

3 Mailing  Online  customers,  rate  preferences  that  will  not be available to other 

4 functionally  equivalent  and  competitive  services. 

5 
6 

7 
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Pitnev Bowes 1983 - 1998 

0 W Marketing  Small  Office  Division (1997 - Current) 
Responsible  for  all  revenue  generation  and  business  development  for  this  new  and 
growing  division  of  Pitney  Bowes 

Director  Worldwide  Product  Management,  Mailing  Systems (1993-1997) 
Responsible  for  managing  the  entire  worldwide  postage  meter  product  line  for 
Pitney  Bowes 

0 Director,  Small  Business  Marketing,  Mailing  Systems (1988-1992) 
Responsible  for  all  marketing  efforts to small  businesses  through  both  direct 
sales and  direct  marketing  channels 

Controller,  Supplies  and  Direct  Response  Marketing (1986-1987) 
Responsible  for  all  aspects  of  financial  reporting,  budgeting  and  management 
of the Supplies  and  Direct  Response  Marketing  Division 

Assistant  Controller,  Copier  Division (1984-1985) 

0 Senior  Internal  Auditor (1983-1984) 

0 Deloitte, Haskins and Sells (1980-1983) 
Staff  Auditor  and  Senior  Consultant 

Education 

1979 - BS  Finance  Major,  University of Connecticut 
1980 - MBA FinancdAccounting 

CertificatiQgS 

Certified Public Accountant - Connecticut 1983 
Certified  Management  Accountant - I983 

Patents 

Patentholder  relating to printing security in postage  meters - 1998 

. .  
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DECI-ARATION 

I. Patrick Brand, declare as follows: 

1. The testimony to which  this Declaration is appended, styled . 

'Rebuttal Testirnony.of Patrick Brand' was prepared by m e  or under my direction 

and control; and . 
% .. 

2. If I were to testify orally, my testimony would be the same. 

P&d Patrick Brand 
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Response of Postal Service  Witness  Rothschild 
To MASA Interrogatories 

MASNUSPS-T4-8. Confirm that , j f  MOL were not limited to short-run mailings (defined 
as less than 5000 pieces), and that mailings of greater  than 5000 pieces would  qualify 
for the service,  then  your  market  survey did not  represent the full  range of potential end 
users of MOL. If you cannot confirm, explain  why in detail. If you do confirm, provide 
any information you have with respect to what the potential  volume is from mailings 
greater  than 5000 pieces. 

RESPONSE: 

We confirm that  the market  survey did not represent the f u l l  range of potential end 

users of MOL. Given that  the study's purpose was to support  business planning, our 

objective was  to determine  whether there was sufficient demand  among NetPost's most 

likely users to justify its further  development. The volume  estimates include the volume 

of all mailings, including those with more than 5000 pieces,  sent by mailers who 

typically produce mailings of less than 5000 pieces. No information was gathered 

about  the potential volume that could be generated  by mailers who typically produce 

mailings with greater  than 5000 pieces. 
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OCARISPS-T535.  Please  refer to your  response to OCARJSPS-Tl-46(d)  (redirected 
from witness  Garvey)  and to your  Exhibit USPS-SD  (USPS-T-5,  page  30). In your 
interrogatory  response  you  state, .[IF document  length is a  parameter used to  define 
potential  batch types, some are highly unlikety to be chosen  at  all.. 
a. 

b. 

C. 

d. 

e. 

f. 

9. 

h. 

1. . 

i- 

Piease  confirm  that  your  Exhibit 5D shows 16,444,(000) 8.5~11 pieces  of  year- 
One MOL consisting  of  more  than 15 pages. If you  do  not  confirm,  please  state 
what  the  number  16,444 in your  exhibit  represents. 
please  confirm  that  your Exhibit 5D allocates  31  percent of the 16,444,(000) 
pieces, of 5,103,(000) pi-, to First Class flats. If you do not confirm,  please 
show  the correct allocation  and  explain its basis. If you do confirm,  please 
explain  the  basis  for  your  allocation. . 
Please  confirm  that  your  Exhibit 5D allocates  33.3  percent  of  the  5,103,(000) 
pieces,  or  1,699,(000)  pieces,  respectively to the fourounce, fiveounce, and  six- 
ounce  weight  increments  of  Fitst  Class  flats. If you do  not  confirm,  please  show 
the  correct  allocation  and  explain  its  basis. If you  do  confirm,  please  explain  the 
basis  for  your  allocation. 
Please  confirm  that a 29-page, 8.5~11 flat  with  envelope  would  weigh 6.2 
ounces. If you do not  confirm,  please  provide  the  correct  weight  and show its 
derivation. 
Please  confirm  that  your  Exhibit 5D  assumes  that  there will  be  no  year-one, 
First-class, 8 . 5 ~ 1 1  MOL pieces in excess of 28  pages. I f  you do not  confirm, 
please  show  where  such  pieces  appear in your  exhibit  and  explain  the  basis  for 
your  allocation. If you  do  confirm,  please  explain  the  basis  for  your  assumption. 
Please  list all subclass/job-type/pagecount categories  for  which  you  have 
assumed  zero yearone volume  and  explain  the  basis  for  your  assumption. 
Please  provide  an  allocation of year-one MOL volume  across  subclasdprint- 
sitedob-typelpagecount  categories  that is consistent with your  Exhibit 5D. If 
more  than  one  such  allocation  exists,  please  provide  the  best  one  and  explain 
why  your  choice is best. 
Please  confirm  that you have  implicitly  assumed  that  the  likelihood of particular 
job-type/pagecount  batches  declines with page  count. If you do not  confirm, 
please explain why you have  assumed zero yearone volumes  for  certain  high- 
pagecount batches. 
DO you agree  that it is reasonable to assume  that the likelihood of particular j o b  
typelpagecount batches declines with page count. tf you do not agree,  please 
provide  a more plausible  assumption  and justify it. 
Please  confirm fhat ompage documents are more likely than  any  other MOL 
documents. H you do not confirm, please identify all page counts that are  more 
Iikefy and explain the basis for your response. .. '' 
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OCAIUSPS-T5-35 Response: 

a. Confirmed. 

b. Confirmed. 

c. Confirmed. 

d. Confirmed. 

e. Confirmed.  This  assumption is implied in the resuft of the  allocation  described in 

part d. 

f-i. All volume  distributions  embodied in my testimony  and/or  interrogatory  responses 

are  derived  from  the  testimony  of  witness  Rothschild (USPS-T4). While  the  survey 

permits  reasonable  inferences  regarding  general  parameters, it does  not  allow  informed 

construction of precise  estimates  of  volumes  within subclass/job-typelpage-count 

categories  as  contemplated  in  this  interrogatory. In order  to  estimate  postage 

revenues, I made  an  admittedty  simplistic  assumption  that all documents  exceeding 15 

pages in length  would be flats  with  weights  evenly  distributed  among 4 ounce, 5 ounce, 

and 6 ounce  increments.  This  assumption  produces the seemingly  anomalous  result 

that all documents  contain  fewer  than 29 sheets of paper.  However,  though  this 

assumption is simplistic, it is based on an observed  inverse  relationship  between 

dowment length  and  relative  share of document  volume. This reIationship is apparent 

from the data  provided by witness RothschiM whi i  &arty  demonstrate  a  decline in 

volume as the length of the document decreases. As a pract’n=al matter, there Fay be 

no jobtypelpagecount combinations that produce zero  batches in a  given year. 

i However,  as  document  length and complexity  increase,  alternatives to digital  printing 
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are presumably  more cost competitive. For instance, the probability that a customer 

would use Mailing Online to send a 48 page,  spot color, duplex  printed, tape bound 

document is Iikely to be very  small. An attemative to my approach would have  been to 

estimate  volumes for all possible combinations. This approach, which would have 

produced a seemingly  complete set of volumes, wouM have  entailed a number of 

assumptions for the sake of spurious precision. As mentioned  above, data supporting 

this  approach  were lacking. 

j. Not confirmed.  Though this may be a reasonable  conclusion, the testimony of 

witness Rothschild aggregates  one  and two page  documents into a single  category, 

and provides no additional basis for concluding that  one  page  documents are more 

likely than two page  documents.  Witness Seckar assumes  that  one  and two page 

documents are equally likely (Exhibit USPS-2A). To the extent  that I have relied on 

witness  Seckar's  testimony, my testimony  employs  the  same  assumption. 

* 
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Issue 1: The Commission  inquires  regarding the effect on  competitors of waiving 

the eligibility requirements  for  automation basic rates. 

A major  reason  for  proposing  exceptions to the eligibility requirements is 

to simplify the Mailing Online  transaction in the face of conflicting requirements. 

The Postal Service has determined to charge a firm fixed price at the time the 

transaction is confirmed, and  then  merge  customer  documents into  larger 

batches prior to printing. The decision to use a single  rate from the middle of the 

potential  range of existing categories is a strategic  one to provide customers a 

convenient  and  simple  means of inducting mail into the postal  system. 

The alternatives  have  significant  shortcomings. For instance,  the  Postal 

Service could simply  offer a discount  commensurate with a customer's  volume 

and  depth of sort. This alternative would preclude extension of the  benefds of 

automation to small-volume customers. If postage  discounts  for Mailing Online 

customers  were  dependent on the size of the mailing, Mailing Online would 

merely  extend  further  benefits of automation  to large volume  customers. In such 

a case, the choice of digital  printing, with its flat rate pricing, would also s e e m  

inappropriate.  Large volume customers  are  already well served by  existing 

provide; and, it could be argued, might  not  materially benefd from the Postal 

Service's  entry into this segment of the hybrid mail market.  Moreover, it s e e m s  

unlikely that private enterprises currently sewing  larger  .customers, e.g. 

lettershops, would welcome  this kind of pricing structure. 
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Another alternative  would be to develop  an  automated  rebate  system. 

which the Commission discusses in its Market Test Opinion (at 27). Under  such 

a system,  customers  whose  mailings  are  under the threshold  volume would be 

charged single-piece rates for First-class Mail, and  denied access to  Standard 

Mail ra tes   a t  the time the transaction is confirmed. Customer  accounts would 

then be credited with a rebate  when  cost  savings from bathing arise. The 

technical  complexity of this approach.  especially in light of the strategic 

necessities  discussed  above, would militate against this alternative. In a single 

printer system,  customer  transactions could  not be completed  when  orders  are 

placed. and.   a t  a minimum, a n  additional  round of communication  between the 

customer  and  the  Postal  Service would be necessary. In a multiple  printer 

system,  customer  rebates would require reconciliation  originating  from each 

involved  print site. .as well as aggregation of that information,  while still requiring 

another  round of communication with customers. This alternative  thus is not 

consistent with the goals of convenience  and simplicity. The Postal  Service has 

not attempted  to  estimate  what  such a system would cost;  but. it presents 

programming'  challenges  which,  though  not technically insurmountable. a r e  

formidable. 

The need to simplify the transaction  where'possible arises out of the 

Postal  Service's main goal for Mailing Online: convenience. Mailing Online 

employs technicafly  sophisticated  systems  that  enable  customers  to easily create 

and  use  mailpieces  at  their desktop. This approach  embodies a strategic 
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decision to favor  customers who value  convenience  at the risk of alienating 

customers who are willing to expend  greater effort in order to attain the lowest 

possible price. Indeed, a consequence of the Postal  Sewice's  approach is a n  

opportunity  for  competitors to develop a system  that  employs the kind of rebate 

system to w h i c h  the Commission  refers. 

When dealing with traditional hard copy mail, minimums are  necessary. 

Enforcement of automation compatibilrty requirements  necessitates  somewhat 

labor-intensive acceptance  procedures  that militate against  making  discounts 

available to smaller  mailers, Le., the high transaction  cost of assuring  automation 

compatibility results in a minimum volume  requirement. The hybrid nature of 

,Mailing Online reduces the  need  for  these  acceptance  procedures. In effect, the 

Mailing Online  system performs an  analogous function at  essentially zero cost. 

Thus,   one of the bases for volume  minimums is eliminated d u e  to the electronic 

interface  between the Postal Service and its customers. 

It would be premature to assume  that   the factors arguing in favor of 

specific minimums for traditional  mail are equally well-suited to hybrid 

mailproducts. As the Mailing Online  experiment unfolds, w e  'can expect to learn 

a great deal about the cost  causative  characteristics of Mailing Online. Though it 

is impossible to predict with precision  what  the  salient  cost  causative  elements of 

Mailing Online will be, deferring this issue until the experiment has shed 

additional light on the effect of the  waiver is preferable  to  application of existing 

. . .  
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DMCS limits  based on an  untested  assumption  that  hybrid  products  are  directly 

comparable to traditional  mail. 

Examination of the  traditional  uses of the  automation  presort  categories 

provides  additional  support  for  making these categories  available to Mailing 

Online  customers.  The  existing  automation  basic  categories  are  most  often 

applied to the residuum  of  larger  mailings  wherein  most  pieces  qualify  for  deeper 

discounts. In such  cases,  the  number of pieces to which  the  automation  basic 

rate  is  applied  may  be  well  below the threshold  minimums.  Mailing  Online 

mailings will therefore be substantially  indistinguishable  from  the  traditional mail 

that  currently makes  use of automation  basic  rates.  Implied in the  availability  of 

automation  basic  rates  for  small  residual  volumes  is  an  acknowledgment  that 

pieces  which  are  compatible  with the physical  automation  requirements  cost  less 

to  process  and  therefore  warrant  a  discount. In those  instances  where  batching 

does not result in a  mailing  that  complies  with  volume  minimums,  Mailing  Online 

pieces will nevertheless  comply  with all existing  physical  eligibility  requirements, 

and  therefore  resemble  the  portion of the  current  mailstream  that  uses  basic 

automation  rates. 

In the event  Mailing  Online  becomes  a  permanent  service,  competitors 

offering  functionally  equivalent  services  may  also'emerge. If so, these 

competitors  will  likely  assert  a right to the  same  rates  that  Mailing  Online  uses. . .  

Existing  worksharing  arrangements  thrive,  thanks in part to cooperative  efforts 

between the Postal  Service,  mailers,  and  third-party  vendors. For example,  the 



1126 

RESPONSE OF UNITED  STATES  POSTAL SERVICE WITNESS PLUNKFIT 
TO  NOTICE OF INQUIRY NO. 1, ISSUE ‘l 

Postal  Senrice  licenses raw data  to,  and  certifies,  providers of presorting 

software.  Assuming  the  Postal  Service  is  satisfied  that  pieces  generated  by 

such  equivalent  services  generate  mailpieces  similar in all salient  respects  to 

those  created by Mailing  Online,  they  should be accorded access to the same 

rate categories. 

The  Postal  Service  sought,  and for the  market  test  phase of Mailing 

Online  the  Commission  recommended,  exceptions to the  minimum  volume 

requirements for automation  basic  rates  that  would  otherwise  apply to mail 

produced  through  Mailing  Online. It may be  preferable for many  reasons to have 

a  unique  rate for Mailing  Online  pieces. As is  indicated in my  testimony (USPS- 

T-5, p. lo), data  collected  during  the  Mailing  Online  experiment  could be used to 

develop  such  a  rate  category.  However,  lacking  empirical  data to support  such  a 

proposal, the Postal  Service  instead  chose  to  use  the  existing  category  which 

appears  most  appropriate,  given  what  is  known  about  Mailing  Online  mailpieces. 

While  attempting to determine  the  effect  that  Mailing  Online  may  have on 

private  businesses, it must  be  kept in mind  that  private  businesses, in a  general 

sense, will gain more  than  the  Postal  Service if Mailing  Online is approved  as 

proposqd. Wlth the 25 percent  cost coverage,  nearly  eighty  percent of Mailing 

Online fee revenues  would  cover  printing  costs  and be paid directly to the  private 

printing  contractors  providing  Mailing  Online  services. 

Furthermore, the Postal Service  has an obvious  disincentive to limit 

competition,  because  efficient  providers of hybrid  services  are  likely  to  increase 
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mail  volumeby  making  mail  more  convenient  and  less costlyto use.  However, it 

is my  understanding  that  no  private  enterprises  currently  provide  a  service  with 

the  characteristics of Mailing  Online.  Market  research  sponsored by the  Postal 

Service  demonstrates  that  demand for hybrid  mail  services  exists. If Mailing 

Online is successful, it will provide a signal  to  private  entrepreneurs  that  a 

potentially  profitable  market  niche  exists.  The  Postal  Service  would  welcome  this 

because, as additional  customers  take  advantage of hybrid  mail  services,  mail 

volumes will increase. 

The  Postal  Service  has  chosen  to  pursue  a  conservative  approach  in 

e 

selecting  discounts.  Given  the  batching  capabilities  of  the  Mailing  Online 

system, it is difficult  to  determine  at  the  time  of  mailing  the  level  of  discounting for 

which  a  customer's  mail  will  qual@.  Consequently,  the  Postal  Service  has 
\ ,  

chosen  relatively  modest  discounts  which  assume  that  a  small level of batching 

and  sortation  depth  will  be  achieved. In fact,  we  expect that in most  instances, 

the  mail may  be  presorted  more  finely  and  dropshipped  more  deeply  into  the 

system  than is necessary  to  qualify  for  the  proposed  discounts.  Nevertheless, 

while  the  Postal  Service  recognizes  that  while in some  instances  batching  may 

not  achieve  the  volume  minimums, in  a  fully  integrated  system much of the 

volume of mail  will be presorted  and  dropshipped  more  finely  than  the  discounts 

suggest. 

The  discounts  proposed  by  the  Postal  Service will actually benefR 

competitors.  By  foregoing  deeper  discounts,  the  proposed pricing scheme will 
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allow  competitors to price  below the Postal  Service  for  larger  volume  mailers 

where  greater  presort  and  dropship  potential  exists. 

As a  practical  matter,  the  impact of the  Mailing  Online on potential 

entrepreneurs who might  be  interested in hybrid  mail is not easily  measurable. 

The Postal Service, by  virtue of its size,  may  enjoy  an  advantage in obtaining 

printing  services  by  being  able to guarantee  volume  levels  that  produce  low  unit 

costs.  However,  some of this  advantage is dissipated  through  obligations  that 

the  Postal  Service  must  meet.  For  instance, in order to protect the privacy of the 

Mailing  Online  electronic  documents  and  the  resulting  hard  copy,  the  printing 

contract  requires  that  contractors  take  extraordinary  measures to prevent 

intermingling  of  Mailing  Online  jobs  with  other  print  orders.  These  measures 

must, by necessity,  restrict  the  flexibility  with  whicti  Mailing  Online  contractors 

might  otherwise  manage  their  operations,  and  thereby  increase  costs. It is 

conceivable  that  a  potential  competitor,  unbound  by  these  constraints,  may be 

able to purchase  printing  capacity  from  printers  who  can  more  easily  use  existing 

equipment  and  space.  This  may  thereby  enable  such  a  competitor to achieve 

lower  costs  than  Mailing  Online.  Alternatively,  digital  printers with excess 

capacity  could  choose to enter the hybrid  mail  business. In addition to optimizing 

equipment  usage, such a  business  might  enjoy  a  cost  advantage  because it 

would  presumably  charge  a  rate  comparable to what  contractors  would  charge 

the Postal Service  while  the  Postal  Service's  fees  would be 25 percent  higher. 

. .  
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Issue 4: The Commission  inquires  whether  the  requested  waiver  of  the 

destination  entry  requirement  for  the  DBMC  discount  could  be  accomplished in 

alternative ways that  do  not  require  making  the  discount  available to Mailing 

Online  mailings  on  terms  different  from  the  existing  Domestic  Mail  Classification 

Schedule. , 

The Commission's sensitivii to  the  entry  characteristics  of  Mailing  Online 

pieces  raises  an  important  point  for  the  conduct of the  experiment,  namely  that 

until  a  greater  number  of  printers  are  operating,  mail  may  be  entered  at  points 

that  are  often  distant  from  its  destination.  Thus,  without  an  exception to existing 

regulations,  some  Mailing  Online  pieces  might  not  otherwise  qualify  for  DBMC 

discounts  until  the  experiment  is  well  underway.  One  possible  remedy  would  be 

to  allow the DBMC  discount  for  mailings  destinating  within  the  BMC  service  area 

of the  facility  at which  the  pieces  are  entered.  However, this approach  would  still 

be problematic  given  the  necessity  for  charging  customers a foced price  when  a 

job is submitted  and  the  impractical  complexity  of  constructing a system  that 

would  permit  customer  refunds.  Given  the  relatively  small  size of the  mailings, 

the P o s h  Service  concedes  that  the  presence  or  absence  of  the  discount is 

unlikely to have  a  material  impact  on  the  quality of data  collected  during the 

experiment  and is therefore  willing to postpone  an  exception,  pending the 
. -  

outcome of the experiment,  for  consideration in the  context  of  any  request  for 

permanent  DMCS  language. 
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Issue 6: The Commission  inquires  about the criteria that  should be used to 

determine  an  appropriate  markup for Mailing Online during the proposed 

experiment. 

In its Opinion, the Commission  agrees  that Mailing Online's  relationship to 

other postal services justifies  application of a 125 percent  cost  coverage during 

the market  test (Opinion, a t  32). The Commission rightly recognizes  that  ?here 

is also a reasonable  expectation  that Mailing Online will substantially  benefd 

individual, home office, and small-volume business  mailers  by simpllfying their 

interface with the Postal Service's  complex  rates  and  regulations" (Opinion, a t  

34). The Postal  Service  agrees,  and  considers this a compelling argument  for 

maintaining the 125 percent  cost  coverage during the  experiment. As has been 

pointed out, the proposed  cost  coverage is consistent with the ratemaking criieria 

of the Act (USPS-T-5 at 17-21), not only  for the market  test,  but  for  the 

experimental phase as well. The Commission (Opinion, a t  32) compares Mailing 

Online's cost  coverage with the cost coverages for First-class Mail and  Standard 

A. While these comparisons  are  apt, the Postal  Service  maintains  that,  by 

providing a system  whereby  small  volume  customers  can  expedite the mail 
. .  . 

acceptance process, Mailing Online fees most  closely  resemble permit fees, thus 

meriting a relatively low cost  coverage. Moreover, the unique  characteristics of 

Mailing Online  weigh  against  application of a higher  cost  coverage. As has been 

pointed  out,  nearly all of the costs of Mailing Online are incurred on a unit basis 

. .  
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(Opinion,  at.32),  thus  reducing the  likelihood  of  cross  subsidization.  Moreover, 

these costs are  not  based  on  sampling 'or cost  studies, but are specified in 

contractual  agreements  between the Postal  Service  and its partners.  These 

facts  ensure  that  cost  coverage is relatively  constant,  and  therefore  less  prone to 

erosion  than  cost  coverages for typical  Postal  Service products. 

Furthermore,  any  comparison of cost  coverages  across  products  implies  a 

notion  of Yaimess",  i.e. that  because  of  either  similarities  or  differences  between 

and  among  products,  there is a  fair  amount  that  a  given  product  ought to 

contribute to institutional  costs.  Mailing  Online is perhaps  unique in that  most of 

the  direct  costs  of  the  service  are  borne  by  contractors.  While  this  characteristic 

of  the  sewice  does not obviate  fairness  considerations, it does  affect  the  context 

in which  such  considerations  should be considered;  Contractors  pass'through. 

both  their  direct  costs  and  some  additional  amount to cover  overhead  expenses 

and  provide  an  adequate  return.  Thus,  the  Mailing  Online  cost  coverage is not 

fully  analogous to traditional  cost  coverages,  since  a  private  sector  profd is 

already  included in Mailing  Online. 
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OCNUSPS-T5-41.  Please  refer to your  testimony  at  page 11, lines 2-5, and the 
following  quote from PRC  Op. MC98-1, at 13-14. 

All Mailing  Online mail that  undergoes  batching  is  expected to have  lower 
mailstream cost characteristics  than it has  at  the  time  that it is  submitted by the 
customer.  [footnote  omitted)  The  Postal  Service  recognizes  that  a  system  that 
reduces the mailstream  cost  of  mail  after it is  submitted by the mailer but before 
the Postal Service  enters it into  the  mailstream  gives  rise to a  number of practical 
pricing  problems. If the Mailing  Online  customer  were  charged the mailstream 
rate that its mailing could qualify  for  under  the  regular  schedule at the time that it 
submits its mailing,  the  mailer  would  go  uncompensated  for the reduction in 
mailstream costs that its purchase of Mailing  Online  service  enhancements 
made  possible.  Alternatively, if Mailing  Online  customers  were  not  quoted  a 
mailstream price'until after  they  placed  their  orders  and  the  mailstream  costs  of 
the batches  formed  with  their  orders  were  calculated,  customers  disappointed  by 
the quoted  prices could reject  them  and  cancel  their  orders.  This  would  undo 
batches  that  were  tentatively formed,  and  disrupt the calculation of mailstream 
rates for  other  mailings  that  contributed  to  the  tentative  batches. Tr. 21567,. 
Postal Service Brief at 13. 

a. 

b. 

C. 

d. 

Please confirm  that all Mailing  Online  mail  that  "undergoes  batching" is 
assumed by the Postal  Service to have  lower  costs  than  when it  is submitted 
by the customer. If you  do  not  confirm,  please  explain. 
Please confirm that the  Automation  Basic  discounts  for all First-class Mail, 
and Automation Basic Destination BMC discounts  for all Standard  A mail are 
assumed by the Postal  Service to represent  the  average  cost  savings of mail 
that  undergoes  batching.  If  you do not  confirm,  please  explain. 
Please confirm that  the  Postal  Service  agrees  with the third  sentence  in the 
passage quoted above. If you do not confirm,  please  explain. 
Please confirm  that the Postal  Service  agrees  with the fourth and fifth 
sentences in the passage  quoted  above. If you do not confirm,  please 
explain. 

OCAIUSPS-15-41  Response: 

a.  Confirmed  generally,  though  costs  might be equal in some  circumstances. 

Mailing Online  pieces, of course, undergo  processing  beyond batching that 

also reduces  costs. 
.. 

b.  Not  confirmed. I proposed  use of Automation  Basic  rates for a  number  of 

reasons, which are explained in my  testimony  (USPS-T-5,  pp. 10-12). While 
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these  rates  are  not  expected  to  represent  the  average  cost  savings,  they  are * 

expected to be more  representative  than  any  other  existing  rate of the  type of 

mailpiece  that  will be produced  through  Mailing  Online. 

c-d.  Redirected to witness  Garvey. 
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Q Do you  have  available  to  you -- Ms. Rothschild, I 
am  Frank  Wiggins  for  Pitney-Bowes. Do you  have  available  to 

you a document  that I earlier  provided  to  your  counsel 

called  Pitney-Bowes  Cross-Examination  Exhibit? 

COMMISSIONER  LeBLANC:  Could  you  speak  up  just a 

tad? 

MR. WIGGINS:  Absolutely. 

COMMISSIONER  LeBLANC:  Thank  you,  sir; 

THE  WITNESS:  Yes, I do. 

MR. WIGGINS:  Would  the  bench  like to have  copies 

of this? I am going  to  be  taking  the  wit'ness  through  some 

--_ 
ANN RILEY & ASSOCIATES, LTD. 

Court  Reporters 
1025 Connecticut  Avenue, NW, Suite 1014 

Washington, D . C .  20036 
(202) 842-0034 - 



1 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

6 0 3  

2 .' . .  
1285 

numerical  examination? 

COMMISSIONER  LeBLANC:  It  would  be  helpful, 

please.  You  do  have  copies  for  the  reporter,  if  we  need 

them?  Thank  you. 

BY MR. WIGGINS : 

Q Take a look  with  me,  if  you  would, Ms. Rothschild, 

at  the  first  page  of  that  document.  That is, I believe, a 

page,  indeed,  the  first  page  out  of a Library  Reference  that 

you  submitted,  or  that  was  submitted on your  behalf? 

A It  was  part  of a response  to  an  interrogatory. 

Q I'm  sorry.  Help  me  to  understand  just  what  you 

are  telling  us  here.  Under  the  column  headed 25 percent, 

that  first  number,  the  weighted  total  number,  what  does  that 

represent? 

A That  represents  the  total  number  of  businesses 

that  would  send  NETPOST  volume  at  the 25 percent 

contribution  margin  price  point. 

Q Okay.  That's a number  of  businesses,  and  when  it 

says  wetghted,  what  does  that  mean? 

A That  means  that,  based  on  our  survey,  we 

interviewed a certain  number of businesses,  and  those 

businesses  were  then  projected  to  the  population,  the 

eligible  user  population,  in  order  to  represent  the  total 

universe. 

Q So the  next  row  down  which  says  total  unweighted, 

- -. 
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and  the  number  there  is 194, that  .is  the  actual  number of 

businesses  that  responded  to  your  survey  saying  that  we  have 

NETPOST  mail,  is  that  right? 

A It  is  the  number of businesses  in  response  to  the 

question,  how  many of your  existing  pieces  you  would  have 

used  NETPOST  during  the  past  months. So it  is a subset of 

the  people  that  we  actually  interviewed. 

Q But  it is a number of businesses,  not a number of 

pieces,  is  that  right? 

A That  is  correct. 

Q Okay. So these  are  businesses  who  say - -  
A Yes. 

Q - -  I have  mail  that I would  have  employed  NETPOST 
to  distribute  had  NETPOST  existed  during  the  past 12 months? 

A That  is  correct. 

Q Okay. And then  you  get  down  to  the  rows  that 

read,  respectively, 1 to 200, 201-999, et  cetera. 

A That's  correct. 

Q What do the  numbers  there  represent? 

A That  represents  the  number of pieces. 

Q And 1 to 200 means a piece - -  it  means 1 to 200 
pieces  would  have  been  sent,  is  that  right? 

A That is correct. 

Q So that  when  we  see  the  number  underneath  the 

556914 number of 22.5, does  that  mean  that 22.5 percent of 

ANN RILEY & ASSOCIATES, LTD. 
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the  pieces  represented  in  the  responses  given  to  you  by 

people  who  said I would  have  used NETPOST for existing  mail, 

22.5 percent of them  had 1 to 200 pieces  in  their  mailings? . 

A . It  does  not  represent  the  number  of  pieces,  it  is 

not a distribution  of  volume.  It  is a distribution of 

businesses. 

Q Exactly.  I'm  sorry  if I misspoke. 

A Okay. So -- 
Q But 22.5 percent  of  the  tjusinesses  you  interviewed 

said  that  they  had  pieces - -  mailings,  rather,  that  would  go 

out  in 1 to 200 piece  groups,  is  that  correct? 

A No. It  represents  that,  in  total, a given 

business  had a total of somewhere  between 1 to 200 pieces. 

that  they  would  send.  It  has  nothing  to do with  how  many 

mailings  they  would  actually  send  it. 

Q I see. So we  don't  know  how  many  there  would  be 

in  any  given  mailing.  That  is  how  many  there  would  be  in 

what - -  

A In  total. 

Q But  in  what  time  interval?  Forever? 

A No. It  was  in, as the  question  says,  during  the 

past 12 months. 

Q Okay.  During  the  past 12 months, 22.5 percent of 

the  businesses  responding  affirmatively  to  your  question 

said I would  have,  over  that 12 month  interval, 1 to 200 

- _  
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1 

2 

3 

A They  actually  provided a specific  number. 

Q Oh,  no, I understand. 

A What  is  represented  on  the  table  is  the  businesses 4 

that  said a number  between 1 and 200. 

Q I appreciate  that,  and I am sorry  for  misspeaking. 

A Okay. 

Q So we  don't  really  have  any  notion  from  this of 8 

9 

10 

how  many  pieces  per  mailing  would  have  been  offered  by  any 

of these  respondents? 

A That  is  correct. 11 

Q But  we  do  know  with a certitude  that  if  they  only 

had  one  mailing  during  the 12 month  interval,  that  mailing 

would  not  have  had  more  than 200 pieces? 

A That is a fair  assumption. 

Q Well,  that  is  what  it  says,  isn't  it? 

12 

13 

14 

15 

16 

A That  is  correct. 

Q Okay. 

17 

18 

19 

20 

21 

A Yes. 

Q The  number  down  at  the  very  bottom  of  Table 1, in 

the 25 percent  column,  what  does  that  represent?  It  says 

22 sum,  s--u-m. 

A Yes.  That  represents  the  total  number of pieces, 23 

actual  pieces,  from all the  businesses  at  the 25 percent 

price  point  that  would  send  NETPOST -- existing  pieces  they 
24 

25 
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already  had,  that  they  would  send  NETPOST  during  the  past 12 

months. 

Q And  is  that,  is  it  the  sum  of  other  numbers  that I 

see  on  this  page? 

A No,  it  is  not.  It  represents  taking  each of the 

individual  businesses  that  contributed  to  this  table  and 

their  actual  number  of  pieces  they  said  they  would  send, 

times  their  weight,  because  it  is  projected  to  the 

population,  and  that  is  where  the  sum  comes  from. 

Q So it  is  the  sum of numbers  that  are  not -- there 
are  cells  that  aren't  really  displayed  here,  is  that  right? 

A Presented  here,  that  is  correct. 

Q And  if I add  the  sum  from  the 25 percent  column  on 

Table 1, page 1, with  the  sum of the 25 percent  column at 

Table 2, page 2, - -  

A Yes. 

Q - -  do I have  the  entire  universe of what  your 
survey  found  would  have  been  sent  by  mailings  who  would  have 

used  METPOST  for  both  their  existing  and  new  mailings  during 

that  hypothetical 12 month  period? 

A That  is  correct. 

* Q  So that is a year's  worth of total  NETPOST,  is 
that  right? 

A As  reported  by  the  survey. 

Q As  the  survey  measures. 

- .  
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A Yes. , 

Q And I was  heartened to find  that,  as  I'm  sure  you 

were,  when I looked  at  question 7, which  asked  this same. 

population  of  people  about  whether  they  would  send  their 

NETPOST  mailings  by  First  Class  or  Standard A mail,  that I 

added  up  the  responses,  the  First  Class  responses  and  the 

Standard A responses,  and I got  the  same  sum as I got  when I 

added  up  these  first  two  pages. 

A That's  correct. 

Q And  that  is  methodologically  the  way  it  ought to 

have  come  out;  is  that  right? 

A That  is  correct. 

Q Okay.  When I added  up  those  numbers, I got a 

number  that is 13167856234. It's a number  that  you 

report - -  
A 13 billion;  yes. 

Q Yes, 13 billion  pieces  roughly. 

A That is correct. 

Q And  change.  When I applied  the  weighting  factor 

that  you  used to account  for  the  fact  that  not  everybody 

would  be  aware  of  NETPOST  and  not  everybody  would  have 

Internet  access,  and  the  one I liked  best  was a 50 percent 

they're  fudging  on  me  factor.  But I put  all  those  together 

and  you  calculate  the  combination  of  those  discounting 

factors,  if  you  would. 

. -_ 
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, 
A Um- hum. 

Q As -0221. 

A Yes. 

Q Right?  And I multiplied -0221 times  that 13 

billion  number,  and I did  not  get - -  I was  shocked  and 
appalled - -  I did  not  get  the 295 million  pieces  that  you 

report  to  be  the  survey  projected 1999 NETPOST 25 percent 

volume.  Why  is  that? 

A May I ask a question? 

Q I won't  guarantee  an  answer,  but  you  certainly - -  
A What  number  did  you  get? 

Q I got 291 and  change. 

A That's - -  okay.  The  reason  why  you  did  not  get 

the  exact  numbers  is  because  what is  presented  in  the 

library  reference  for  all  the  adjustment  factors  are 

whole-number  percentages,  and  when  the  actual  calculations 

were  done,  they  were  done  to  the  12th  decimal  place.  And 

when  you  carry  everything  out  to  the 12th decimal  place,  you 

will  get  more  precise  numbers. 

Q Okay.  But  theoretically - -  

A Yes. 

. Q Methodologically  what I did  was  the  right  thing, I 

just  didn't  have -- 
A Yes;  absolutely. 

Q Enough  spaces on my calculator'. I was  using a too 

. -. 
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.llion  number  and 

multiply  it  by  the  product  of  the  discounting  factors,  and 

you'll  get  the  volume. 

A That  is  correct. 

Q Okay. 

Your  table 15 in  your  testimony  of  the  library 

reference  that  is  incorporated  in  your  testimony  shows  that 

approximately 30 percent,  it's 30.1 or  something  like  that, 

of  the  projected  volume  of - -  that  is  not a document  that's 

in  the cross- examination exhibit,  that's  in  her  testimony. 

It's  page 18; is  that  right? 

A What  table  number? 

Q Table 15. 

A It's  on  page 34. 

Q Well,  like 18, page 34 of  the  testimony.  That 

table  reports  that  approximately 30 percent  of  the  projected 

NETPOST  volume  will  be  First  Class  mail;  is  that  right? 

A If I had a calculator, I would  check  it. I only 

have  the  number. 

. Q Well,  subject  to  check.  The  Posta1,Service 

answered a bunch of interrogatories  about  that,  and I think- 

30.1 or  something  like  that  is  the  percent.  But  it's  about 

30 percent,  eyeballing  it.  Right? 

-. 
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Q And  if I look  at  the  results  of  your  question 7 ,  

which  is  also  asking  for  the  First  Class  Standard A split - -  
A . Um-hum. 

Q Of  NETPOST  mail,  is  it  not?  Pages 3 and 4 of the 

cross-examination  exhibit. 

A That's  correct. 

Q I show  just  almost a complete  reversal  in  that 

relationship. I see  the  NETPOST  survey  respondents  in  these 

gross  numbers  telling  me  that  roughly 60 percent - -  I'm 
sorry, I have  the  wrong  pages.  Show a -- 

COMMISSIONER  LeBLANC:  Mr.  Wiggins, so I can 

follow  you  now,  are you still  on 3 and 4, because  you  said 

you  thought  you'd  made a mistake.  Are  we  still  on 3 and 4 

now?  Where  are  we? 

MR. WIGGINS:  Hang  with  me a mo. 

I'm  sorry,  it's  not 3 and 4; 3 and 4 is  reflective 

of  the  first  set of numbers  that I just  gave  you  out of her 

tab1.e 15. She  answered  another  question  for  me,  however, 

and  that  was  my  interrogatory  to  her. 

BY  MR.  WIGGINS: 

. Q Which,  Ms.  Rothschild, if you  look  at  page 6 of 

the - -  
A Okay. 

Q Cross-examination  exhibit. 

- .  
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A Um-  hum. 

Q What  I've  sought  to  do  here,  and  you  check  and  see 

, 

whether I did  it  right,  is  to  transcribe  the  answers  that 

you  gave  me  to  an  interrogatory  that  asked  the  respondents 

to  the  survey  how  the  mail  that  they  currently  sent  via a 

number  of  different  modalities  that  was  going  to  move  to 

NETPOST  had  been  sent  in  the  current  state.  Okay? 

So if  you  look  at  page 6 - -  and I apologize  to  the 

bench  for  my  own  confusion;  when 1-do numbers, I get  all 

goofy.  And Ms. Rothschild  responded  to  this  interrogatory 

giving  us  information  that  was  not  available  in  other  of  her 

submissions  that  had  to  do  with  the  responses  to a part  of 

the  survey  instrument  that  said  to  Respondents  of  the  mail 

that  you  are - -  you  sent  in  the  preceding 12 months  that 

would,  had  you  had  the  option,  have  been  sent  via  NETPOST, 

as MOL then  was  called,  how  was  that  mail  sent?  And  what 

you  see  on  page 6 of  the  cross-examination  exhibit  is  the 

totals  that  you  provided  in  response  to  my  interrogatory. 

Is  that  right, Ms. Rothschild? 

A That's  correct. 

Q And  what  you  see  there  is  the  flip  in  relationship 

that I mistakenly  previously  attributed to  two  other  pages. 

What  you  see  there is at  these  folks  who  are  going  to  commit 

their  mail  to  NETPOST  are  going  to  commit  very  substantially 

much  more  First  Class  mail. 

. -. 
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Is that  right, Ms. Roths'child? , 

A What  this  says  is  that  among  the  current  pieces 

that  people  would  switch  to  NETPOST, - -  
Q Right. 

A - -  a large  proportion  of  them  are  currently  being 

sent  by  first  class  mail. 

Q And  what  the  survey  also  showed,  if I have  this 

right,  is  that  once  the  mail  becomes  NETPOST  mail, 

substantially  more  of  it  is  going  to  be  standard A than 

first  class;  is  that  right? 

A According  to  what  is  on  Table 15 in  the  library 

reference,  it  is  true  that  the  distribution  of  pieces  shows 

a larger  proportion  for  standard.  But  what  is  not  in 

question  five  that  we  were  looking  at  on  the  table  in  the 

material - - 
Q Page 6 of the - -  
A Page. 6 - -  

Q - -  of  the  cross  examination. 
w -- of the  cross  examination  is  the  new  pieces  that 

would  come  to  NETPOST.  And  when  you  add  in  the  new  pieces 

of  NETPOST,  it is conceivable,  as  shown  by  the  survey 

results on page -- Table 15, page 34, that  the  distribution. 
could  change. 

Q If  one  wanted  to  take  the  numbers  that  I'm  showing 

on  page 6, the  numbers  that  you  provided'me  as  an  answer to 
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an  interrogatory,  and  make  them  comparable  to  the  numb'ers  at 

Table 15, would I multiply  by -021 plus  another  nine  digits? 

A You  can  take  the  information  that  is on this  page 

6 and  do  that,  but  you  would  be  leaving  out a portion of the 

volume  that  would  come  to  NETPOST. 

Q Oh, I fully  understand  that,  because  this  is  only 

existing  mail;  is  that  correct? 

A But -- 
Q It  leaves  out,  if  I'm  right -- and  the  totals  work 

out.  You  see  the  total  down  there  at  the  foot  of  this 

little  calculation  that I have  created  named  T? 

A Yes. 

Q Okay.  Well,  that's  the  same  number - -  
A As what  was  on  the  table. 

Q - -  that  one  sees  if  you  look  at  page 1, which  is 

your  document.  That's  existing  pieces  that  would  have  used 

NETPOST. 

A That's  correct. 

Q So that I would  know  by  doing  the  calculation  that 

I just  described  to  you  how  many  existing  pieces. I could 

compare  existing  pieces  in  each  category  of  mail  with  the 

first  class  and  standard  breakdown  that  you've  got on page 

34, table 15 of  your  document; is that  right? 

A They're  asking  two  different  sets  of  questions, so 

I would  have  to - -  I'm  not -- can you  explain  to  me  what 

-_ 
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comparison  you  are  trying  to  make? 

Q I would  be  really  interested  to  know  whether,  at 

the  end  of  the  day,  after  the  introduction,  you  know,  by  the 

account  of  your  survey,  obviously - -  that's  the  information 
we  have - -  at  the  end  of  the  day,  after  the  introduction  of 

the  NETPOST MOL service,  is  there  going  to  be  mail  that  used 

to  be  paying  first  class  rates  that is going  to  be - -  net - -  

is  there  going  to  be  mail  that  used  to  pay  first  class  rates 

that,  with  the  advent  of  NETPOST, is paying  NETPOST  third 

class  postage? 

How  would I do  that,  if I could? 

A You  can  do  that  by  taking  the  number  of  businesses 

who  said  they  would  send  NETPOST  pieces  and  of  their . 

existing  volume,  their  first  class  pieces. 

Q Okay.  That  would  be  the  first  row  at  page 6 of - -  

A That  is  correct. 

Q Okay. I take  that 55 - -  

A And  you  could, I think,  and I would  have  to  go 

back and check  this,  but I believe  that  you  could  then  look 

at  how  those  business - -  let  me  stop. 

You  cannot do what  you're  intending  to  do,  and  the 

re.ason  that  you  can't  do  it is because  we  did  not  ask  people 

to  take  their  specific  classes of mail and  tell  us  which 

class  of  mail  they  would  now  send  it  by  NETPOST. So all  we 

know  is  in  the  aggregate. 

- -_ 
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Q Let  me  ask - -  well,  I'm  not  talking  about ' 
individual  pieces;  I'm  only  talking  about  in  the  aggregate, 

net. 

A Uh-huh. 

Q Okay.  I'm  not  saying,  you  know,  letter  three,  how 

would  you  treat  with  that. 

There's a relationship,  is  there  not,  in  Table 15 

between  first  class  and  standard  pieces?  One  can  create a 

ratio,there, and  I'm  telling  you  it's  about 30 percent -- 
A Yes. 

Q - -  first  class. 
A Uh-huh. 

Q And  if  you  look  at  page 6 ,  you  can  create a ratio 

between  standard  and  first  class,  can  you  not? 

A Yes. 

Q And would  that  ratio  or  would  that  pair  of  ratios 

have  any  meaning?  Would  it  show  you a migration  of  pieces 

that  at  present  are  traveling  first  class  that  would,  after 

the  inauguration  of  the  NETPOST  experimental  period,  travel 

NETPOST  third  class? 

A And  my  answer  to  you  is I believe  no,  and  the 

reason  why  you  cannot  establish a relationship  between  the 

two  questions  is  that  the  base  on  which  we  ask  the  question-, 

what  appears  in  table 15 is  the  total  number  of  NETPOST 

pieces.  It  is  not  just  the  pieces  that  were  existing. And 

. -. 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202) 842-0034 
- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

.i .' 
. _  1299 

1 cannot  establish a relationship  between  how.irlew  pieces 

would  come  standard A or  first  class  and  existing  pieces 

now. 

Q . Well,  you  can  after a fashion,  can't  you? Do you 

know  what  proportion  of  NETPOST  mail  is  going  to  be  new 

pieces?  You  did  that  calculation  for  us. 

A Yes. 

Q It's 38 percent,  right? 

A Uh-huh. 

Q Which  means 60 - -  
A Yes. 

Q Sixty-two  percent  of  the  NETPOST  mail  is  going  to 

be  existing  pieces. 

A That  is  correct. 

Q Does  that  help  you  to  make  the  relationship  that I 

was describing? 

A No,  because  among  those 62 percent,  as I 

indicated,  there  are a distribution of those  pieces  now. 

But I never  then  said,  tell me only  about  your  existing 

pieces,  how  will  you  send  it. So I can't  establish'that 

relationship. 

. Q Let's  go  about  it  in  just a slightly  different 

fashion.  If  you  look  at  page 6, the  relationship  between 

the  first  class  line  and  the  standard  line,  it's 5.57 and 

1.78, right?  Call  it 6 to 2, okay,  rounding  generously  in 
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both  instances,  but  to  deal  with  my  numerical  illiterscy. 

There  are  roughly  three  times  as  many  first  class  pieces  as 

they  are  mailed  today as there  are  standard  pieces  in  the 

population  of  mail  that's  going  to  move  to  NETPOST;  is  that 

right? 

A Yes. 

Q And  now  you  look  at  table 15, and  table 15 tells 

me  that  there  are  roughly  three  times  as  many  standard A 

pieces  as  there  are  first  class  pieces  in  the  NETPOST  world; 

is  that  right? 

A That's  correct. 

Q And  we  know  that 60 percent  of  that  population 

that's  represented  in  table 15 is  existing  mail.  That's 

mail  that  lives  on  page 6 in  my  cross  examination  exhibit, 

correct? 

A Would  you  say  that  again,  please? 

Q Sure.  We  know  that  of  the  mail  represented  on 

table 15, 62 percent  is  mail  that  is  also  represented  on 

page 6 of  the  cross  examination  exhibit;  isn't  that  right? 

A That's  correct.  That's  correct. 

Q Doesn't  that  tell you something? 

A First of all,  in  the  table on page 6, what  is 

standard  mail is -- there  are  two.  There's  standard  and 
standard  nonprofit. So the  relationship  you  are  describing 

is  not  exactly  correct. 
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Q Well, I was  rounding  in  any  event. * . 

A Okay. 

Q But,  you  know,  close  enough  for  government  work. 

A Okay. 

Q But  adding  that  other  set  of  relationships  that I 

just  did,  the 62 percent  and 38 percent,  does  that  tell  you 

anything  at  all? 

, 

A It  tells  me  that  there  is a relationship  between 

existing  and  new  pieces. 

Q Yes.  But  it  doesn't  help  you  to  understand  the 

movement  of  mail.  We  have  three  times  as  much  mail  right 

now,  the  mail  that's  going  to  move  over  to  be  NETPOST  mail, 

as  we  have  standard  mail,  and  at  the  close of business  after 

NETPOST is established,  we  have  three  times  as  much  standard 

mail  as  we  do  have  first  class  mail.  There's  been a twist, 

correct?  And  you're  saying  that  that  change  in  proportion 

can  be  attributed  to  either  or  both  of  two  things.  It  could 

be  attributed  to  new  mail;  is  that  right? 

A That's  correct. 

Q Now,  in  order  to  make  that  relationship  work,  how 

much  of  the  new  mail  would  have  to  be  standard  A? 

. A  I can't  calculate  that  here  without a calculator. 

It's -- 
Q Well,  more  than  all  of  it;  isn't  that  right? 

[Pause. 1 
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Q More  than  all of, it? 

A Some  portion of it,  but  until I actually  did  the 

. .  

calculations, I can' t answer  whether  it s more,  some or all. 

Q It  seems  to  me  arithmetically  obvious. 

MR. WIGGINS: I don't  have  any  further  questions 

of- Ms.  Rothschild. 
.. .. . . 

Thank  you, Ms. Rothschild. 

THE  WITNESS:  Okay. 

-- . 
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PLEASE READ THE SEPARATE FIVE-PAGE  BROCHURE THAT DESCRIBES NETPOST 
(.. . [ A N D  ITS PRICES NOW. 

Please  continue to think only about  your  newsletters  even if you  produce 
other types of documents for your  organization.  We  understand  that 
NetPost may be relevant for other  types  of  documents;  however,  during  this 
phase of research,  we are only  interested in your  newsletters. 

3. Assuming that NetPost had been 
avallable durlng the past 12 
months, which of the following 
would you have  done?  (Check  all 
that  apply) 
3a. I would  have  used 

NetPost  for some 
or all of the pieces 
that I produced 
during  the  past 12 
months 

3b. I would  have  used 
NetPost  for new 
pieces beyond 
what I produced 
during the past 12 
months 

3c. I would not have 
used  NetPost at all 

4. For how  many  newsletters  would you 
have  used  NetPost  durlng  the  past 12 
months? (Please  record  a  number,  not a 
percentage) 

4a. 

Record for how  many of your existing  pieces you 
would  have  used  NetPost  during  the  past 12 months 

4b. 
+ 

Record for how  many new pieces you  would  have 
used  NetPost  during the past 12 months 

l & l  NetPost  Volume 

IF YOU CHECKED Q.3C, SK?P TO THE ENHANCED NETPOST SERlrlcE ON PAGE 11. 

a 5 
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5. (ONLY ANSWER IF Q.4A IS GREATER THAN "0"; OTHERWISE SKIP TO 4.7) How 
many of the  newsletters  that you would have  sent via NetPost  did  you actuaffy 
distribute  via  each of the  following services: i. 

[REFER TO THE GLOSSARY ON PAGE 19, WHICH  PROVIDES  DEFINITIONS OF EACH 
OF THESE  SERVICES.] 

a. 
5b. 

5c. 

sd. 

5e. 

5f. 

5h. 

5i. 

- 

.- 

U.S.  Postal Senrice; 

First-chss Mail ($32 per piece for the first ounce)  including  presort 

Second-Class Mail +- 

Third-ClasslStandard  Mail (Bulk Mail) +- 

Bulk Mail  (Non-Proffi) +- 

USPS  Priority  Mail (Two- to ThreeDay Senrice - $3.00 or  more  per . + 
piece) 

USPS  Express  Mail  (Overnight  Service - $10.75 or  more  per  piece) + 

Non-Postal Delivery  Services  (e.g.,  FedEx,  UPS) +- 

€-mailed  (electronic  maWlntemet  mail) +- 

All Other  (e.g., hand delivered, central pick-up,  inserts with other 
Milings, fax, etc.) +- 

rota1 NetPost Volume distributed by means Sa -51 during past = 
12 months 

Total NetPost  volume 
must equal response 
to 0.4 on  page 5 

6 



624 

1312 

CERTIFICATE  OF  SERVICE 

I hereby certify that I have on this  date  served  this dowment upon  the 

United  States  Postal  Service. 

DATE: November 16,1998 
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COMMISSIONER  LeBLANC: Is there  any  follow  up? 

Are  there  any  questions  from  the  bench? 

3 Ms.  Rothschild,  just  let  me  follow  what  Mr. 

4 Wiggins  said  just  to  make  sure I understood  this.  Let  me 

5 word  it  another  way. 

6 Yesterday, Mr. Plunkett  was  talking  about - -  well, 
7 one  of  the  witnesses  yesterday  was  talking  about  leakage. 

a In  your  mind,  there  is  no  crossover,  there  is  no  leakage, 

9 then?  Is  that  what  you're  saying?  I'm  not  trying  to  put 

10 words  on  your  mouth;  I'm  trying  to  understand  here. 

11 THE  WITNESS: No. The  answer  that  I'm  giving  is,I 

12 can't  answer  the  question  about  leakage  because  we  didn't 

13 ask  the  questions  that  particular  way.  That  is  the  only 

14 thing  that I am  saying. I can't  answer  whether  there  would 

15 be  or wouldn't-be, not  that  there  isn't  any. 

16 COMMISSIONER  LeBLANC:  During  the 

17 cross-examination  on  August  26th,  Witness  Garvey  stated  that 

18 - data  from  the  market  test  will  be  used  to  augment  the 

19 existing  Mailing  Online  usage  and  volume  estimates.  Just so 

20 you  know,  that  is  Transcript 2, page 332, lines 4 through 

21 13. 

22 Could  you  describe - -  then I am a little  confused 
23 here, so let  me  back  up.  Then  could  you  describe  how  the 

24 data  from  that  market  test  might  be  used  to  validate  and 

25 augment  the  estimates  from  your  market  survey  work? 
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THE WITNESS: I think  you  would  have  to  ask  Mr. 

Garvey  what  he  meant. I don't  know  what  he  meant  because I 

am  not  aware  of  what  it  is  we  would  be  doing. 

COMMISSIONER  LeBLANC:  But  you  did  take  the 

survey? 

THE WITNESS:  The  survey  data  have  been  presented, 

but  the  market  test  is  distinct  from  the  survey,  and I am 

not  privy  to,  nor  do I know  how  the  Postal  Service  envisions 

using  the  market  test  with  the  survey  data. 

COMMISSIONER  LeBLANC: So no  one  talked  to  you 

about  this,  in  effect,  because  you  couldn't - -  in  effect, 

you  would  not  have  an  opinion  how  it  would  be - -  how  you 
could  validate  or  augment  the  estimates  from  your  market 

survey  work? 

THE  WITNESS:  My  understanding  is  that  the  market 

test  is  limited  in  size,  scope  and  duration,  and  there  is 

not an exact  relationship  between  the  two, so, no, I am  not 

aware  of  how  that  could  be  done. 

COMMISSIONER  LeBLANC:  Okay.  Thank  you. 

THE WITNESS:  You're  welcome. 

COMMISSIONER  LeBLANC:  Any  follow-up  from  the 

qqestion I just  asked  from  the  bench? 

[No  response. 1 

COMMISSIONER  LeBLANC:  Okay.  That  brings  us  to - -  

I'm  sorry.  Mr.  Wiggins? 
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MR. WIGGINS:  Not  from  me. 

COMMISSIONER  LeBLANC:  That  brings  us  into 

redirect.  Mr.  Reiter,  would  you  like  an  opportunity  to 

consult  with  your  witness? 

MR.  REITER:  Yes, I would. 

COMMISSIONER  LeBLANC:  Five  minutes , 10 minutes, 

what  do  you  need? 

MR. REITER:  Ten  minutes. 

COMMISSIONER  LeBLANC:  I'm  sorry? 

MR. REITER:  Ten  minutes,  please. 

COMMISSIONER  LeBLANC:  Okay.  Why  don't  we  come 

back  then  in 10 minutes.  We  will  make  it 10 minutes. Off 

the  record,  Mr.  Reporter. 

[Recess. 3 

COMMISSIONER  LeBLANC:  Mr.  Reiter,  are  you  ready? 

MR.  REITER:  Yes, I am. 

COMMISSIONER  LeBLANC:  Mr.  Reporter,  back  on  the 

record. 

REDIRECT  EXAMINATION 

BY  MR.  REITER: 

Q Ms.  Rothschild,  when  earlier  you  were  discussing 

wi.th  Mr.  Wiggins  some of the  proportions of various  kinds of 

mail,  comparing  your  Table 15 to  page 6 of  his 

cross-examination  exhibit,  you  explained  why  you  thought 

that  comparison  couldn't  be  done. Do you  have  any 
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additional  factors  that  would  bear  in  consideration  ofxthat 

issue  that  you  would  like  to  explain? 

A Yes.  On  Table 15, the  designation  First  Class  and 

Standard,.  in  our  survey  we  presented  to  individuals a 

delivery  time  for  the  pieces,  and  the  designation  here  First 

Class  was  referenced as next  day  delivery  and  Standard  as 

two  to  five  day  delivery  and,  therefore,  when  you go back  to 

the  information  that  appears  on  page 6, which is in  the 

exhibit  which I was  given  today,  you  would  have  to  add  up 

all  the  pieces  here  and  then  take  them  in  total  and  say,  how 

would  they  be  distributed?  You  can't  just  look  at  First 

Class  to  First  Class,  because  it  could  be  any  of  the  pieces 

listed  in  the  table  that  then  would  be  sent  for  next  day  or 

for  Standard  delivery. 

MR.  REITER:  Thank  you.  That's  all I have,  Mr. 

Presiding  Officer. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins  or  Mr. 

Richardson,  any  redirect  on  that? 

MR.  WIGGINS: I do,  Mr.  Presiding  Officer. 

RECROSS-EXAMINATION 

BY MR. WIGGINS : 

. Q When  you  calculated,  Ms.  Rothschild,  the 62 

percent, 38 percent  ratio,  you  told us that  you  did  that  by 

adding  the  number  of  pieces  that  were  shown  on  Table - -  the 

document  that  is  page 1 of  the  cross-examination  exhibit, 
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existing  now,  is  that  right,  to  the  number of pieces  that 

were  reported  in  the  response  to  your  interrogatory - -  or  to 
your  survey  instrument  number 5 -- question 5 to  your  survey 

instrument  in  the  rows G, H, and  I,  is  that  right?  You 

added  those  together  and  you  divided  them  by  the  total  of 

NETPOST  mail  in  order  to  get  that  relationship,  right? 

A The  answer  was  in  question  4(b),  which  is  new 

pieces,  and -- 
Q I'm  sorry, 4 (b) , not 4 (a) , I'm  sorry. 
A 4 (b) . And G ,  H, and I in  question 5. That 

becomes  the  numerator  and  the  denominator  are  all  total 

pieces  which  is 4 ( d ) .  

Q Yes.  And  isnlt  that  committing  the  same  fallacy 

that  you  just  accused  me of? If a fallacy, I committed,  you 

did it, too? 

A Can  you  explain  what  fallacy  you  are - -  
Q Well,  you  are  telling  me  that  you  can't  make  the 

comparison  that I suggested  on  page 6 of  my 

cross-examination  exhibit  because I am  not  treating  with  all 

of the  pieces  that  are  reported  in  response  to  your  question 

5. Is that  right? 

A No. 

Q Was  the  nature of your - -  
A No. 

Q Maybe I misunderstood  your  criticism  of  me.  Say 
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it  again. 

A Okay.  What I am  saying  is  there  is  an  obvious 

relationship  between  question 4 and  question 5 because  the 

sum  of  the  parts  and  how  people  divided  up  their  answers 

were  intended to be  one  and  the  same.  Okay. So when I 

calculate  the  new  pieces,  the 38 percent, I can  take  all  the 

new  pieces  that  didn't  yet  exist,  plus  the  pieces  that  were 

never  in  the  Postal  Service  pot  to  begin  with, -- 
Q Right. 

A -- and  get an answer  by  dividing  that  number  by 
the  total  number of pieces.  But  what I am  saying  to  you  is 

that,  when I then  have  that  total  number  of  pieces,  and I 

ask  people,  how  will  you  send  them  when  NETPOST  exists, - -  

Q That  is  question 7 ,  correct? 

A ' That  is  question 7. What I am  saying  is  that  we 

gave  people  in  the  survey  two  categories of response,  one  is 

next  day  and  one  is  standard,  and  they  divided  up  all  their 

pieces of NETPOST  that  they  would send., So that  there  is  no 

relationship,  per  se,  between  question 5, which  is  how  they 

send  existing  pieces,  because  existing  pieces  could  be 

Standard  pieces  that  could  come  First  Class  and  vice  versa. 

So. you  can't  make  the  relationship  that  you  have  intended  to 

do  by  saying  this  relationship  of  First  to  Standard  ought  to 

be  the  same  as  it  is  here,  you  can't  do  that. 

Q Would  it  be  fair,  though,  if I .did  the  adjustment 
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that  you  did,  if I multiplied  the  raw  numbers  by  the :021 

factor - -  wait,  wait - -  
A Okay. 

Q And  .I  saw - -  you  will  have  plenty of chance,  but 
let  me  just  get  it  out  here. 

A Okay. 

Q And I saw  at  the  end of that  calculation  that, of 

the  projected  NETPOST  mail,  there  was  less  First  Class  mail 

than  was  reported  to  exist  in  the  current  pre-NETPOST 

environment  by  question 5 respondents.  Okay.  If I am 

looking  just  at  that  number,  and I see a question 5 number 

and I see a post-NETPOST  First Class number,  and  the  First 

Class  number  is  smaller,  in  absolute  terms,  could I 

correctly  conclude  from  that  that  some  mail  that  had  been 

paying  First  Class  postage  before NETPOST was  introduced  was 

paying  less  than  First  Class  postage,  because  the  only 

alternative  is  Standard A NETPOST,  correct? 

A You  can't  conclude  what  you  are  intending  to  do 

because  these  are  some  pieces - -  what  I'm  saying  is  there 

are  some  pieces  that  are  currently  going  standard  that  may 

indeed  go  next  day,  and  therefore  they  would  be  paying a 

higher  rate, -- 

Q But  they  would  be  reported as that,  wouldn't  they? 

COMMISSIONER  LeBLANC:  Mr.  Wiggins,  let  her  finish 

her  response. 
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THE WITNESS:  The  answer  is  no.  What  I'm  saying 

is  you  have  to  divide - -  you  have  to  take  all  the  pieces  in 
question  five,  and  there  is  no  relationship  between  what  is 

in  question  five  and  what  appears  in  table 15. That  is  what 

I'm  saying.  Multiplying  by  the 0221 isn't  going  to  get  you 

there  because  it's a constant.  The - -  so forget  that  for 
the  moment. 

The  relationship  between  question  five  and  what  is 

question  seven  is  because  we  are  asking  people  to  divide  up 

pieces  on  two  different  basis,  and  the  second  reason  is 

because  how  people  currently  send  and  how  they  would 

subsequently  send  includes  more  than  just  first  class  mail, 

it  includes  all  the  kinds  of  mail  listed  in  table 5. 

MR. WIGGINS:  Sure. 

BY MR. WIGGINS: 

Q But  it's  right,  isn't  it,  that  people  are  now 

sending  their  mail  in  some  fashion,  and  some  population of 

that  mail  is going-first  class,  correct?  The  NETPOST  mail. 

A Yes. 

Q And  do  you  believe  that  you  have  accurately 

captured,  within  the  boundaries  of  surveys  and  stuff  like 

that - -  
A Yes. 

Q - -  the  number of pieces  that  are  right  now, 
pre-NETPOST,  going  first  class? 
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Q And  some  part  of  that  population  of  mail,  after 

NETPOST  gets  implemented,  is  going  to  be  traveling  NETPOST 

first  class;  is  that  right? 

A I would  expect  them  to  use  the  next  day  service, 

yes. 

Q Well, no, I mean  some  people  are  going  to  use  the 

next-day  service  and  some  are  going to use  the  standard. 

A That's  correct. 

Q We're  looking  at a single  population  of  mail. 

We  re looking at that of mail that is today not using 

NETPOST  because  there  is no NETPOST,  but  once  we  have 

NETPOST,  it's  going  to  be  using  NETPOST,  right? 

A Yes. 

Q That's  what  we're  looking  at. 

A Uh-huh. 

Q And  right  now  today,  when I look  that  mail  in  the 

eye, I see  some  number  of  its  pieces  traveling  first  class, 

correct? 

A That's  correct. 

Q And  that's  reported  in  your  survey,  is  it  not? 

A That  is  correct. 

Q And  what  number  should I look  for  in  your  survey 

to  tell  me  what  that  number  is?  Where  should I look? 

A What - -  I'm  not  sure  what - -  
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Q What  part  of  your  survey  should I examine  in,order 

to  determine  right  now  today  what  piece  of  that  population 

we're  looking  at  is  going  first  class? 

A What.portion  of  potential NETPOST is  going  first 

class  today?  It's  on  the  table  you  gave  me. 

Q Okay.  That's  the  first  line  on  page 6. 

A That  is  correct. 

Q Okay.  And  then  after  we  have  NETPOST,  your 

respondents  tell  you  that  some  other  magnitude,  some o lther 

number  of  pieces of mail  is  going  to  travel  first  class;  is 

that  correct? 

A They  told  us  that  it  would  travel  next  day,  yes. 

Q Okay. Do you  think  that  accurately  captures  the 

differential  between  first  and  standard A? 

6 3 5  

A What  captures? 

Q The  to  me  very  confusing  description  in  your 

survey  of  next  day  and  two  to  five  days. Do you  think  that 

accurately  captured  the  difference  between  first  class  and 

standard  A? 

A It  captures  the  difference  between  different 

delivery  times.  That  is  the  distinction  we  intended  to  make 

in  the  survey,  between  next-day  and  two-  to  five-day 

operates? 
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A I can't  answer  that  question. 

Q You  don't know whether  it  has - -  
A I don't  know. 

Q - -  rates  that  are  called  next  day  and  rates  that 
are  called  two  to  five  days? 

A No, I do  not. 

Q If  it  doesn't,  would  your  survey  accurately 

predict  anything  about  the  way  that  people  are  going  to 

respond  to  what's  actually  being  offered  here? 

A Can  you  repeat  the  question? 

Q Absolutely.  Your  survey  measured  the  way  people 

responded  to  two  descriptions  of  mail.  One  was  called  next 

day  and  one  was  called  two  to  five  days,  correct? 

A That's  correct. 

Q If  the  Postal  Service  is  not  offering a mail 

delivery  rate  that  is  called  next  day  and  two  to  five  days, 

would  your  survey  predict  anything  about  what  they're  likely 

to  yield  when  they  offer  what  they're  offering? 

.A  It  depends  on  the  relationship  between  what 

they're  currently  offering  and  the  survey. 

Q Do you  know  the-answer? Do you - -  are  you  able  to 

A No, I do  not  know  the  answer. 

Q Okay.  If I wanted  to  know  how  many  people  in  your 

survey  said,  oh,  boy,  if  you  give  me  next  day, I will  take 
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it  for  this  many  pieces  of  mail,  where  would I look? I 

A On  what  is  on  table 15. 

Q Thank  you. 

MR. WIGGINS: I have  nothing  further,  Mr. 

Presiding  Officer. 

COMMISSIONER  LeBLANC:  Any  follow  up,  Mr.  Reiter? 

MR. REITER: No, there  isn't. 

COMMISSIONER  LeBLANC:  Mr.  Richardson? 

Well,  Ms.  Rothschild, I think  that  may  do  it  for 

you  this  afternoon. 

THE  WITNESS:  Thank  you. 

COMMISSIONER  LeBLANC:  We  appreciate  your 

appearance  here  today  and  your  contributions  to  our  record, 

and  if  there  is  nothing  further,  you  are  excused. 

Thank  you. 

[Witness  excused. I 

COMMISSIONER  LeBLANC:  Our  last  witness  this 

afternoon,  Lee  Garvey,  is  already  under  oath  in  this 

proceeding,  and I believe - -  is  Mr.  Hollies  going  to - -  yes. 

Mr.  Hollies,  will  you  introduce  your  witness?  Take  your 

time,  get  yourself  squared  away  there. 

MR. HOLLIES: The Postal  Service  recalls  Mr.  Lee 

Garvey." 

[Pause. I 

COMMISSIONER  LeBLANC:  Mr.  Hollies,  are  you  set 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  GARVEY 
TO  INTERROGATORIES OF THE  OFFICE OF THE  CONSUMER ADVOCATE 

OCNUSPS-T1-44. Please  refer to Tr. 41845. Here  you  state  that  'it  would  be 
possible to modify  the  system so as to store  and  forward  the  reports  [generated 
by the sortation  software in Mailing Online] . . . .' 
a. Has  such  a  modification  been  performed? tf not,  what  is  the  expected 

date of modification? 
b. What is the  name  of  the  sortation  software  utilized in Mailing  Online? 

Please  provide 8 copy of any  instruction  manuals,  documentation,  readme 
files, or online help files that  accompany  the  sortation  software. 

C. Do commercial  mailers or presort bureaus  use  the  same  sortation 
software? Do such  other  users  maintain  electronic  records of the 
manifests, 36OOs, and 3602s generated  by  the  sortation  software? tf so, 
what  prevents  the  Postal  Service  from  doing  the same? 

d. Can  the  sortation  software  used in Mailing  Online  generate  a  report  that 
shows the  volumes  for  each  manifest, 3600, or 3602  that  would  qualify  for 
each presort  discount? (See PRC Op. MC9B-1, October 7,1998, at 45: 
'If  the  mailing  statements  provide  the  level  of  sort  achieved on each  batch 
. . . , then  the  provision  of  these  statements  will be sufficient.') If so, 
please provide all such  existing  reports  and all future  reports on an 
ongoing  basis  (electronic  and  hard copy). If not,  please  'find an 
alternative  means of providing  the  depth of sort  data for each  batch.' Id. 

e. Can  any  of  the  manifests, 36OOs, or 3602s generated  by  the  sortation 
software be associated  with  a  particular  page  countljob  type  category. 
For  example,  do  the  reports  or  mailing  statements  generated  by  the 
sortation  software  contain  an  identification code  that  can  be  associated 
with  an identification code in the job type/page  count  reports  generated  by 
the  system  software? If so, please  provide  the  tabulations  requested in 

m 

OCNUSPS-Tl-43. 

RESPONSE: 

a. No system  modification has been  performed which would  allow  the  storing 

and forwarding  of  sortation  software  reports.  Although  no firm timeline 

.has been established,  a  ready  means  of  providing  this  information  has 

been identified in the form of a  built-in  switch in the  commercial  software 

which allows the creation of a 'Mail.dat' file for each  batch file statement. 

The  Mail.dat file contains all of the  variable  elemenfs .. of a mailing 

statement and allows for storage and manipulation of the  data in soft-copy 

MC98-1 
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TO  INTERROGATORIES  OF THE OFFICE  OF  THE  CONSUMER  ADVOCATE 

format. We are currently analyzing  the  time and effort  requirements of a 

modification to allow  the  creation and electronic  forwarding of 'MaiLdat" 

files for all MOL  statements. 

b. The sortation software utilized is Postalsoft's  'Presort Jobfile'. 
m 

Documentation supplied with the  software is the  property of the Firstlogic 

- Postalsoft company and cannot be released or reproduced without  their 

express permission. The company declined to authorize inclusion of the 

documentation in this response but did indicate  a  willingness to discuss 

the possibility of sharing it with participating parties on a  one-to-one 

basis. Counsel can provide contact  information upon request. 

c. According to Postalsoft, Presort  Jobfile  is used by a  variety of commercial 

mailers, presumably including presort  bureaus. Also, according to 

Postalsoft, electronic records (Mail.dat files) can be generated by Presort 

Jobfile and such reports could be (and may be) generated and maintained 

by other users. The existing MOL  system configuration and settings 

prevent the Postal Service from generating and storing mail.dat files. 

d. The MOL  system as currently configured does not generate or'keep those 

records, nor can any reports other than mailing statements be generated; 

as indicated above,  a  system  modification to enable a Mail.dat reporting 

option is currently being investigated. 

e. Currently, mailing statements generated by Presort Jobfile do not contain ..  

any identification which would allow them to be associated either with a 

MC98-1 
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particular  batch  number  or  the  job  typelpage  count  reports  generated by 

the  system. We intend  to  investigate  such  an  option  in  the near  future. 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  GARVEY 
TO  INTERROGATORIES  OF  THE  OFFICE  OF THE CONSUMER  ADVOCATE 

OCNUSPS-T1-49.  Please  refer to your  response  to OCANSPS-Tl-45. 
a. In part b. of your  response you state,  '[OJnly  mail-merge  jobs  are  currently 

combined  into m i n g l e d  batches; all others  are  handled  as  separate 
batches.  Current  (and  future)  system  development  is focused on 
improved  functionality induding the capabiii to  combine  all  like ' 
documents  into  co-mingled  batches.'  Please  provide  copies of 
correspondence  from  the  system  developer  relating to the  ability  or 
inability of the MOL system  software to 'combine all like  documents  into 
mingled batches.' If no such correspondence  exists,  please  explain 
the basis  for  your  response and provide  documentary  verification  thereof. 

b. In part f. of your  response you state, 'mhe possible  pagecountljob-type 
batches  equals 62 x 48 = 3000 [sic].' In his  response to interrogatory 
OCNUSPS-T146(d), redirected  from  you,  witness  Plunkett  states,  'Some 
batch types are  simply  more  likely  to be chosen  than  others.  Moreover, if 
document  length  is  a  parameter  used  to  define  potential  batch types, 
some  are  highly  unlikely to be  chosen  at  all." 
i. Do agree  with  witness  Plunkett's  statement? If so. what is the 

basis  for  your  agreement? 
ii. Please  provide  a  table,  containing  62 x 48 cells, that  displays  the 

relative  likelihood of each  possible  pagecounVjob-type  batch  and 
is consistent  wtth  the  assumption  that, on average, MOL pieces  will 
be presorted  to a depth  justifying  grant  of  the  Automation  Basic 
discounts. . 

subclasslpagecounVjob-type batches.  Please  show that  this 
allocation is consistent with the  assumption  that,  on  average, MOL 
pieces  will be presorted  to  a  depth  justifying  grant  of  the 
Automation  Basic  discounts. 

iii. Please  provide  tables  that  allocate  year-one MOL volume  across 

RESPONSE: 

a. To my  knowledge,  no  such  correspondence  or  other  documentation  exists 

. on this  topic. As stated in my  response to part  (b), the  current  system is 

an enhanced  version of the  original proofofconcept software.  The 

specification for that  development sta ted:  

W&ge and Dresort. This capability Wnl allow  the  NetPost  system to 

automate  network  logistics,  achieving  optimum  utilization of printing 
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resources,  and  maximizing postal automation  efficiency." 

As noted in my response  to part (b), the  developer  understands  that 

current  (and fut~~re) system  development will be' fmsed on this  and  other 

improved  functionality. 

b. 

i. I agree  that  we  are  likely to leam  that  certain  batch  types  are 

more  prevalent  than  others.  This  learning is the  purpose  of  the 

experiment. 

ii. I have  no  basis  for  predicting  or  even  assuming  the  relative 

numerical  likelihoods  of  possible  batches  and  therefore  am  unable 

to produce such a  table. 

iii. I have  no  basis  for  accurately  allocating MOL volumes 

across  possiMe  batches  and  therefore  am  unable to produce  such 

tables. 

MC98-1 
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OCNUSPS-Tl-59.  Please  refer  to  part b. of  your  response to OCAIuSPS-4, 
redirected to you  from  the  Postal  Service. You state,  'Although  the  capability is 
not  required at this time,  system  design  allows  automatic routing of jobs  based 
upon  specific  printing  requirements  as  well as  destination  ZIP  Codes." 
a. Do you mean tha! yhe capability' is buil  into system  software  at  present? 

If so, please  provide  a  copy of the computer  code  that  implements  "the 
capability.' If not,  please  define  the term 'system  design.' 

b. Please  explain in defail how  the  compufer  code for the  system will be 
adjusted  as  new  print  sites  are  added. 

c. Please  explain in detail  how the computer  code  for the  system will be 
adjusted  as prices in printer  contracts  change. 

d.  Please explain in detail how  the  computer  code  for the system will be 
adjusted as specialized  capabilities  are added at one or more  print  sites. 

e. Please  provide documentary verifiwiion (e.g.,  correspondence  from  the 
system  developer)  of  your  response  to  this  interrogatory. 

RESPONSE: 

a. The response  to OCNUSPS-4 refers  to  the  basic  design of the system 

which  uses a matrix  of  document printing  and  finishing  characteristics 

associated  with  specific  print sites along  with  mailpiece  destination ZIP 

Codes  to  determine  the  print  site  for  a  specific  dowrnenVaddress 

combination.  This  allows new printing  and  finishing  requirements  to  be 

integrated  easily  into MOL without  altering  the  basic  structure of the 

software  design.  The  term  "system  design"  refers lo the  way in which 

MOL has  flexibility  and  expandability  designed  into  the  system so as to 

allow  continued  automatic  routing of jobs based  upon  a  potentially 

. changing  variety  of  criteria. 

tt: According to the  developer, 'mhe computer  code will not need to be 

modified. The current  system  uses a print site table  that  defines  the 

characteristics of the  print  site.  This c o m b i n e d  with  the [ZIP Clod@ of  the 

addressee  determines  the  print  site  destination  for a mail piece.' 

MC98-1 

643 

1384 



644 

1385 

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS GARVEY 
TO INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

c. According to the developer, 'mhe current  system  contains  a  materials 

cost datahse which defines the cost by print site of the  various  services 

requested per job. Each mail piece's  distribution  (print  site) within a job 

determines the overall cost.' This database will be modified as prices in 

printer contracts  change. 

d. See  the response to part (b) above.  The  code  would not need to be 

adjusted, the print site table  would be simply be modified to reflect the 

addition or deletion of specialized capabilities. 

e. See Attachment 1 to OCNUSPS-Tl-59(e). 
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OCNUSPS-TI-70. Please  refer to page  one of the October 16,1998, 
Governors' Decision in this docket. The following statement  appears  there: 
The Postal Senrice then batches  (combines) all submitted jobs and  transmits 
them electronically to digital printing contractors . . . .' (Emphasis  added.) 
a. Please  confirm  that the MOL system  software  does  not  now,  never  has, 

and never will combine all jobs. If you do  not confirm, please  explain. 
b. Please confirm that  the  MOL  system  software  does not now and never 

has combined  any  non-mail  merge  jobs. If you do not confm, please 
explain. 

c. What is the number and proportion of total MOL jobs submitted to date 
that  were  mail-merge  jobs?  What is the number  and proportion of total 
MOL jobs submitted to date  that have been batched? What is the number 
and proportion of total MOL pieces  submitted to date  that  have been 
batched? 

RESPONSE:. 

a. 

b. 

e. 

Not confirmed.  A  fundamental  design  objective  of  the MOL system is to 

combine all jobs to the greatest  extent  possible, and this is the basis for 

the quoted language.  Although  differences in processing  categories  and 

handling characteristics are likely to prevent  complete  combination of all 

jobs for the foreseeable  future, the goal of  maximizing  efficiencies of 

batching will continue to drive MOL development efforts and  a full 

combination will remain  possible, at least in concept. 

Confirmed. Although non mail-merge jobs are not currently  combined, 

future system  development is focused an making such combination 

possible in the future. 

These numbers and proportions are not currently  available. With respect 

to the operations  test, I hope to provide these  data in the next few  days. 

With respect to the market  test,  these  data will be repofled when data 

begin flowing to the Commission. 
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TO NOTICE OF INQUIRY  NO. 1, ISSUE 3 I 

Issue 3: The  Commission  inquires  whether  the  waiver of volume 

minimums  should  extend  beyond  Mailing  Online,  either  on  the  basis  of  functional 

equivalency or  some other  basis, and what  might  constitute  functional 

equivalency. 

The Postal  Service  has  requested  a  waiver of volume  minimums for 

Mailing  Online  during the experiment  for  the  primary  purpose  of  modeling  what it 

expects to see  in a mature  MOL  service.  This  is  necessary  for  analyzing 

potential interest  in a new  service  that  develops  and  utilizes  several  electronically 

enabled  combinations of logistic  and  commerce  functions. 

Important to this  discussion  is  an  acknowledgment  of  the  fact that the 

Postal Service,  while  requesting  these  waivers  for  the  basic  automation rate 

volume  thresholds,  has  also  foresworn  any  deeper  discounts  regardless  of 

volume or level of sortation  achieved,  thus  committing  to a single  average  rate 

category  (within  class  and  shape)  for all volume  received  and  mailed. The use  of 

an average  rate  is  also critical to completion of a  transaction in a  single  Web-site 

visit,  as  discussed in Witness  Plunkett's  response to Issue 1. Extension of 

waivers to other  hybrid mail services  would require similar  limitations upon both 

larger and smaller  discounts, as well as true functional  equivalence. 

Criteria necessary to establish functional equivalence with Mailing Online 

include the following: 

1. Automation  compatible  mailpieces,  including  100% 

standardized  addresses and barcodes on all mailpieces; 

MC98-1 
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2. Co-mingling  and  batching of like mailpieces; 

3. . Sortation to the  finest level of sort possible  within  batches; 

4. Geographic  batching  and  distribution of mailpieces  prior to 

printing  and  mailing; 

5. Secure  and  completely  automated  electronic  submission of 

jobs,  providing  for  real-time  quotes  and  secure  on-line  payment;  and 

6. Web  and  browser-based  access  with  no  absolute  need  for  client 

software  or  a  point-to-point  dial-up  connection  with the vendor. 

In evaluating  the  criteria  for  functional  equivalence,  it  must  be  noted  that 

the practice of electronic  file  submission  and job ticketing  has  become  common 

among digital printers and others in the  print  and mail services  industries. 

Software utilities and  Web  sites  are  electronically  linking  more  and  more  printers 

and mail service  providers to their  client  companies  every  day.  This to-be- 

expected extension of existing  commerce  is  commonly  designed  to  emulate 

existing business  practices.  Pitney  Bowes  DirectNET  is  an  example of this 

approach.  DirectNET  software  provides users the opportunity to design simple 

mailpieces and  create  a job ticket for electronic  uploading.  Users  are provided 

'an estimate of the cost of their work, but are informed that final pricing cannot be 

determined until some time in the future. Included in the estimated  cost of each 

transaction is a  set-up  fee,  a  fee traditional to the printing  services industry which 

is designed to cover the cost of providing individualized service to a particular 

customer. It signifies that the job .paid for will be "set-up" and run just for that 

MC98-1 
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customer.  Users  are  contacted  subsequent to submitting  the job and informed of 

the actual (often negotiated) Costs of production.  This is similar to the traditional 

printerclient interaction. 

Mailing Online offers an  alternative  process  by  providing  a complete 

single transaction approach. All parts of the job creation and specification 

process are conducted online and the transaction is completed in one  session. 

A goal of the Postal Service is to  encourage  the  development of 

innovative approaches to mailing.  Accordingly,  the  Postal  Service would 

consider creating special licensing or  certification  criteria  for third-party services 

that are full functional equivalents of Mailing  Online. 
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Mr.  Garvey,  as a Presiding  Officer,  I'm a little 

bit  confused  after  hearing Mr. Plunkett,  Mr.  Seckar,  and a 

few  yesterday - -  

CHAIRMAN  GLEIMAN:  If I could  just  interrupt,  he's 

confused  even  when  he's  not  presiding. 

COMMISSIONER  LeBLANC: I told  you I followed  my 

Chairman's  lead. 

But  during  yesterday's  hearing  it  was  stated  that 

significant  changes  are  being  made  in  the  Mailing  Online 

system  for  the  experiment.  In  response  to  interrogatory  of 

OCA, USPS-T-66,  you  state  that  plans  have  not  been  finalized 

for  the,  and I quote,  Itfull  range  of  services  to  be  offered 

during  the  course  of  the  experiment."  End  of  quote. 

.And you  start  off  today  for  me  with a summary 

statement,  if  you  can,  of  exactly  what  it  is  that we  are 

being  asked  to  consider. And I say  that  because  Mr.  Hollies 

yesterday  answered  for  Mr.  Stirewalt  because  he  said  Mr. 
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Stirewalt  didn't  know  about  some  of  the  changes.  Then  we . 

have  Mr.  Plunkett,  who  says  volume 5, transcript  page 1024, 

talked  about  the  changes  in  the  software  program,  the 

meetings  that  are  being  taken  place  are  taking  place  today, 

and I'm not  sure  whether  it's  today  or  fairly  shortly,  but 

it's  soon,  and  the  changes  in  the  software. 

.. .. 

Really,  what's  going  on?  Where  are  we  at  this 

point? So again I start  off  with  the  same  question.  Could 

you  please  give us a summary  statement  of  exactly  what  it  is 

that  we're  being  asked  to  consider  today? 

THE  WITNESS:  I'd  be  glad  to.  I'm  not a systems 

engineer, so this  will  be a nontechnical  description  by  its 

nature. 

COMMISSIONER  LeBLANC:  But  you  are  the  policy 

witnesses. 

THE  WITNESS:  That is  correct. 

COMMISSIONER  LeBLANC:  Thank  you. 

THE  WITNESS: As I've  indicated  in  previous 

responses,  the  system  that's  being  used  for  the  market  test 

and  which  was  used  for  the  operations  test  was a 

proof-of-concept  system.  Technically  speaking  it  was 

designed  to  prove  the  concept  and to  allow  low-volume  usage 

of  the  Mailing  Online  system.  Obviously  for  the  Postal 

Service  to  offer a full-scale  nationally  implemented  version 

of  Mailing  Online  such a proof-of-concept  system  would  not 

- 
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be  suitable. 

The technical  design  of a system  that  would  meet 

the  rigorous  requirements  that  the  Postal  Service  technical 

experts,  the IT folks  in  the  Postal  Service,  require  of  such 

a production-level  system  have  as I understand  it 

necessitated a revision  of  the  original  architecture  of  the 

system,  and I think  the  substantial  changes  that  are  being 

talked  about  are  not so much  in  the  nature  of  changing 

what's  being  offered  for  the  service  but  in  how  it's 

configured in a technical  sense,  how  many  sites  there  are 

for  purposes of redundancy  fail  over  for  disaster  recovery, 

and I think  that  that,  if  I'm  hearing  correctly,  is  what 

everyone's  talking  about  in  the  substantial  revisions  in  the 

Mailing  Online  system. 

COMMISSIONER  LeBLANC:  Having  said  that,  then, 

could you  provide  some  assessment  of  the  expected  impact  on 

projected  costs  and  benefits  from  the  modifications,  or  as 

you call  them,  just  the  changes  that  are  being  made? 

THE WITNESS:  Impact  on  the  cost  as  compared  to 

what? 

COMMISSIONER  LeBLANC:  As  to  where  they  started 

out. 

THE WITNESS: I can  give  you  an  estimate as I have 

it  today of what  the  development of the  new  system  is 

projected to cost. 

-. 
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COMMISSIONER  LeBLANC:  Please  do so. 

THE  WITNESS:  The  estimate  that I have in hand  for 

the  development  of  this  what  we're  calling  Version 3 of 

Mailing  Online  is  somewhere  in  the  neighborhood  of $3-1/2 

million. 

COMMISSIONER  LeBLANC:  Is  that 3-1/2 

or  is  that  just 3-1/2 million  now? 

THE  WITNESS:  That  is $3-1/2 million 

COMMISSIONER  LeBLANC:  Okay. 

million  more, 

THE  WITNESS:  Now  that  is  an  estimate.  It  hasn't 

been  analyzed. I only  received  it  in  the  past  few  days. 

But  that's  the  estimate  that I have  in  hand. 

COMMISSIONER  LeBLANC: Do you  envision  any  maj0.r 

changes  in  benefits  that  you  offer  to  the  general  public  as 

well  as  maybe  down  the  road  commercial  mailers or anybody 

else? I mean  is  anything  changing  there? 

THE  WITNESS:  Because of the  system  design,  you 

mean? 

COMMISSIONER  LeBLANC:  Yes. 

THE  WITNESS:  The  changes -- to  answer your 
question  directly,  no. I think  the  changes  that are  being 

made  are  changes  'to  offer  the  benefits  of  reliability  and 

dependability  and  what  people  would  expect  from  the  Postal 

Service  in  terms  of  availability. 

COMMISSIONER  LeBLANC:  Availability to  what? 

. --. 
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To the  website. 

LeBLANC: To the  original  starting 

point or to  the  Mailing  Online? 

THE  WITNESS:  ,What I meant  to  say  was  that  the - -  
I think  that  the  American  public  when  they  use  the  Post 

Office  online  system  will  expect to see  it  there  as  they  do 

the  post  office  on  the  corner  when  they  go  there  to  go  to 

it. 

They  don't  expect  it  to be experiencing  technical 

difficulties so that  it  can be  down  for a couple  of  days, 

technically  down,  and  they  can't  use  it.  It  needs  to  be 

dependable  and  reliable  and  technically  there  all  the  time. 

COMMISSIONER  LeBLANC:  And  that  will  not  affect 

the  Mailing  Online  as  far as you can see  it? 

THE  WITNESS:  Only in making  it  more  reliable  and 

dependable. 
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24 Q You  suggest that  in  the  fullness of time,  and I 

25 think you said this in  response  to a question  or two from 

. .  -. . 
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the  bench, YOU anticipate  merging . - -  or I am  sorry,  batching 
more  documents  than  are  at  present  being  batched. Is that 

right? 

A That  is  correct.. 

Q And  at  present  only  merged  documents  are  batched, 

is  that  right? 
. .  

A Only  documents  that  are  created  as  mail  merge 

documents  are  batched - -  are  merged  and  batched.  Yes,  that 
is  correct. 

Q Obviously,  only  documents  that  are  merged  are 

merged,  but  the  only  documents  that  .are  batched  are  those 

that  are  merged,  right? 

A Yes. 

Q Okay. Do you  have a notion  of  how  long  into  the 

future  that  condition  is  likely  to  obtain? 

A As I think I responded  earlier  today,  we  are 

looking  to  have  that  changed  as  soon  as  possible  and  it  may 

change  in  an  incremental  manner. 

Q So you  don't  know? 

A I do  not  know.  We  would  like  to  have  it  change  at 

least  partially  by  the  time  the  experiment  begins,  perhaps 

completely  by  then. . . 

Q But  that  is  what  you  would  like. Do you  have a 

basis  for  giving'us a sound  projection of when  it is likely 

to happen? 

-. 
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A That  is  true  insofar  as  it  goes.  The  inability  to 

batch  is  not  going  to  be  cured  or  speeded  up  by  noticing  how 

much  can  be  batched  today. 

Q Because  it  requires a more  elemental  revision  to 

the  software,  is  that  right? 

A That  is  correct. 

Q Which  you  hope  is  going  to  happen  sometime 

relatively  soon,  but  you  don't  know?  Is  that  correct  as 

well? 

A I do  not  know. I have  testified  to  that. 

Q In  your  answer  for  the  Postal  Service  to  the 

Commission's  Notice  of  Inquiry  Number 1, Issue 3 ,  if  you 

would  like  to  get  that  in  front  of  you - -  

A I have  it. 

Q - -  you  essentially  concede  the  point  that  Pitney 

Bowes  has  been  trying  to  make,  that  those  who  have  mail 

functionally  equivalent, I think  is  the  word  we  used  in a 

18 brief,  to  that  of  Mailing  Online,  ought  to  be  accorded  the 

19 same  discount  structure,  right? 

20 A It  says so in  here,  yes. 

21 Q Well,  do  you  believe  that  to  be  right? 

22 . A  Yes. 

23 Q You  testified  to  it  under  oath  in  this  paper, 

24 right? 

25 . A I testified  to  the  fact  that  the  Postal  Service 
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believes  that  functionally  equivalent  services  should  be 

considered  for  the  same  discount. I testified  nothing  about 

Pitney  Bowes  though. 

Q No,  no,  no,  no - -  I understand  that. 

When  you  say  considered  for,  aren't  you  willing  to 

go a little  bit  further  than  that  and  say so long  as  we 

could  come  to  agreement  about  what  is  functionally 

equivalent - -  not  considered  for - -  given  the  same  discount, 

isn't  that  right? 

A I am  not  at  liberty  to  make  that  policy  statement 

for  the  Postal  Service. 

Q I am  asking  you  your  opinion  as  the  policy  guy,  as 

the  Presiding  Officer  put it,  -for  the  Postal  Service  on 

Mailing Online,,what is  the  right  outcome  in  your  view,  as a 

policy  guy? 

A My  view  is  as  stated  in  the  answer  to  this  that I 

think, I personally  think,  that  it  should  be  considered. 

Q Not  given?  Not  granted  but  considered? 

A I can't, I don't  have  the  power  to  grant. 

Q I understand. I am  not  asking  you  to  give  me 

anything  right  here  today  except  your  opinion,  and I am 

asking  you  what  your  opinion  is,  and  you  say  your  opinion  is 

consider  it  and I am  asking  does  your  opinion  go  further 

than  that,  not  just  considered  but  granted? 

I don't  know  what  llconsideredlt  'means. 
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A As solely  my  opinion - -  

Q Yes. 

A - -  all  other  considerations  of  the  Postal  Service 

aside,  it  would  be  my  opinion  that  that  would  be  true, yes, 

that  it  should  be  granted. 

Q Thank  you.  You  set  out  beginning  at  the  bottom of 

the  first  page  of  your  answer  on  Issue 1 of NO1  Number 1 a 

series  of  criteria  in  your  words  "necessary  to  establish 

functional  equivalents" - -  and I would  like  to  walk  through 
these  with  you  and  make  sure  that I understand  not  only  what 

they  are  but  why  they are,  in  your  view,  the  right  tests. 

The  first  says  automation  compatib1e;as a first 

element. 

Is  there  anything  other  than 100 percent 

standardized  addresses  and  barcodes  on  all  mail  pieces, 

which  is  the  next  part  of  that  sentence  that  you  would 

require  in  terms  of  automation  compatibility  of a mail  piece 

in  order  to  qualify  it  for  the  grant  of a discount 

equivalent  to  that? 

A I would  state  that  the  Postal  Service  has  specific 

standards  and  requirements  for  automation  compatibility,  and 

I .could  not  vary  those. 

Q Okay, so I would - -  I would  look  at  the DMM in 

E080  or  whatever  the  heck  it  is  and  apply  those  standards  to 

25 my  mail  and  you  would  apply  them  to MOL Mail, is that  right? 
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A That's  correct. 

Q And  we'd  both  meet,  we  would  both  have  the  same 

bar  to  clear  in  establishing  our  eligibility,  is  that  right? 

A I think  that  is  the  intent,  yes. 

Q Yes.  Whatever  the DMM says - -  it's  good  for you, 

good  for  me.  Okay? 

A Yes. 

A As indicated  here,  yes. 

Q Well,  now  why  is  that  fair?  Why  is  it  that  Your 

competitor  ought  to  have  to  satisfy a standard  that  the 

postal  Service  does  not  in  order  to  get  equivalent 

treatment? 

A I don't  believe  the  Postal  Service  has  ever  made 

the  claim  that  we  were  completely  able  to  do  the  commingling 

and  batching  that  is  intended  in  the  ultimately  Mailing 

Online  system. 

As  is  frequently  the  case,  mailers or 

organizations  such  as  Pitney  Bowes  will  come  to  the  Postal 

Service  and  propose  that  something is a worthwhile  idea  and 
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1 we  work  with  either  those  mailers  or  organizations  to  make 

2 it  happen.  That  frequently  involves  flexibility  on  both 

3 sides. 

4 Q You  certainly  have  done  that  with  Pitney  Bowes 

5 over  time  and  my  client  appreciates  it. I am  not  trying  to 

6 denigrate  the  generosity  of  spirit  of  the  Postal  Service  in 

7 most  particulars,  but I don't  understand  why  you  are  getting 

8 so parsimonious  here  all  of  a  sudden. 

9 You  are  willing  to  treaE  yourself  with  this 

10 open-minded  generosity  in  experiment,  in  moving  forward  to 

11 something  that  you  think  is  going  to  be  overall  better  for 

12 both  the  Postal  Service  and  the  public,  but  you  are  not 

13 willing  to  help  Pitney  Bowes do the  same  thing.  Why  is 

14 that? 

15 A I don't  believe I ever  said  we  weren't  willing  to 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

help  Pitney  Bowes  do  that. 

Q I think  you  just  said,  didn't  you,  that  you  were 

going  to  require  of  my  client  commingling  and  batching  that 

the  Postal  Service  does  not  require  of  itself.  Did I get 

that  wrong? 

A You did. I indicated  that  what I said in  my 

response  here  was  that  full  functional  equivalence  to 

Mailing  Online  would  require  these  elements. 

Q I see,  but  is  it  not  your  position  that  full 

functional  equivalence  is  required  for  entitlement  to  the 
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same  discounts  that  the  Postal  Service  is  according  itself? 

A Yes,  that's  correct. 

Q It  is  correct.  You  demand  full  functional 

equivalence. 

A Under  this  circumstance  and  under  what  we  are 

talking  about  here,  yes. 

Q Okay,  well,  I  mean  I  am  not  trying  to  fence  with 

YOU here,  Mr.  Garvey.  I  want  to  understand  first  what  your 

notion  of  the  requirement  is  and  then  I  want  to  understand 

Why, and  what  you  are  saying  to  me, if I have  it  right  now, 

is  that  you  are  going  to  require  of  a  competitor,  and  we'll 

use  Pitney  Bowes  as  an  example,  you  are  going  to  require  of 

Pitney  Bowes  something  that  you  will  not  require  of  the 

Postal  Service  in  order  to  get  the  same  schedule  of  economic 

benefit  discounts,  is  that  right? 

A In  a  fully-implemented  Mailing  Online  system,  that 

would  be  correct,  yes. 

Q Well,  how  about  tomorrow?  You  know,  Pitney  Bowes 

is  looking,  taking  a  real  hard  look,  at  doing  some  of  these 

things  to  a  greater  extent  than  it  does  today,  and  part of 

what  is  going to inform  whether,  you  know,  it  starts  moving 

iq  that  direction  is  what  it's  going  to  have  to  pay  the 

Postal  Service. 

When I call  them  this  evening  or  tomorrow  morning 

after  we  are  through,  I  got  to  say  to  them,  hey,  Pitney 
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A I can't  speak  for  tomorrow. 

Q Well,  can  you  explain  to  me  why  you  think  it  the 

right  outcome  as a policy  guide  for  Mailing  Online  that  the 

Postal  Service  gets  one  set  of  benefits  and  you  deprive  your 

competitors  of  equivalent  benefits  tomorrow? 

MR. HOLLIES: Mr. Presiding  Officer, I would  like 

to  object  to  this  line  of  question-ing  at  this  point.  In 

essence,  what  counsel  is  getting  into  is  he's  asking  for 

legal  opinions  from  this  witness,  who  is  not a lawyer,  and I 

think  that's  why  we're  being  stymied. 

This  case  is  about  the  request  made  by  the  Postal 

Service  which  has  specific DMCS language  in  it,  and  it  is 

the  case  that  Pitney  Bowes  would  not  be,  as  it  were,  let  in 

the  door  pursuant  to  that  language;  and  of  course, it's also 

possible  that  in  its  direct  case,  Pitney  Bowes  will  make a 

separate  request  or  separate  proposal  which  would  let  it  in 

the door. 

The  line  of  questioning  is  in  some  sense 

unnecessary. I think  this  is  unnecessarily  strained,  and 

icls  because  these  legal  issues  are  interfering.  The  bottom 

line  as  stated  in  the  response  of  Mr.  Garvey  to  the  notice 

of  inquiry  is  that  we're  trying  to  create a level  playing 

field,  and  if  everybody  is  playing  by  the  same  rules  on  the 
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same  field,  we  would  open  the  door  Up  to  anybody  who  wanted 

to  be  let  in. 

This  particular  line  of  questioning  has  to  do  with 

the  fact  that  Mailing  Online  is  not  yet  mature.  We  are  here 

to - -  we  have  requested  authorization  to  conduct  an 

experiment  as it matures,  and  we  would  expect  that  as  part 

of  any  permanent - -  request  for  permanent  service,  as  is 

indicated in  some  of  these  responses,  that  would  be  an 

appropriate  time  to  make  sure  that'the  playing  field  is 

level  as  defined  by  the  DMCS  if  that  has  not  occurred  prior 

to  that  time. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins,  do  you  care  to 

comment? 

MR. WIGGINS:  Sure.  I  will  certainly  stipulate 

the  immaturity,  Mr.  Presiding  Officer,  and  I  will  point  out 

to  you  just  that  this  witness  has  said - -  and  this  is  an 

important  point  to  my  client.  I  mean,  we  have  been 

advocating  this.  He  said  that  it's  only  fair - -  and  it's 

not  a  legal  question;  he's  a  policy  guy  and  he's  making  a 

policy  judgment  here - -  it's  only  fair  that  people  who  have 
mail  functionally  equivalent  to  that  of  Mailing  Online  get 

the  same  discounts,  and I'm trying  to  explore  with  the  man 

how  that's  going  to  work.  And  what  he's  saying  to  me  is 

that  he  didn't  mean  it  and  that  he's  going  to  require  of 

Pitney  Bowes,  for  example,  things  that  he  would  not  require 
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of  the  Postal  Service  in  order  for  that  eligibility,  and  I'm 

trying  to  explore  that.  It  seems  to  me  that's  a 

fundamentally  important  point. 

COMMISSIONER  LeBLANC:  Mr.  Garvey,  you  are  the 

policy  witness,  are  you  not? 

THE  WITNESS:  I  am,  indeed. 

COMMISSIONER  LeBLANC:  And  he  was  talking  direct 

to  your  testimony  and  your  responses  to  issues  to  the  NOI, 

was  he  not? 

THE  WITNESS:  He  was. 

COMMISSIONER  LeBLANC:  Then  under  the 

circumstances,  you  can - -  the  objection  will  be.overruled 

and  you  will  answer  as  best  that  you  can  based  on  your 

policy  position  with  the  Postal  Service. 

Now,  if  it  is  a  legal  issue,  you  say  that  you're 

not  in  a  position  to  know  it  if  it's  a  legal  issue,  whatever 

you  may  want  to  call it, counsel  will  be  in  a  position  then 

to  either  argue  it  on  brief,  he  can  come  back in  oral 

argument,  or  Postal  Service  counsel  can  change  in  question 

and  the  redirect  this  afternoon  or  whenever  that  will  occur. 

But  answer  to  the  best  of  your  ability  at  this  time. 

Objection  overruled. 

Move on, Mr.  Wiggins. 

MR.  WIGGINS:  Thank you, Mr.  Presiding  Officer. 

BY MR.  WIGGINS: 
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2 think  it's  the  right  outcome  as  a  policy  matter  that  the 
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A As stated in the  response  to  this  question,  it  is 

the  Postal  Service's  and  my  opinion  that  functional 

equivalence  would  enable  Pitney  Bowes  or  any  other  player  to 

request  the  same  conditions  for  mailing  as  Mailing  Online. 

A s  you  indicate,  that  does  in  fact  include  a  discount,  but 

it  also  includes  some  other  restrictions,  and  if  you'll  read 

further  down  the  list,  you'll  find  those. 

Q Oh, we're  going  to  read  the  whole  list. 

A As stated  by  counsel,  it's  not  my  place  to 

indicate  that  such  things  could  be  done  as  part  of  this  case 

or  proceeding. 

Q Well,  would  it  be  okay, do  you  think, if  Pitney 

Bowes - -  as  a  policy  matter,  if  Pitney  Bowes  came  to  you  and 

said,  okay,  we'll  do  batching,  but  we're  only  going  to  do 

bqtching of mail  merge  pieces,  and  anything  that  isn't  mail 
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Q To qualify  for  a  discount,  the  same  discoukt  that 

the  Postal  Service  is  giving  itself  for  non-batched  mon-mail 

merge  pieces. 

A Well, I would  say  as  an  opinion,  if it were  Pitney 

Bowes'  ultimate  intent  to  achieve  a  system  that  acquired 

these  characteristics  as  outlined  in  this  document,  that 

that  would  certainly  be  something  worth  considering. 

Q Pitney  Bowes  ought  to  get  the  same  warm-up  period 

that  the  Postal  Service  is  getting.  in  order  to  make  its 

system  mature;  is  that  right? 

A I couldn't  make  that  decision,  but I certainly 

wouldn't  deny  that,  no. 

Q Would  you  advocate  it? 

A Would I advocate  it? 

Q Yes.  Would  you  advocate  to  the  Postal  Service if 

that's  the  right  outcome? 

A Perhaps  with  the  provision  that  Pitney  Bowes  has 

had Wite a  bit  more  warm-up  time  than  the  Postal  Service 

a1  ready. 

Q What  does  that  mean? 

A WeU, as  you're  aware  and  as  everyone  else  perhaps 

should  be  aware,  Direct  Net,  the  service  offered  by  Pitney 

Bowes  and  claimed  as  equivalent  to  Mailing  Online,  has  been 

under  development  and  in  market  for  quite  some  time. 

Q So you  feature  Direct  Net  as  it  is  now  constituted 
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A I  said  it's  claimed. 

Q Well,  what's  your  assessment? Is it? 

A No, as I previously  testified,  I  don't  believe 

that  it's  equivalent. 

Q Well,  if  Pitney  Bowes came~to you  and  said,  by 

golly,  Mr.  Garvey,  I  believe  you  have  a  point  there,  we're 

not  precisely  equivalent,  we've  been  doing  a  slightly 

different  thing,  but  you  guys have,such a  smart  idea  here 

that  we  would  like  to  be  like you, we  would  like  to  have 

Pitney  Bowes  online - -  PBOL  we  call  it - -  and  we  want  this 

warm-up  period  to  do  it  and  get  your  discount,  would  you 

advocate  the  discounts  in  that  environment  for  Pitney  Bowes? 

A I would  advocate  taking  a  close  look  at  Pitney 

Bowes'  proposal. 

Q You  have  no  notion  of  how  you  would  come  out  on 

the  merits  of  it?  This  isn't  very  complicated,  is  it,  Mr. 

Garvey? 

A I'm  sorry? 

Q This  isn't  a  terribly  complicated  hypothetical 

that I posed  for you, is  it? 

A I don't  believe I can  make  that  judgment. I think 

that  it  would  have  to  stand  on  the  merits  of  the  proposal. 

Q What  about  your  third  factor:  sortation  to  the 

finest  level of sort  possible  within  batches.  Obviously, 
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that  does  not  apply  to  any  mail  that  is  not  batched;  is  that 

correct? 

A All  mail  is  batched.  The  definition  of  a  batch 

for  Mailing  Online  is  a  quantity  of  mail  that  arrives  at  the 

print  site  ready  to  be  printed. 

Q So that  it - -  in  going  back  to  factor  two,  it's 
the  commingling  part of that  that's  important;  is  that 

right? 

A It's  the  commingling  into  merged  batches,  yes. 

Q Well,  I'm  having  a  conceptual  difficulty  here. I 

thought  that  it  was  your  testimony in  response  to  some 

interrogatories  that  merge  means  melding  the  document  file 

and  the  address  file  that  are  associated  with  any  mail 

piece.  Did I get  that  wrong? 

A No, you  didn't. 

Q Okay. So that's  merging.  And  define  for  me,  as 

you  did  in  an  interrogatory,  and I think  inconsistently  here 

just  a  moment  ago,  describe  to  me  what  batching  as  opposed 

to  merging  is. 

A Batching,  as I have  just  mentioned,  is  preparing  a 

quantity  of  mail  that  arrives  at  the  printer  batched  and 

prepared  to  be  printed. 

Q We  have  used  the term to be  defined  in  the 

definition,  and  that  always  give  me  some  heartburn,  because 

it  tends  to  tautology.  Can  you  give  me a definition  of 
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batching  that  doesn't  have  batching  in  the  definition? 

A  Well,  perhaps  it  would  help  if I used  this  diagram 
- -  

Q That  would  be  perfect. 

A - -  to  be  illustrative  of  what  will  happen  in  the 

ultimate  system. 

Q That  would  be  perfect.  Perfect. 

A If  we  can  look  at  the  diagram - -  

COMMISSIONER  LeBLANC:  Excuse me, Mr.  Garvey. 

Make  sure  we  are  on  the  same  sheet  of  music. You are 

talking  about  the  diagram  now  that  was  given  by  Commissioner 

Covington? 

THE  WITNESS:  That  is  correct, PRC-X-1. 

COMMISSIONER  LeBLANC:  Thank  you. 

THE  WITNESS:  If  you  look  at  the  two  segregated 

groups,  the  merge  orders  and  then  non-merge  orders,  and on 

the  left,  the  lines  are  drawn  down  to  orders  batched 

together  from  the  merged  orders.  Ultimately,  what  will 

happen  is  that  lines  will  be  drawn  down  from  the  non-merge 

groups  as  well,  and  you  will  end  up  with  a  group  of  lines 

which  converge  at  the  bottom  into  merged  batched  which  are 

combined  by  physical  characteristics, so that  even  non-merge 

orders  consisting  of  multiple  documents  will  create 

documents  that  are  merged  into  merged  jobs, so that  your 

ultimate  mail  stream  consists  of  all  documents  presorted  in 
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ZIP code  order. 

BY  MR. WIGGINS: 

Q And  the  presortation  and  ZIP  code  order  is  what 

you mean-when you  use  the  word  merge? 

A No, that  is  what I mean  when I use  the  word 

sortation,  as  in  item 3 .  

Q And commingling,  as  you  use  that  word  in  your  item 

2, is  schematically  represented  on PRC-X-1 at  what  point  on 

the  left  hand  side  of  the  page? 

A Where  your  two  merge  orders  come  together  in a 

single  batched  order  together. 

Q Right.  And  it  is  at  that  point  as  well  that  what 

you  refer  to  as  sortation  would  occur? 

A Essentially, yes, that  merged  batch  is  what  is 

sorted. 

Q Right.  And  must  that  merged,  sorted  batch  be 

presented  to a single  acceptance  point  at  the  Postal 

Service?  Does  this go  to a single  Post  Office,  is  that  part 

of  the  definition? 

A Yes. 

Q So that  you  can't  have a batch  that  is  going  to  be 

entered  at  more  than  one  Postal  facility,  is  that  correct? 

A That  is  correct. 

Q Okay.  And  the  finest  level  of  sort  possible  means 

. .  

what,  saturation?  High  density? 
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A The  finest  level  of  sort  possible  is  defined  by 

the  batch  itself, so that,  depending  upon  the  density of ZIP 

codes  and  the  quantity  of  mail  pieces, it is  sorted  to 

whatever  level  is  achievable,  given  that  quantity  and 

saturation - -  or  density. 

Q And  how  do  you  know? 

A How  does  who  know? 

Q How  does  the  person  who  is  going  to  be  accepting 

the  mail - -  and I take  it  that  person  who  accepts  the  mail 
will  be  determining  whether  I  have  passed  the  test  here, 

right?  Is  that  correct? 

A I  don't  know  what  test  you  are  referring  to. 

Q The  test  that  tells me,  okay,  Pitney  Bowes,  you 

have  satisfied  the  Garvey  equation  and you,  too,  are  now 

entitled  to  the  discounts  that  the  Postal  Service  accords 

itself.  What's  the  test? 

A Checking  the  sortation  of  a  batch  would  be  one, 

certainly,  one  step  in  doing  such  an  analysis,  yes. 

Q And  how  would  you  define - -  we  are  setting  up  the 
rules  of  the  game  here,  Mr.  Garvey,  and  I  want  to  make  the 

game  operational.  I  want to know,  when  I  go  back to my 

office  and  have  to  call  Pitney  Bowes,  I  want  to  say  this  is 

what  you  need  to  do.  And  in  order  to  do  that,  I  have  to 

know  what  that  acceptance  person  is  going  to  require of the 

Pitney  Bowes  mail  in  order  to  make  it  elLgible  for  the 
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discounts.  Okay. 

Now,  you  are  going  to  issue  instructions  to  that 

acceptance  clerk,  and  you  are  going  to  say  here  are  the 

conditions  that  the  Pitney  Bowes  mail  must  satisfy  in  order 

to  be  eligible  for  these  discounts.  In  terms  of  your 

standard  number 3, what  do  you  tell'that  acceptance  clerk? 

A The  acceptance  clerk  follows  a  set  of  guidelines 

that  are  in  the  Domestic  Mail  Manual  for  the  sortation  of 

mail.  The  actual  sortation  in  the  Mailing  Online  system  is 

performed  by  a  piece  of  Postal  Soft  software,  used  by  many 

11 commercial  mailers,  that  takes  the  input,  the  addresses,  and 

12 sorts  them  according  to DMM guidelines. 

13 Q So would  a  demonstration  that  I  had  passed  test 

14 number 3 consist  of  me  saying  to you, Mr.  Garvey, I am  using 

15 Postal  Soft  or  an  equivalent  program,  would  that  be  all it 

16 took  to  pass  test  number 3? 

17 A No, as I  said,  the  clerk  would  use DMM guidelines 

18 to  do  the  physical  check of the  mail. 

19 Q Well, but-what is  the  clerk  going  to  look at,  Mr. 

20 Garvey?  How  do I know  what I need  to  do  to  satisfy  the 

21 clerk? 

22 . A Well,  he  is  going  to look at  what  he  looks  at 

23 today,  which  is  the  physical  preparation  of  the  mail,  the 

24 tray  labels,  the  mailing  statements  and  the  documentation 

25 attached. 
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Q Sure.  Okay.  And  there  are  lots  of  different 

degrees  of  sortation  that  I  might  accomplish,  correct?  I 

could  sort  it  to  five  digits,  okay.  And  I  could  pass  every 

DMM requirement  concerning  the  presentation  of  mail  that 

wanted  to  have  five  digit  discount.  Okay.  I  have  passed 

a  five  digit 

. Does  that 

all  those  tests.  I  walk  in  to  the  clerk  with 

mail  and  I  say,  okay,  Mailing  Online  discount 

work  for  you? 

A I  don't  know  what  you  mean  by  that. 

Q Well,  what  is  the  clerk  going  to  say  to  me? I 

have  passed - -  

A If  the  quantity  of  mail  that  you  have  and  the 

density  of  ZIP  codes  that  you  have  need  to  be  sorted  to  a 

five  digit  level,  and  you  have  done so, that  qualifies. If, 

however,  you  have  a  quantity  of  mail  that  qualifies  and 

necessitates  a  three  digit,  or  a  combined  three  and  five 

digit  sort,  that  is  what  the  clerk  would  be  looking  for. 

Q No more  finely  sorted  than  that  would  be  required? 

I  do  three-five,  to  the  extent  that  I  can't  get  five,  and  I 

do  five  to  the  extent  that  I  can't,  and  the  clerk  says, 

okay,  Wiggins,  or  Pitney  Bowes. 

, A As you  would  do  today,  to  get  the  finest  level  of 

sortation  possible,  you  would  look  at  the  ZIP  codes  within 

there,  the  tray  parameters  necessary,  and  you  would  do  the 

sortation  based  upon  that. 
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Q Well,  how  does  the  clerk 

level  of  sortation  than  five  digit 

1559 
, 

know - -  there  is a finer 

, is  there  not? 
A There's  carrier  route  level,  yes. 

Q For  example,  and  even  within  carrier  route,  you 

have  some  choices,  don't  you? 

A I am  not  an  expert  on  such  things,  but I know  that 

there  are - -  I think  that  there  are  different  rates 
available  for  carrier  route,  depending  upon  level of 

saturation. I am  not  sure  about  that. 

Q Well,  let's  suppose  that  they  are. Is that a 

sortation  issue,  in  your  mind? 

A Carrier  route  is  not a characteristic  of  normal 

sortation,  no. 

Q Okay. So even  if I had  mail  which . -  . was  susceptible 

to  sortation  to  the  carrier  route  standards  in  the DMM, you 

wouldn't  require  that? 

A That  is  correct. 

Q Okay. So I have  to  sort  to  five  digit  it I can, 

is  that  right? Is that  basically  the  requirement? 

A You  have  to  sort  to  the  finest  level  required, 

yes. 

. Q Well,  say  to  me,  is  there a level  required  more 

rigorous,  more  onerous  than  five  digit?  Is  that  the 

toughest  standard  you  have  got? 

A I don't  know  the  answer  to  that  question. 
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Q So you  don't  know  what  you  mean  when  you  say 

sortation  to  the  finest  level  of  sort  possible? 

A I  would  refer  you  to  the  Domestic  Mail  Manual. 

Q Would  you  refer  me  to  a  particular  section  in  the 

DMM? 

A If  I  had  one  in  front  of me,  yes,  I  would. 

Q Could I ask,  Mr.  Presiding  Officer,  that  when  the 

witness  has  occasion  to  be  close  in  hand  with  a  DMM  that  he 

provide  the  citation  that  he's  just  represented  he  could? 

COMMISSIONER  LeBLANC: To make  sure  I'm  with  you 

here,  you  want  a  definition  from  the  witness  as  to  the 

finest  sortation  available? 

MR.  WIGGINS:  Yes.  He  just  told  me  that  if  he 

could  look  at  a DMM, he  could  cite  me  to  a  DMM  section  that 

would  advise  me. 

COMMISSIONER  LeBLANC: No, I understood  that. 

MR.  WIGGINS:  Yes. 

COMMISSIONER  LeBLANC: I just  want  to  make  sure  I 

understood  the  question.  Is  that  correct? 

MR. WIGGINS:  Yes,  that  section of the  DMM  that 

tells  me  what  I  need  to  accomplish  in  order  to  have  the 

finest  level  of  sort  available. 

COMMISSIONER  LeBLANC:  Mr.  Garvey, do you  have  any 

24 problem  with  that?  We  need  a  cite,  because  if  I  understood 

25 what YOU just  said,  you  said if you  had  one  in  front of you, 
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you  could  give  us a cite.  Is  that 

THE  WITNESS: To a secti 

MR.  WIGGINS:  That's  all 

correct? 

on  of  the DMM;  ye 

I'm  looking  for. 

COMMISSIONER  LeBLANC:  Okay. 

1561 
I 

S. 

MR.  HOLLIES: I wonder if there  isn't  some  way  we 

could  facilitate  this  line  of  questioning.  The  description 

in  Mr.  Garvey's  response  to NOI-1, issue 3, indicates  that 

sortation  to  the  finest  possible  level  is  what  would  be 

appropriate  to  establish  functional  equivalence  on  this  one 

criterion. 

The  DMM  defines  the  respective  levels  of 

presortation  that  are  available,  and so I'm sure  Mr.  Garvey 

can  provide a cite  to  those  sections  of  the  DMM  which 

prescribe  the  levels  of  sortation.  That  does  not  mean, 

however,  that  the  DMM  is  going  to  tell  Mr.  Wiggins  what  the 

finest  level  of  possible  sortation  is.  What  we're  talking 

about  here  is a piece  of  software  that  takes  input  and  sorts 

it  to  the  extent  that  it  can.  It's  that  simple. So I'm not 

sure  that  the  citation  Mr.  Wiggins  now  seems  to  be  reaching 

for  is  actually  going  to  answer  the  question  he's  trying  to 

ask. 

CHAIRMAN  GLEIMAN:  Could I interject?  Is  it 

possible,  Mr.  Garvey,  that  to  achieve  functional  equivalence 

you  don't  mean  that  something  needs  to  be  sorted  to  the 

finest  level  possible  but to the  level  required  by  the 
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a 

1 Postal  Service  for  itself,  whether  it's  traditional ' 

2 hard-copy  mail  or  hybrid  mail? 

3 THE  WITNESS:  Perhaps  it  is a matter  of 

4 understanding.  The  intent  here  is  that  rather  than  being 

5 sorted  to a basic  automation  rate  sort,  which  is  the  rate 

8 COMMISSIONER  LeBLANC:  Then  in  that  case,  Mr. 

9 Garvey,  we  will  need a definition  of  what  the  finest  sort 

10 is,  because  if  you're  going  to  go  to  the  finest  level 

11 then - -  

20 COMMISSIONER  LeBLANC:  It  says  what  is  required; 

21 that  is  correct. 

22 M R .  WIGGINS:  That's  right.  And  that's  what  I'm 

23 questioning  after  here. 

24 COMMISSIONER  LeBLANC: I understand,  Mr.  Wiggins. 

2 5  MR. WIGGINS:  Okay.  Good.  Thank  you. 
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MR.  HOLLIES:  The  basic  point  here  is  that  Mailing 

Online  is  about  removing  costs  from the.system, the  costs  of 

handling  mail,  and  the  more  sorted  it  is,  the  deeper 

presortation  level  it  is,  the  better  it  is,  and  the 

functional  equivalence  requirement  is  that it be  as  deep  as 

possible. 

COMMISSIONER  LeBLANC:  Thank  you  very  much.  It 

might  help,  Mr.  Wiggins,  if  Mr.  Garvey  cannot  respond  any 

further,  try  a  hypothetical.  Would  that  help  you? 

MR.  WIGGINS:  Sure. If I  have - -  and  let's 

take - -  let  me  proceed  through  the  next  couple  of  points, 

and  then  we'll  get  a  hypothetical. 

BY MR.  WIGGINS: 

Q No. 4 is  called  Ilgeographic  batching, 'I and  let's 

just  stop  there.  What  do  those  words  mean  in  this  context? 

Geographic  batching. 

A They  refer  to  batching  by  geographic  location. 

Q Does that  mean  by  where  my  printing  Site  is? 

. A  I  think  that's  the  reference;  yes. 

Q Okay. So that  if I, Pitney  Bowes,  like  the  Postal 

Service  in  the  early  sledding  of  my  efforts  to  do  an 

imitative  hybrid  mail  offering  have  only.  one  printing 
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location - -  like  you're  going  to  have,  right? 

A  Like  we  do  have;  yes. 

Q Like  you  do  have  now, yes, the  notion  of 

geographic  batching  is  nonexistent;  is  that  right? 

A  The  notion  is  existent;  the  actuality of it  is 

not. 

Q I  see.  A  nice  distinction.  Wittgensteinian,  one 

might  even  say. 

And if I  have  two  printing  locations,  say  to  me 

how  geographic  batching  works.  I've  got  nationwide  mail, 

nationwide  input,  nationwide  output,  okay?  And  I've  got  two 

printing  places,  let's  say  one  west  coast,  one  east  coast. 

Say  how  geographic  batching  works,  what's  required of me. 

A  The  basic  requirement  is  that  mail  destined  for 

the  west  coast  would  be  routed  to  a  west  coast  print  site, 

and  mail  destined  for  an  east  coast  one  would  be  routed 

there. 

Q And  if it's  going  to  Omaha,  I  have  my  choice. 

A  I  don't  know  Omaha's  relationship  to  the  east  or 

west  coast. 

Q Darn near right  in  the  middle. 

Okay. So you  have  to  send  it  to  the  printing 

location  that  is  closest  to  the  point of ultimate 

destination.  Is  that  a  fair  summary? 

A  Yes. 
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Q Okay.  And  is  there  any  requirement,  in  your No. 4 

here  concerning  geographical  batching,  is  there a 

requirement  as  to  how  many  printing  places I need  to  have? I 

I 
Because  that's  going  to  affect  the  extent  to  which I do 

geographic  batching,  isn't  it? 

A Certainly it will. 

Q ' Sure.  Is  there a requirement  unstated  but  hidden 

in  those  words  as  to  how  many  print  locations I need? 

A No, as  indicated  in  my  previous  testimony,  even 

the  Postal  Service  doesn't  know  what  the  ultimate  number of 

print  sites  will  be  for  Mailing  Online. 

Q Okay. So in  your  assessment  if  you  were to 

advocate  an  outcome,  Pitney  Bowes  could  come  to  you  with  one 

print  site  and  qualify  for  discounts;  is  that  right? 

A As  I've  said,  Pitney  Bowes'  proposal  would  be 

judged  on  its  merits. 

Q Would  you  apply  to  Pitney  Bowes  any  standard  that 

you're  not  applying  to  yourself?  That's  what  it  really  gets 

down  to,  isn't  it,  Mr.  Garvey? 

A Well, I think  what  it  really  gets  down  to  is 

whether  consideration  was  being  given  to  something  that 

Pitney  Bowes  was  proposing  to  do  today  or  something  that 

Pitney  Bowes  was  proposing  to  do  in  the  future. 

Q So that  Pitney  Bowes  would  have  to  come  to  you  and 

say  okay, I have  only  got  one  print  site  now  because I am 
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1 like  the  Postal  Service,  but  when  my  system  gets  mature I am 

2 going  to  have 10. 

3 Do you have a view of how  you  would  come  out  on 

4 that? 

5 A How I would  come  out  in  what  regard? 

6 Q Would  you  advocate - -  I know  you  don't  have  the 
7 power  to  grant  it,  but  would  you  advocate  to  the  Postal 

8 Service  that  Pitney  Bowes  be  entitled  to  the  same  regime  of 

9 discounts  that  the  Postal  Service  is  giving  to  itself? 

10 A I would  go  further  than  that  to  say  that  if  Pitney 

11 Bowes  were  proposing  to  have 100 sites  that  were  printing 

12 mail  that  were  going  to  come  into  the  Postal  Service  that I 

13 would  advocate  consideration of Pitney  Bowes'  proposal. 

14 
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Q Okay, so you  are  good  to  go  on 100. How  about lo? 

A Ten  would  be  fine. 

Q You go  on  to  say  geographic  batching - -  we  have 
now  got a handle  on  that a little  bit - -  and  distribution of 

mail  pieces  prior  to  printing,  has  that,  those  words  really 

added  anything  to  the  concept  that  we  have  just  discussed  of 

geographic  batching? 

A Well,  if  one  does  batching  but  doesn't  distribute 

the  batches,  it  doesn't  do  you  any good in  terms  of 

geographic - -  
Q No, no,  but  we  have a functional  now  definition of 

geographic  batching  which  is a requirement  that  you  deliver 
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the  mail  for  printing  to  the  print  site  nearest  to  its 

ultimate  point  of'distribution.  Right?  We  agreed  on  that, 

didn'  t  we? 

A No, I  think  if  you  will  refer  to  back  to  my 

answer,  what  I  said  that  what  geographic  batching  was 

defined  as  was  batching  the  mail  based  upon  the  zip  codes  on 

the  mail  pieces  in  the  system  level. 

Q Okay.  Does  that  mean  that  you  have  to  have  a 

printing  facility  located  physically  within  every  zip  code 

in the  country? 

A Not  at  all.  It  simply  means  if  you  geographic 

batching  you  have  to  route  the  batches  which  have  been 

geographically  formed  out  to  some  remote  location  where  they 

are  destined. 

Q . Well - -  they  are  destined  to  a  zip  code-,  is  that 

correct? All mail  is  destined  to  a  zip  code.  This  much  I 

know.  Correct? 

A Well  said.  Yes. 

A  Let  me  use  the  example  that  you  gave  of 10 print 
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1 locations. , 

2 Q Perfect. 

3 A If you  have 10 print  locations  around  the  country, 

4 you  must  determine  what  zip  codes  are  around  that  print 

5 location. 

6 Q Right. 

7 A And  you  must  batch  the  mail  at  the  system  level so 

8 that  mail  for  those  zip  codes  goes  to  the  print  site  that  is 

9 contiguous  to  those  zip  codes. 

10 Q Well,  not  just  contiguous,  right,  because  if I 

11 have  only  got 10 printing  locations, I am  not  going  to  have 

12 
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every  zip  code  in  the  country  contiguous  with  my  print 

sites,  right? 

A That's  correct.  Contiguous  is  the  wrong  word 

there. 

Q Exactly. 

A Around  that  print  site. 

Q Yes,  exactly - -  around is a good,  good  word. 
Suppose  that I locate  my  print  site  on a map, 

right? I know  where  it  is.  It  is  in  Oxnard,  California, 

and I take  out  my  protractor  and  draw a circle  around 

Oxnard,  and  that  is  going  to  constitute  the  delivery  area 

for  that  print  site, okay? That  is  what you have  in  mind, 

isn't  it? 

25 A Not  exactly.  That  would  be a simplistic  example 
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Q I  am  a  lawyer. 

A That's  a  joke. 

Q Go ahead. 

A That's  a  simplistic  example. A more  appropriate 

one  would  be  to  define  a  service  area  as  being  the  zip  codes 

which  receive  the  best  service  by  the  plant  or  processing 

facility  where  that  mail  was  being  deposited. 

Q Okay,  that's  fair  enough,  and  is  that  entirely  in 

the  discretion of Pitney  Bowes?  Pitney  Bowes  can  make  that 

judgment  and  come  into  you  and  say,  Mr.  Garvey,  I  can 

honestly - -  I would  look  you  right  in  the  eye  and I can  say, 

because I want  to  provide  good  service  to  my  customers,  that 

I have  selected  for  my 10 printing  locations  the  service 

area  as  to  each  of  those  printing  locations  that  will  best 

be  served  by  that  printing  location,  and  in  the  course of it 

I  have  covered  up  the  whole  United  States,  because  that  is 

what I need  to  do. 

Would  that  qualify?  Was  that  good  enough? 

A Any  answer  I  could  give  to  that  would  be  sheer 

conjecture. 

. Q Well,  that  is  what  we  are  here  for. 

-. MR.  HOLLIES:  I  would  object  if  that  is  where 

counsel  is  going.  We  are not here  to  speculate. 

COMMISSIONER  LeBLANC:  Mr.  Garvey,  you  can  answer 
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that  to  the  best  of  your  ability  but - -  6 

MR.  WIGGINS: I withdraw  that  question,  Mr. 

Presiding  Officer. 

COMMISSIONER  LeBLANC:  Thank  you. 

BY MR.  WIGGINS: 

Q So to  be  clear  that  we  are  together  on  this, 

geographic  batching  and  distribution  doesn't  have  any 

hard-edged  requirements? I mean  it  doesn't  mean  that I have 

got  to  have 25 printing  places  or I have  got  to  have a 

printing  place  once  every 500 miles  or  anything  mechanical 

of that  sort.  It's a thing  that  would  be  evaluated. 

What I am  thinking  about  here,  Mr.  Garvey,  is 

Pitney  Bowes  is  going  to  come  to  you  and  say  qualify  this 

operation  for  discounts,  and I want'  to  help  them  and I want 

you- to help  them  to  know  what  to  say  in  order  to  make  that a 

smooth  process, so as  to  geographic  distribution I say  to 

them, go to  Garvey  and  say,  okay,  this  is  what I can  show 

you  that  establishes  the  best  possible  service  given  the 

print  sites  that I have. Is that  right? 

A I would  say,  and  the  reason I said  this  would  be 

conjecture,  is  such  parameters  haven't  been  established  and 

if,  for  instance,  Pitney  Bowes  or  some  other  provider  were 

to come  to  us  and  say  we  only  have  five  sites  but  we  have 

proven  that  through  having  those  five  sites  we  can  get  next 

day  delivery  in 95 percent of the  country, I would  say  good 
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for  you - -  that's  great. 
z 

If, on  the  other  hand,  they  said  we  have 100 but 

Q Is  the  standard  to  be  able  to do overnight 

delivery  to 95 percent  of  the  country?  Is  that  your 

standard? 

A The  Postal  Service's  standard  is  to  provide  the 

best  possible  service  from  wherever  we  provide  that  service. 

Q But,  see,  but  that  is so open-textured,  Mr. 

Garvey.  That  commits - -  if  that  were  the  standard  that 

commits  the  decision  as  to  whether a Pitney  Bowes  is  or  is 

not  eligible  to  your  whimsy.  You  wouldn't  want  that,  would 

you,  Mr.  Garvey? 

A Is  the  question  would I want  whimsy  to  be  part  of 

the  decision? 

Q That  is  absolutely  the  question I seriously 

intended. 

A No, I wouldn't  but - -  

Q No. You  have  to  have - -  I'm  sorry. 
A - -  but  I'd  respond  that  we  are  engaging  in a test, 

a market  test  and  an  experiment  for  the  exact  reason  that  we 

don't  know  the  answers  to  these  questions  and  we,  ourselves, 

need  to  find  them  out. 
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Q Does  Pitney  Bowes  need  to  sit  on  the  sidelines 

during  the  interval  when  you  are  finding  stuff  out,  or  can 

they  experiment  along  beside  you? 

MR. HOLLIES:  Objection.  It  calls  for a legal 

conclusion. 

If  Pitney  Bowes  is  suggesting  that  they  are  going 

to  file a case  here  at  the  Rate  Commission  and  seek 

authorization  to  conduct  an  experiment,  that's  fine,  but I 

don't  think  that  is a fair  question  to  ask  the  witness  to 

answer. 

MR. WIGGINS: I probably  didnlt  ask  it  very  well, 

Mr.  Presiding  Officer. 

COMMISSIONER  LeBLANC: I would  agree  with  that. 

If you  could  reword  it - -  

MR.  WIGGINS:  Sure,  absolutely. 

BY  MR.  WIGGINS: 

Q As a matter  of  Postal  policy,  Mr.  Garvey,  do  you 

think  it  appropriate  that  would-be  competitors  with  the 

Mailing  Online  service  be  constrained  to  compete  with  the 

Postal  Service  until  after  the  conclusion  of  the  experiment? 

That  is  all I am  asking. 

A Not  on  absolute  terms,  no. 

Q I see.  You  would  take  it  under  consideration,  is 

that  right? 

A That's  correct. 
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Q Let's  look  down  at  your  feature 5, Mr.  GarvEy: 

Secure  and  completely  automated  electronic  submission of 

jobs.  Let's  stop  at  that  point. 

Why  on  earth  do  you  care  about  that?  Isn't  that 

an  issue  between  Pitney  Bowes  and  its  customers? 

A In  what  regard? 

Q In  the  regard  as  to  which  we've  taken  up  this 

entire  discourse,  Mr.  Garvey.  We're  thinking  about  what 

characteristics  Pitney  Bowes'  competitive  hybrid  mail 

service  has  to  have  in  order  to  qualify  itself  for  the  same 

discounts  that  the  Postal  Service  is  giving  itself.  That's 

what  we're  looking  at  here. 

And I say  to you, what  the  heck  does  the  Postal 

Service  care  whether  Pitney  Bowes  has  secure  and  completely 

automated  electronic  submission?  That's  between  Pitney 

Bowes  and  its  customers,  isn't  it? 

A Whether  Pitney  Bowes  takes  mail  from  their 

customers  as  hard  copy  or  electronic  and  in  what  format  and 

by  what  method  is  not  the  subject  of  my  concern. 

Equivalency  to  Mailing  Online,  however,  would  include  these 

characteristics. 

. Q Well,  but  why  is  that  equivalence  important  to 

know  whether I qualify  for a discount? 

These  other  things -- let's  go  back.  These  other 

things  have  to  do  with  how  hard a job  the  Postal  Service  is 
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going  to  have  to  do  when  it  ultimately  gets  my  mail  and 

delivers it, right?  Automation  compatible,  for  example. 

That's  how  Postal-friendly  my  mail  is,  correct? 

A  Yes. 

Q Okay. I can  understand  why  you  care  about  that. 

Commingling  and  batching.  Well,  that's  another  version,  as 

we've  discussed  it,  of  making  the  mail  easier  for  the  Postal 

Service  to  handle,  correct? 

A  Correct. 

Q I can  understand  why  you  care  about  that. 

Sortation  to  the  finest  level - -  same  thing,  right?  And I 
can  understand  why  you  care  about  that. 

The  record  should  note  that  the - -  

A  Correct, 

Q - -  witness  nodded. 
A  Thank  you. 

Q Geographic  batching. Is that  a  thing  that's 

related  to  how  efficiently  the  Postal  Service  is  going  to  be 

able  to  handle  my  mail? 

A  Yes,  it  is. 

Q Absolutely.  We've  got a theme  going  here,  Mr. 

Garvey,  right?  All of these  first  four  points  can  be 

thought  at  some  level  to  relate  to  how  convenient  my  mail  is 

to  the  Postal  Service,  right? 

A  Convenient  would  be  one  word  for  it,  yes. 
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Q Efficient  is  another  word. I 

A That's  another  word,  yes. 

Q Accurately  describes  how  the - -  the  effect  on  the 
Postal  Service? 

A Yes. 

Q Is  that  correct?  Yes. 

Now  we  get  to  secure  and  completely  automated 

electronic  submission of jobs.  Submission  to  whom,  let  me 

ask  first.  Submission  of  jobs - -  to  whom  is  the  submission 

to  be  made? 

A To the  service  provider. 

Q To the  printer;  is  that  correct? 

A Not  necessarily  to  the  printer  no. To the  party 

who  is  running  the  service. 

Q To Pitney  Bowes,  in  my  hypothetical. 

A If  Pitney  Bowes  is  the  printer,  then - -  

Q No, no,  no,  no. 

A - -  yes,  that's  correct. 

Q No.  Pitney  Bowes  is  the  Postal  Service.  It's 

going  to  be a competitor  with  the  Postal  Service.  It's 

going  to  have - -  I chose  Oxnard  because  it's  kind  of  close 
tq San  Mateo, I think.  It's  going  to  have  an  Oxnard 

facility,  right? 

A Okay. 

Q NOW,  when  you  say  secure  and  completely  automated 
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electronic  submission,  do  you  mean  when  the  mail gets to 

Oxnard,  it  is  secure  and  complete - -  it  is  done  in a secure 
and  completely  automated  electronic  way? Is that  what  you 

mean  by  this  standard? 

I'm just  trying  to  figure  out  what  this  means. 

A This  means  that  the  customer,  the  person  who  is 

producing - -  the  person  or  party  who  is  producing  the  mail ' 

- -  

Q Right. 

A - -  submits  that  mail  to  the  service  provider, 

whether  that  be  the  printer  or  some  intermediary - -  

Q Okay. 

A - -  third  party,  by  electronic  means. 

Q Okay.  Just  electronic.  Secure  and  completely 

automated  are  excess  verbiage  here;  is  that  correct? 

A That  is  not  correct. 

Q Why  do  you  care? Why does  the  Postal  Service 

care?  This  has  nothing  to  do  with  the  quality of the  mail 

when  it  gets  to  you guys. 

A I never  said  that  the  quality of the  mail  is  all 

that  we  care  about. 

. Q Well,  why do you  care  about  this? I mean,  you're 

poking  your  little  federal  nose  into a purely  commercial 

transaction  that  is  none of your  darn  business,  thank  you. 

MR. HOLLIES: Objection.  Counsel  is  now  badgering 
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the  witness. , 

MR.  WIGGINS: I think  the  witness  has  been 

badgering  me. 

MR.  HOLLIES: I renew  my  objection. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins - -  

MR.  WIGGINS:  Let  me  reframe  the  question. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins,  reframe - -  

MR.  WIGGINS: I shall. I'm sorry. 

COMMISSIONER  LeBLANC:  Calm  down  and  reframe, 

please. 

Officer. 

Q 

MR.  WIGGINS:  I'm  calm  as  can  be,  Mr.  Presiding 

COMMISSIONER  LeBLANC:  Thank  you. 

BY MR. WIGGINS: 

Why  does  the  Postal  Service,  in  determining 

whether  Pitney  Bowes  ought  to  be  eligible  for  the  same 

discounts  that  the  Postal  Service  is  offering  itself,  why 

does  the  Postal  Service  care  whether  the  Pitney  Bowes 

competing  online  hybrid  mail  has  secure  and  completely 

automated  submissions? 

COMMISSIONER  LeBLANC:  Thank  you,  Mr.  Wiggins. 

MR.  WIGGINS:  Sure. 

THE  WITNESS:  From a perspective  of  functional  and 

costing  equivalency,  it  would  be  important  to  specify  that 

these  are  fundamental  characteristics of Mailing  Online. 
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BY MR. WIGGINS: , 

Q How  does  the  costing  part  of  that  run?  That 

doesn't  make  sense  to  me. I understand  if  you  want  me  to  be 

a clone of Mailing  Online,  I've  got  to  do  this  because  you 

guys  are  doing  this,  but  I'm  asking a different  kind  of 

question.  I'm  asking - -  you  know,  from  the  perspective  of 
economic  equivalence, I can  understand  why  you  want  mail 

that's  efficient  for  you  to  handle.  You're  entitled  to  that 

if I'm  entitled  to a discount,  okay?  But  why  do  you  care 

about  this  front-end  stuff  that  has  nothing  to  do  with  what 

the  mail  is  going  to  look  like  when  you  finally  put  your 

paws  on  it? 

A You're  referring  to  the  Postal  Service  when  you 

say  you? 

Q Yes.  You're  their  witness. 

A Okay. I think  that  the  issue  of  providing 

equivalency  of  service  in  terms of security  and  convenience 

is  of  concern  to  the  Postal  Service  because  that's 

fundamental  to  the  service  that  we're  proposing  here,  that 

that's a basic  part  of  it. 

Q Sure. I can  understand  why  the  Postal.  Service 

22 cares  about  that,  because  you've  got  your  image  and  stuff 

23 like  that,  but  isn't  that  an  issue  that  ought to be  resolved 

24 between  Pitney  Bowes  and  its  customers  that's  really  none  of 

25 the  Postal  Service's  business? 
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A  Which  issue  are  you  referring  to - -  one  of,these 
three  or  all  three? 

Q Whether  Pitney  Bowes  ought  to  be  obliged  to  supply 

to  its  customers  secure  and  completely  automated  electronic 

submission.  Suppose  Pitney  Bowes'  customers  don't  care  and 

say  we'll  do  with  a  little  bit  less  security,  we'll  do  with 

a  little  bit  less  automation  and  we'll  buy  our  service  from 

you,,  Pitney  Bowes.  It's  part  of  what  competition  is  about, 

Mr.  Garvey.  Why  shouldn't I be  entitled  to do that? 

A I can't  say  that  you  shouldn't. 

Q And  doesn't  the  sixth  one  of  your  standards, 

Web-and  browser-based  access,  fall  into  the  same  sort  of 

category?  Why  shouldn't  Pitney  Bowes  be  able  to  get  the 

same  discounts  that  the  Postal  Service  gets  if - -  though  it 

does  have  some  of  its  service  Web-  and  browser-based,  it 

also  has  a dial-in  service.  Why  doesn't  that  qualify? 

A If  Pitney  Bowes  chose  to  propose  such  a  change  in 

the  requirements,  that  would  be  entirely  up  to  Pitney  Bowes. 

Q But  it  would  be  okay  with  the  Postal  Service.  It 

wouldn't  disqualify  from  eligibility  for the same  rate 

treatment;  is  that  right? 

. A Once  again,  I  can't  comment  on  rate  treatment.  I 

can  comment on what  the  Postal  Service  would  consider  in 

terms  of  proposals  for  equivalent  services  to  Mailing 

On1  ine . 
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Q Okay.  And  it  would  not  require  that  it  be  Web  and 

browser  based;  is  that  right? 

A Not  necessarily. 

Q Okay. So your  sixth  factor  really  doesn't  belong 

here;  is  that  right? 

A In  terms  of  absolute  equivalency,  yes,  it  does 

belong  there. 

Q No,  no, in  terms of what  standards  the  Postal 

Service  ought  to  apply  when  it's  evaluating  Pitney  Bowes' 

proposal  for  an  equivalent  rate  treatment. 

A 1'11  say  again, I can't  comment  on  the  rate  part, 

but  to  establish  full  functional  equivalence,  which  is  what 

I've  addressed  in  these  points,  it  still  belongs  on  the 

list. 

Q Well,  do  you  think  that  the  Commission  had 

something  in  mind  when  it  asked  the  question  about 

functional  equivalence? Do you  think  they  were  saying,  who 

ought  to  be  entitled  to  the  same  kind  of  discount  that 

you're  getting?  Or  did  you  not  read  the  question  that  way? 

MR.  HOLLIES:  Objection.  Calls  for  speculation. 

MR.  WIGGINS:  I'm  calling  for  the  witness  to  tell 

me how  he  read  the  question,  Mr.  Presiding  Officer,  and 1 

think  that's  pretty  fair. 

COMMISSIONER  LeBLANC:  Objection  overruled. 

Answer  the  question,  Mr.  Garvey,  to  the  best  of 
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your  ability. 

THE  WITNESS:  All  right. 

COMMISSIONER  LeBLANC:  If  you  .don't  understand, 

he'll  explain  it  again,  but  try  one  more  time. 

THE  WITNESS: I am  sure  that  the  Commission  in  its 

question  had  a  broad  spectrum  of  concerns,  one of which  was 

considering  alternative  proposals  to  Mailing  Online. 

I  don't  believe  that  I've  laid  out  in  my  answer  as 

fully  read  to  this  question  any  barriers  to  what  you  have 

proposed  or  what  Pitney  Bowes  proposes.  These  points, 

however,  establish  a firm baseline  for  what  would  be 

functional  equivalence  to  Mailing  Online.  Alternatives  to 

that  or  other  proposals  are  not  eliminated  by  what  I've  said 

in  this  answer. 

BY  MR.  WIGGINS: 

Q That's  perfectly  fair  and  terribly  helpful,  Mr. 

Garvey.  Thank  you.  Could - -  and  I  take  it,  subsumed  within 

that  more  generous  approach  to  the  question,  Pitney  Bowes, 

if  it  wanted  to,  though  the  Postal  Service  isn't  right  now 

doing  postcards,  for  example,  Pitney  Bowes  could  do  that  and 

that  wouldn't  make  Pitney  Bowes  ineligible,  in  your  view? 

A  As  stated  in  the  case,  the  Postal  Service  proposes 

to  do  postcards  in  the  experiment, so - -  
Q Well,  but  you  are  not  doing  them  now,  right? 

A  Not  for  the  market  test,  no. 
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Q Okay.  And  the  same  thing  with  nonprofit,  y6u  are 

thinking  about  doing  it  someplace  down  the  line  but  you 

haven't  done  it  yet?  Pitney  Bowes  could do that  and  it 

would  be  okay? 

A Pitney  Bowes  could  propose  that  and  it  would  be 

okay,  yes. 

Q I am  just  trying  to  get a view  of  what 

disqualifying  characteristics  might be, in  your  mind, 

because  that  is  important  to  my  client.  Are  there  any  other 

disqualifying  characteristics  that  you  can  think of that 

Pitney  Bowes  should  be  alert  to? 

MR. HOLLIES: I would  like  to  object  to  that  on 

two  grounds.  It  has  been  asked  and  answered in  one  sense. 

It  is  speculation  because  we  don't  know  what  the  form  of a 

service  the  Postal  Service  would  be  offering,  that  Pitney 

Bowes  was  proposing  to  offer a similitude  to. 

COMMISSIONER  LeBLANC:  And? 

MR.  HOLLIES:  Well, I think I really  ought  to  go 

back  to  asked  and  answered.  We  don't  know  what  the  proposal 

is  that  Pitney  Bowes  is  offering,  and  the  witness  has 

answered  questions  previously  to  the  effect  that  he  would  be 

unable  to  evaluate  it  without seeing.it, which  includes  all 

of its  various  factors  and  variables  and  the  totality  of  the 

plan. 

MR.  WIGGINS:  It  is a broad  question,  Mr. 
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Presiding  Officer, I realize  that,  but  it  is  intentioqally 

broad. I have  proposed  that  Pitney  Bowes  is  considering a 

service  competitive  with  Mailing  Online,  and I have  asked 

the  witness  whether  there  are  any  disqualifying 

characteristics  that  that  service  might - -  any  things  that 

Pitney  Bowes  could  say  that  would  be  absolute 

disqualifications,  in  his  mind. I am  trying  to  get  the 

rules  of  the  road  set  out,  which  is, I think,  what  the 

Commission  was  trying  to do in  this  question. 

COMMISSIONER  LeBLANC: I understand,  but if you 

could  maybe  narrow  the  scope  of  that  question a little  bit, 

it  may  fit  in  more  to  what  he  can  answer  right  at  this 

particular  point.  Try a hypothetical  again. 

MR.  WIGGINS: I think I will  just  let  the  witness' 

earlier  generous  statement  stand, Mr. Presiding  Officer. 

COMMISSIONER  LeBLANC:  Thank  you. 

MR. WIGGINS:  And I apologize,  this  is  the  longest ~ 

I 

half  hour  of  cross-examination I have  ever  done. 

COMMISSIONER  LeBLANC:  You  are  getting  close  to 

Tim  Mays  now. 

MR.  WIGGINS:  Yeah, I appreciate  that. 

COMMISSIONER  LeBLANC:  Yeah, I bet  you  do. 

MR.  WIGGINS:  But I am  also  very  close  to  finish, 

you  will  be  pleased  to  hear. 

BY  MR. WIGGINS: 
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Q You  said, i'n response  to  one  of  our 

interrogatories,  Mr.  Garvey,  interrogatory 1, conveniently 

enough,  that - -  there  were  actually  two  interrogatories - -  
in  answer  to  number 4 ,  you  say  that  the  only -- implicitly, 
you  say  that  the  only  form  of  payment  that  will  be  accepted 

by  Mailing  Online,  at  least  initially, is credit  cards,  is 

that  right? 

A This  is  Pitney  Bowes'  question  number 4? 

Q Well,  you  can  just  answe'r  that  question  for  me,  if 

you  can.  It  is  answered  in  number 4, yes. 

A Yes,  that  is  correct. 

Q Just  credit  cards? 

A Yes. 

Q And we  ask  you  in  question 1, whether,  to  your 

knowledge,  there  was  any  cost  to  the  Postal  Service  entailed 

by  the  use  of  credit  cards. Is it  going  to  cost  the  Postal 

Service  any  money  to  accept  payment  in  that  fashion,  do  you 

know? 

A I think  the  question  is  answered  here. 

Q It  is.  It  says  this  information  is  commercially 

sensitive  and  its  release - -  and I am  talking  with your 
lawyers  about  that,  because I wanted  actually a number. I 

am asking  you  not  for a number,  but I am asking  you  whether 

you  recognize -- whether  you  know  whether  there  is  any  cost 
associated,  to  the  Postal  Service? 

-_  
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1 A I think that question  is  answered  here as-w'ell in 

2 the second  sentence. 

3 Q So the  answer  is  yes? 

4 A Yes. 
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batches  are  the  same job type,  page  length? 

A  Using a manual  batch-matching  process,  it  would  be 

possible  to  do  that,  yes.  It  is  a  very  tedious  and 

hand-intensive  process  at  the  moment. 

Q So that  is  what  you  are  going  to  provide  the 

Commission,  the  opportunity  to  engage  in  tedious 

hand-process? 

A No. We  are  going  to  provide  the  Commission  with 

the  depth  of  sort  information  that  they  have  requested. 
I 
1 Q Perhaps  I  misunderstood  your  earlier  response.  I 

thought  you  said  that  you  were  going  to  do  that  by  providing 

the  reports  for  each  batch. 

A  That's  correct,  yes. 

Q In  hard  copy? 

A  Yes. 

Q And  then  it  will be up  to  the  Commission  to  try  to 

match  up  each of those  reports  and  figure  out  how  many 

batches  are  the  same,  is that correct? 

A  If  the  Commission  decides  or  chooses  to  make  that 

matching,  yes. 

Q Could  you  refer  to  your  response  to  Interrogatory 

OCA/JJSPS-T1-61? 

I  had  hoped  that  this  question  would  eliminate  an 

ambiguity  concerning  the  market  for MOL, but I seem  to  just 

have  made  things  worse. 
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A  I  have  it. 

Q First,  can  we  agree  that MOL is  aimed  at  mailers 

with  short-run  or  low  volume  print jobs? 

A  Yes. 

Q ,So the  question  becomes  how  to  define  short-run or 

low-volume,  right? 

A That  is  one  question,  yes. 

Q Well,  that  pretty  much  determines  the  market  for 

MOL,  right? 

A That  is  what  we  think  at  the  moment.  One of the 

reasons  we  are  conducting  a  market  test  is  to  verify  that. 

Q In  your  direct  testimony,  did  you  define  short-run 

as  fewer  than 5,000 impressions? 

A  Without  specifically  going  to  my  testimony,  I 

couldn't  cite  whether  I  used  the  word  ltimpressionsl' - -  I 
wouldn't  dispute  it. 

Q Well,  I  think  there  is  a  quote  from  your  testimony 

in  the  Interrogatory  with  a  citation  to  your  testimony - -  

Note '7, page 9 contains  the  words 1'5,000 printed 

impressions. 'I 

You  don't  disagree  with  that, do  you? 

. ' A  I  do  not. 

Q But  Witness  Stirewalt's  direct 

assuming  in  excess of 12,000 impressions 

that  correct? 

testimony  was 

per  mailing,  is 
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1 A  Yes. 

2 Q And  then  the  last  time  you  were  here  you  talked  in 

3 terms  of 5,000 documents  instead  of 5,000 impressions,  is 
~ 

4 that  right? 

5 A I don't  specifically  remember  that  but I wouldn't 

I 

6 argue  with  it. 

7 Q There  is  a  transcript  cite  in  the  question  but  the 

8 discussion I think  is  ambiguous  since  it  refers  to  mailings 

9 of 5,000 as  opposed  to 5,000 documents,  but  is  that  what  you 

10 think  you  meant  back  then, 5,000 documents? 

11 A  The  issue  of 5,000 documents  or 5,000 impressions 

12 or  some  variants  thereof  has  been  some  great  subject  of 

13 discussion  as  we  go  through  this.  One  of  the  reasons I 

14 included  the  attachment  that I did  to  the  interrogatory  was 

15 

16 

17 

18 

19 

20 

21 

22 

to  give  a  sense  of  the  fact  that  such  absolutes  are  hard  to 

draw,  and  it  is  convenient  to  use 5,000 as  a  proxy  number 

but  it  is  used.differently  in  different  contexts,  and  in 

looking  back  at  my  testimony  here, I note  that  it  says  we 

have  defined  short-run  as  less  than 5,000 printed 

impressions.  Defining  short-run  doesn't  necessary  mean  the 

mailing  size  that  we  are  talking  about, so I would  emphasize 

that  there  is  ambiguity  between  the  impressions  and 

23 documents  and  pieces  throughout  this  discussion. 

24 Q I guess  the  ultimate  concern  is  exactly  which 

25 market MOL is  going  after,  mailings  of less than 5,000 
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pieces,  mailings  of  less  than 10,000 pieces?  How  high  up 

are you  aiming? 

A Well, I think  that  the 5,000 pieces is a good 

proxy  for  the  upper  limit  that  we're  aiming  for. I think  it 

also  represents,  given  the  economic  nature  of  digital 

printing, a pretty  substantial  upper  limit,  although  not  an 

absolute  limit.  It  depends  upon  the  user's  requirement  for 

convenience  versus  cost.  But I think  that  in  general  we'll 

see  mailings  smaller  than 5,000 pieces. 

Q You've  seen  quite a few of those  during  the 

operations  test,  haven't  you? 

A Yes,  that  is  correct;  we  have. 

Q Could you refer  to  your  response  to  Interrogatory 

OCA/USPS-T1-70. 

In your  response  to  part A you  say  the  goal  of 

maximizing  efficiencies of batching  will  continue  to  drive 

MOL development  efforts  and a full  combination  will  remain 

possible  at  least  in  concept. 

Did I quote  you  correctly? 

A Yes. 

21 Q When  you  say a full  combination,  do  you  mean 

22 merging  every  possible  job  type  into  one  big  batch  before 

23 distributing  to  print  sites  and  then  presorting? 

24 A Yes,  except  that  the  presorting  occurs  prior  to 

25 the  distribution  to  the  print  sites. 
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Q You  create  separate  batches  for  each  print  'site 

before  you  presort  them,  don't  you? 

A Correct. -.' t tk-1111. m' LL tu S y  

L Wetre mcol;log to 7 h y q  di c t w e k -  
Q / Well,  let's  see  if  we  can't  agree  that  there  are 

at  least a few  practicalities  that  preclude  batching 

everything. I believe  earlier  you  mentioned  that  you  don't 

intend  to  batch  flats  and  letters,  do  you? 

A Given  the  current  processing  capabilities  of 

postal  plants,  no, I wouldn't  imagine  that  we  could. I 

however  don't  know  what  lies in-the future of postal 

processing,  and  it  may  very  well  be  possible  someday  that  we 

would  accept  mailings  of  combined  letters,  flats.  I'm  not 

precluding  that,  and  that's  why I indicated  in  this  response 

at  least  in  concept. 

Q We'd  be  talking  about  some  pretty  different 

mail-processing  equipment. 

A I would  agree  with  that;  yes. 

Q And  would  it  make  sense  to  combine  First  Class  and 

Standard A letters? 

A That's  an  interesting  question,  and  on  one  level 

it  would  make a lot  of  sense  to  combine  them.  However, 

given  the  current  differences  between  the  handling of those 

two  classes, I would  say  that  it  would  be  unlikely. 

Q During  the  market  research  you.offered a next-day 
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service  and  a  two-  to  five-day  service;  correct? , 

A  Yes,  that's  what  we  were  proposing. 

Q And  it  wouldn't  make  much  sense  to  batch  those  two 

together,  would  it? 

A  You  mean  given  those  two  choices of service 

offerings - -  
Q Yes. 

A  It  wouldn't  make  much  sense  to  batch  those  two 

together. No, it  would  not. 

Q So there  are  some  limits  at  least  to  the 

desirability  of  batching;  correct? 

A I would  not  disagree  with  that. 

Q And  there's  technical  limits  to  what  you  can 

accomplish  in  terms  of  batching  as  well,  aren't  there? 

A  Technical  from  what  perspective? 

Q Well,  look  at  your  response  to  part B of 

interrogatory 70. You  confirm  that  the  non-mail-merge  jobs 

are  currently  not  combined;  correct? 

A  That's  correct;  yes. 

Q And  that's  a  technical  problem  with  the  software; 

is  that  correct? 

A  Well,  it's  a  design  factor  of  the  software  which 

was  intentional, as I mentioned,  to  facilitate  the  rapid 

introduction  of  the  system  that  we've  used  for  the 

operations  test  and  are  using  for  the  market  test.  It, 
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Q In  the  third  paragraph of your response,  you 

provide a list of criteria  that a competitor  would  have  to 

meet  in.  order  to  be  considered  functionally  equivalent  to 

Mailing  Online. Is that  correct? 

A That  is  correct. 

Q And  these  are  basically  hurdles  that a potential 

competitor  would  have  to  jump in  order  to gain  access  to 

whatever  rate  the  Postal  Service was charging  itself? 

A You could  think  of  it  that  way,  yes. 

Q And the  first  criterion is automation 

compatibility? 

A Yes,  it  is. 

Q Yes,  and  it  is  pretty  obvious  why  you  want to 

require  that. 

A Yes. 

Q The  second  criterion  requires  the  potential 

competitor  to  batch  like  pieces,  correct? 

A Yes. 

Q Who  would  be  the  judge of whether  like  pieces  are 

being  batched? 

. A  That's a very  good  question  and  as I think I have 

said  at  least  several  times  during  these  hearings,  we 

ourselves  are  not  certain  of  the  level of commingling of 

different  size  pieces,  which can  occur  in  an  optimum 

. -. - - .- 
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environment, so I can't  really  answer  the  que'sfion. ' 

Q If a potential  competitor  could  batch 

heterogeneous  pieces  that  the  Service  wasn't  currgntly  able 

to  batch,  would  that  result  in  disqualification? 

A .You mean  if  they  were  able  to  exceed  the  level of 

sortation  that  the  Mailing  Online  Service  is  able  to  do? 

Q Not  the  sortation,  the  batching. 

A I'm  sorry,  the  level of batching? 

Q Yes. 

A I don't  believe so, no. 

Q Well,  they  wouldn't  be a full  functional 

equivalent  would  they?  They  would  be  more  than a full 

functional  equivalent,  right? 

A Since  the  ultimate  intent of Mailing  Online,  as  we 

discussed  yesterday,  is  to at  least  in  concept  to  commingle 

everything. I would  say  that  they  would  achieve a greater 

degree  of  functional  equivalency  than  Mailing  Online  itself. 

Q Well,  suppose  the  competitor  couldn't  do  quite  as 

well  as  the  Postal  Service  was  doing  in  terms  of  batching. 

Would  that  result in disqualification? 

A I think  that  calls  for a judgment  that  would 

depend upon t,he  level  to  which  they  were  able  to  meet or-not 

meet. 

Q The  rest  of  the  criteria  that  you  have  listed 

there  all  serve  to  require  the  potential.  competitor  to  mimic 
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Mailing  Online,  is  that  correct? . '  
A I am  not  sure  that  the  word tfmimiclf captures  the 

full  intent of these  but  that  is  part  of  it,  yes. 

Q . If a competitor  were  to  find a slightly  different 

market  niche,  he  would  be  disqualified  even  if he  could  meet 

Criterion 1, is  that  correct? 

A You  mean  if  he  were  only  able  to  meet  Criterion l? 

Q No, even  if  he  met  Criterion 1, that  was  providing 

a slightly  different  services  than  Mailing  Online, he would 

be  disqualified,  correct? 

A I cannot  verify  that.  It  would  depend upon the 

exact  proposal. 

Q Well,  suppose  the  competitor  only  offered to 

handle  the  most  common  jobs? Is there.a criterion in your 

list  that  would  disqualify  such a competitor  from  the  volume 

waiver? 

A Can I ask  what  you  mean  by  most  common  jobs? 

Q Can  we  agree  that  even  at  present  certain  jobs 

submitted  to  Mailing  Online  are  more  common  than  others? 

A Yes. 

Q And  if we  ranked  all  the  jobs  that  have  been 

submitted,  we  would  .find  one  that was the  most  common? , . .  

A Yes,  certainly. 

Q Suppose a competitor  only  offered  to  provide 

service  for  that  kind of job, the  most  common job that  the 

.-. . 
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Postal  Service  receives,  is  there  any  one of your six’ 

criteria  that  would’disqualify  that  competitor? 

L 

A To answer  the  second  part  of  your  question  first, 

there  are  no  one  of  my  six  criteria  that  would  disqualify 

that  competitor, no, but  the  point I think  of  answering  that 

question  would  be  that  the  intent  of  Mailing  Online  is  to 

provide  equal  access  to  all  types of jobs  and  it  is  implicit 

in  the  whole  concept. 

Q So your  view  would  be  that a potential  competitor 

would  really  have  to  offer  the  entire  Mailing  Online  Service 

as  the  Postal  Service  does? 

A My  response  would  be  that  the  Postal  Service  has 

an  intent  to  provide  this  service  at  the  greatest  breadth  of 

possible  jobs  as  possible.  That is implicit  in  our  intent. 
~ ~- . - -._-. ~ . __L. _ _  .--, ~ _ _  - . . _ .  I ... . 

I cannot  say  that  another  service  which  did  not 

have  that  breadth  of  intent  would  be  -excluded  from  the  rate 

considerations  that  the  Postal  Service  is  requesting. 

Q Well,  in  the  extreme  example  that I gave  you  where 

the  competitor  offers  only  one job  type,  namely  the  most 

common  job  type,  would  you  think  that.would  exclude  the 

competitor? 

. A I would  think so, yes. 

Q Could you  refer  to your response  to  Interrogatory 

OCA/USPS-T1-52? 

A I have  it. 

-. - -_ 
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Q In Part  (a)  of  your  response, I understand  you  to 

be  agreeing  with  the  proposition  that  exemptions  from 

minimum  volumes  would  be  unnecessary  if  Mailing  Online 

matures,  is  that  correct? 

A Yes. 

0 Isn't  it  the  case  that  the  Postal'  Service  is 

offering  job  options  that  will  hardly  ever  be  used? 

A I think I have  answered  in a previous 

interrogatory  response  that I have-no way  of  knowing  at  this 

point  what  options  will  or  will  not  be  used. 

As an opinion I would  say  that  certainly  there  are 

job  options  which  will  be  used  more  frequently  than  others. 

We  know  that  to  be  true,  and  part  of  the  testing  we  will  be 

doing  will  be  measuring  those  job  options. 

Q Isn't  it  the  case  that  Witness  Plunkett  in  his 

revenue  calculations  assumed  that  there  were a lot  of  job 

options  that  would  never  show  up  at  all? 

A I am sorry. I have  an  exhibit -- I haven't 
examined  Witness  Plunkett's  calculations  in  that  regard. 

Q Okay. You are  not  aware  that  he  assumes  there 

won't  be  any jobs of greater  than 28 pages? 

. A  I was not  aware of that,  no. 

Q If it  turns  out  that  certain jobloptions are  rare 

and  if a customer  submits  one  of  those  rare jobs in  small 

volumes, you are  still  going  to  need  the'exemption  from  the 

-. . 
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volume  requirement,  aren't  you? . .  -e 

A Through  the.period  of  the  experiment we  have  asked 

for the  exemption so that  we  can  have  the  freedom to measure 

what  options  will  and  will  not  be  chosen,  and  it  would  be  my 

assumption  that as part  of  our  filing  for a permanent 

classification  that  we  would  take  into  account  the  learning 

that  we  gained  during  the  experiment. 

Q Would  that  involve  actually  dropping  options? 

A I would  say  that  it  might  involve  dropping  options 

as.  well  as  perhaps  adding  options. 

Q Well,  you  are  going  to  be  adding  options  all 

through  the  experiment,  is  that  correct? 

A We  have  the  intent of examining  additional 

options.  There  are  technical  developments  in  the  printing 

and  finishing  field  that  are  occurring  as  we  speak,  that 

have  occurred  in  the  recent  past,  and  there  are  also 

customer  requirements  that  we  expect  to  discover  during  the 

period of the  test  that  we  haven't  uncovered  during  the 

market  research. 

Q Could  you  refer  to  your  response  to  Interrogatory 

OCA/USPS-T5-41?  That's a redirect  from  Witness  Plunkett. 

: - A  ' I have  it. 

Q In  your  response  to  part C you  say  that  charging 

single-piece  rates  for  Mailing  Online  would  fail to reflect 

cost  savings  from  address  verification  and  standardization 

. -_ 
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1 and  from  delivery  point  bar-coding. Is that  ..correct?# 

2 A Yes. 

3 Q Could  you  tell  me  why  Mailing  Online  customers 

4 should  get a price  break  for  submitting  that  kind  of 

5 

6 -  

7 

automation-compatible  mail  but  other  customers  who  submit 

the  same  kind  of  mail  don't  get  that  price  break? 

A The  system  that  allows  Mailing  Online  to  do a very 

8 low-cost  and  automated  and  completely  verifiable  acceptance 

9 of  addresses  that  can be standardized  and  its  control  over 

10 the  physical  creation  of  the  mail  piece  create  an 

11 environment  in  which  we  can do a level  of  verification  that 

12 is  not  pGssible  under  other  circumstances.  If  such a 

13 circumstance  were  to  exist  or  to  have  preexisted  Mailing 

14 Online,  I'm  not  aware  of  it. 

15 Q Well,  are  you  saying  that  the  cost  of  verifying a 

16 non-MOL  mailing  for-  automation  characteristics  exceeds  the 

17 cost  savings  to  the  Postal  Service  as a result  of a mailing 

18 being  automation-compatible? 

19 A I'm  not  familiar  with  the  entire  history  of  the 

20 Postal  Service's  investigation  of  the  cost  of  verifying 

21 mail. I do  know  that  Mailing  Online  offers  an  extremely 

22 efficient  and  low-cost  method of verification  which  has ; 

23 under  consideration  of  the  system  allowed  those  involved  in 

24 the  development  of  it  to  agree  that  it  implies  that  we 

25 should  be  able  to  offer  this  discount  to  very  low-volume 

-5 -  
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mailings. 

Q Provided  that  they  come  to  the  Postal  Service 

through  Mailing  Online;  correct? 

A Provided  that  there  is a 100-percent - -  well,  not 
100 percent,  there's  no 100 percent - -  but  an  extremely 
reliable  and  low-cost  method of verification  such  as  Mailing 

Online;  yes. 

Q Well,  this  gets  back  to  the  question  of  full 

functional  equivalence.  How  is  the.  Postal  Service  going  to 

verify  that a potential  competitor  is  in  fact  submitting 

mail  that  has  the  same  automation  compatibility 

characteristics  as  Mailing  Online? 

A That's a very  good  question,  and  one  that  has  been 

the  subject  of  some  discussion.  There  was  earlier  an  effort 

in  the  Postal  Service  that  I'm  aware  of  called  system 

certification  that I think  attempted  to  achieve a level  of 

measurement  of  the  way  in  which  systems  performed  the 

address  standardization  and  presorting  and  that  kind  of 

thing so that  the  verification  requirements  on  the  Postal 

Service's  part  would  be  very  low. I think  it  was an attempt 

to  achieve  the  same  kind of  understanding  of  what  it  would 

take  to  verify a system  like  Mailing  Online  in  its  accuracy 

and  completeness. 

Q This  attempt to verify  other  systems  has  never 

come  to  fruition? 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
.Washington,  D.C. 20036 

(202)  842-0034 



716 

. .  . .  

e. 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

=& 5 ;  

. .  . .  
,. .. . 

'. 1667 

A I don't  know  the  complete  history of it, b'ut I 

know  that  it  was  not -- hasn' t achieved  the  level  of  success 
that  was  expected,  and  I'm  not  certain  why,  but I know  that 

the  intent  was  there,  and  the  desire  is  still  there  on  the 

part of the  Postal  Service  to  achieve  more  effective  and 

more  efficient  methods of verification. 

Q But  as  of  this  moment  you  don't  have  such a 

method? 

A I'm  sorry, I don't know.the  status  of  that - -  are 
you  talking  about  for  the  system  certification or for 

Mailing  Online  equivalency? 

Q Either  one. I took  you  to  be  describing  one  that 

would  apply  to  Mailing  Online. 

A I was  using  that  as a simile,  actually. No, we . 

don't  have  an  equivalency  test  for a Mailing  Online 

equivalent.  We  haven't  had a need  for  one yet.  We  do  in 

fact  have a system  certification  process. I don't  know  the 

status of it,  and I don't  know  whether  it  would be directly 

applicable  to a Mailing  Online  equivalency  test. 
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Q It  is  true  now,  is  it  not,  that  the.  Postal  Sitrvice 

will  charge a Mailing  Online  customer a rate  for  postage 

that  is  higher  than  the  rate  that  that  mailing  would  qualify 

once  it  is  batched  with  all  the  other  mailings,  at  least  in 

some  circumstances? 

A It  is  true  that  the  rate  charged  might  be  higher 

or lower. 

Q But  at  least  it  is  your  expectation,  is  it  not, 

that  as  the  service  matures,  it  is  more  likely  to  be a 

higher  rate  that is charged  to  the  customer  than a lower 

rate? 

A Well, as I have  said,  we  are  not - -  we  don't 
really  know  about  that. 

Q I didn't  ask  whether  you  know, I asked  what  your 

expectation  was,  and I believe  that  your  interrogatory 

answers  and  your  testimony  suggests  that  it  is  your 

expectation  that  the  rate  that  is  charged  will  be  higher 

than  what  the.batched  mailings  would  ultimately  qualify  for. 

A By  the  end  of  the  period  of  the  experiment,  yes, I 

would  imagine  that,  if  our  expectations  come  to  fruition, 

that  we  will  have  sufficient  volume  of  mail  that  we  will  be 

achieving a level  of  presort  that  would  be  greater  than 

that,  yes. 

Q So why  don't  you  have  now,  or  at  least  by  the  end 

of  the  experiment,  the  problem  that  you  were  discussing  with 
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Mr.  Costich  in  your  testimony  earlier  this morning,'that you 

would  have  to  explain  to  Mailing  Online  customers  why  you 

were  charging  them  more  than  what  their  mailing  would 

otherwise  have  qualified  for? 

A Why  don't  we  have  that  now? 

Q Yes,  that  is  my  question. 

A We  have  that  same  problem,  yes,  and  the  answer  to 

is  that  we  are  charging  everyone  the  same  rate  regardless. 

Q That  doesn't  really  solve  the  problem  because  you 

are  still  charging  some  people  more  than  what  they  would 

otherwise  have  qualified  for  if you.had simply  based  the 

rate  on  what  the  batched  mailing  would  qualify for  once  it 

got  distributed  out  to  the  print  sites. 

A That  is  true,  and  if  you  take  that  to  the  nth 

degree,  someone  who  drops a letter  in a mailbox,  if  they 

have  typed  their  address  and  included a bar  code on that 

envelope,  as  opposed  to  handwriting,  we  are  charging  them 

more  than  our  cost  of  processing  that  letter,  whereas,  the 

handwritten  letter  is  charged  the  same  amount  as  the 

typewritten  bar  coded  address. 

Q Well,  let  me  put  it  to  you  this  way.  You  don't 

really  expect,  under  the  system  as  it  is  currently 

configured,  that  you  are  going  to  get a lot  of  calls  from 

Mailing  Online  customers  belly-aching  about  why  they  didn't 

get a lower  rate  than  what  you  charged  them  when  they 

--. . 
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submitted  their  mailing  over  the  web  site? I .. 
, 

A I don' t' know  what  to  expect. 

Q Do you  have  any  personnel  costs  built  into  your 

cost  structure  here  for  people  that  are  going  to  field  these 

calls  that  may  happen  but  you  don't know what  to  expect? 

A I think  you  will  find in the  cost  testimony  the 

information  you  are  looking  for. 

Q Really.  Can  you  tell  me  where  in  the  testimony 

there  is a cost  built-in  for  people  handling  calls  from 

customers  complaining  about  rates,  that  they  were 

overcharged  on  their  rates? 

A As you  will  find  in  the  testimony,  there  is a 

single  point of contact  for  the  customers  and  that  is a Help 

Desk. 

Q And  that is'not - -  it  was  not  anticipated  when  you 
developed  the  costs  for  that  particular  point of contact 

that  that  person  would  be  fielding  calls  from  people 

complaining  about  rates,  was  it? 

A I think  it  was  anticipated  that  the  Help  Desk  will 

field  all  kind  of  calls. 

Q Without  regard - -  and you made  no  distinction 
about  what types.of calls  you  expected  to  get? 

A Did I individually  make a distinction  about  that? 

Q The  Postal  Service in developing  its  costing. 

A I am  sure  there  was a genera1,analysis considered 

. 
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1 of what kind of issues might  cause  people to.. &ill , *t, no, 

2 1 don't believe  that any special  attention was  given to rate 

3 calls. 
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Q I'd  like  you  to  take a look  at MASALT-122, please. 

A Yes, I have  it. 

Q That  interrogatory  has  some  questions  about  Fast 

Forward. As I understand  your  answer  in  subsection D, Fast 

Forward  is  available  to  private  parties  for  an  annual  fee  of 

$10,000. 

A Yes. 

Q And  I'm  now  not  talking  about  Mailing  Online, I 

just  want  to  understand  how  Fast  Forward  works.  Can a 

mailer  make  use  of  the  Fast  Forward  system  without  becoming 

a licensee? 

A If  he  uses  the  Fast  Forward  system  through  another 

service  provider  or  third  party;  yes. 

Q Okay.  But  he  can't  use  the  Fast  Forward  system  at 

the  Postal  Service.  In  other  words,  he  wouldn't  just  submit 

a mailing  and  ask  for  it  to  be  run  through  Fast  Forward  by 

the  Postal  Service. 

A That  is  correct. 

Q And  with  respect  to  Mailing  Online,  those  mailings 

will  be run through  Fast  Forward  by  the  Postal  Service. 

A Yes. 

. Q . And  they will.be run  through  Fast  Forward  by  the 

postal  Service  without  any  separate  charge. 

. A  Yes. 

' - .- 
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21 Q Now one of the  things  that  you've  said as a reason 

22 that  you  believe  that  Mail.ing  Online  might  actually  assist 

23 letter  shops  and  be  beneficial  to  letter  shops  is  that  you 

24 think  that  they  might -- letter  shops  might I think  the  term 

25 you've  used  is  evolve a capacity  to  use  digital  printing. 

. -. 
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You  recall  your  use  of  something  like  that terrii? 
- I  

A Yes, I certainly  do. 

Q And so it's  your  belief  that  although  a'letter 

shop  might  bid  on a printing  contract  and  not  get  it,  it 

nevertheless  would  benefit  because  in  the  course  of  bidding 

it  might  evolve  this  capacity  to  use  digital  printing. 

A It  is  my  belief;  yes. 

Q And  you - -  well,  withdrawn. 
It's  also  your  testimony,  is  it  not,  that - -  at 

least  it's  your  understanding  and  belief  that  letter  shops 

and  other  mailing  service  firms  are  not  likely  to  want  the 

business  of  mailers  that  are  mailing  at  less  than 5,000 

pieces. 

A It's  my  understanding  from  discussions  with  that 

industry;  yes. 

Q Well  if  that's  true,  why  would  it  be of any  great 

benefit  to a letter  shop  to  develop a capacity  to  use 

digital  printing,  which you say is uneconomical,  over 5,000 

pieces  when  they're  not in the  business,  as  you  understand 

it, of  trying  to  service  mailings  of  less  than 5,000 pieces? 

A As  I've  stated in my  response  to  interrogatories, 

I .think  letter  shops  are  interested,.  as  are  -all  businesses, 

in  responding  to  all  of  the  needs of their  customers.  They 

stay  in  business  by  acknowledging  'and  responding  to  customer 

requirements.  Customers  will  have a l l  kinds  of  needs,  and 

-. . --. . 
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letter  shops  will  be  able  to  respond  better  to'those  needs 

if  they  are  more  well  equipped  to  cover a breadth  of  needs. 

Q But  the  needs  that  you  think  that  they  would 

become  better  equipped  to  respond  to  would  be  the  needs  of 

customers  to  engage  in  mailings  of  less  than 5,000 pieces. 

Is that  not  right? 

A Not  necessarily,  but I see  your  point.  Yes. 

Q Now  one  of  the  other  ways  that  you  think  that  or 

you  at  least  said  that  you  think  that  letter  shops  might 

benefit  from  Mailing  Online  is  by  the  growth  in  businesses 

that  use  Mailing  Online  to  the  point  where  they  may  need 

services  from  letter  shops  that  would  be  more  sophisticated 

than  those  offered  on  Mailing  Online. Is that  an 

approximate  paraphrase of your  testimony? 

A Yes,  it  is. 

Q Okay. A certain  number  of  businesses  are  going  to 

grow  to  the  point  where  they  have  larger  mailings  or  more 

sophisticated  needs  because  they  have  good  businesses  and 

they  have  good  expansions  plans  and  their  market  penetration 

gets  greater,  and so they  grow.  Right? 

A Yes. 

* Q  And that's  not a function  of  Mailing  Online, 

that's a function  of  their  business  plan  and  the  growth  of 

their  business. 

A Well, I would  disagree  with  that  to  the  extent 
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that  it's  always  been a function  of  the  Postal-  ServTbe  to 

assist  in  the  successful  commerce of businesses in the 

United  States,  and  it  would  be  hard  to  imagine  that  the 

growth of businesses of any  size  in  the  United  States  could 

have  come  to  where  it  is  today  without  the  Postal  Service 

being  available. 

Q But  surely  you're  not  saying  that  the  success of a 

business  in  growing  to  the  point  where  it  has  enough 

customers  to  want  to  mail  at  greater  than 5,000 pieces  is 

caused  by  its  use  of  Mailing  Online,  are  you? 

A I would  suggest  that  it's  part  of  the  Postal 

Service's  charter  to  enable  in  whatever  way  it  can  the 

growth  of  businesses  in  the  United  States. 

Q I don't  think  that  really  answered  my  question. 

Are  you  suggesting  that  the  use  of  Mailing  Online  will  be 

the  cause of businesses  growing  to  the  point  where  they  need 

services  that  are  more  sophisticated  than  that  used  by 

Mailing  Online? 

A I can't  say  that  that  will  happen in every 

circumstance,  but  it  would  certainly  be  nice if Mailing 

Online  were  that  successful  in  meeting  the  needs of these 

businesses. 

Q Okay. And you  have  no  studies,  data, or other 

information  on  which  to  base  your  opinion  that  that  might 

happen,  do  you? 

-. -. 
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A Studies? No. .. .* 

Q Would  you'  agree  with me that  if  your  assumption 

that  letter  shops or mailing  service  firms  are  not 

particularly  interested  in  mailings  of  less  than 5,000 

pieces  is  incorrect,  that your assessment of the  competitive 

impact  of  Mailing  Online is  incomplete  at  least? 

A Well, I think  if  you'll  review  my  exact  words, 

I've  not  used 5,000 as a number  when I talk  about  letter 

shops.  What I suggest  is  that  letter  shops  are  interested 

in  larger  mailings  than  will  be  generally  represented  by 

Mailing  Online  customers. I think 5,000 is  the  upper  end  of 

the  spectrum  the  middle  of  which  will  be  far  lower  than 

5,000, and  certainly  my  understanding  of  letter  shops' 

activities  confirms  that  that  is  the  case.  Yes. 

Q And  if  your  understand's  wrong,  then  you  haven't 

really  adequately or completely  addressed  the  nature  of  the 

competitive  impact  of  Mailing  Online  on  letter  shops. 

A In  performing an analysis  if  your  assumptions  are 

incomplete, as  they  always  will  be,  you  have  to  get  the  best 

information  you  can  and  just go forward. So yes, I would 

agree  that  incomplete  information  leads  to  inaccurate 

analysis, but.one  can  never  know everything. 

Q And  you  would  also  .then  agree  with  me  that  if  your 

assumption  that  users  of  Mailing  Online  are  likely  to  be 

users  with  mailings  of  less  than 5,000 pieces  is  wrong,  that 

.-._ 
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your  assessment  of  the  competitive  impact  of  .MailinFdnline 

on letter  shops  and  mailing  service  firms  is  inadequate  for 

that  reason  too. 

7 2 7  

A Well, I won't  say  inadequate. I think  it's 

perfectly  adequate  for  the  purposes  we  have  proposed  for  the 

market  test  and  the  experiment.  We  will  certainly  learn 

during  the  market  test  and  the  experiment  more  than  we  know 

today,  and  we'll  be  able  to  perform a more  complete 

analysis. 

Q Well,  let  me  change  the  word  from  'Iinadequatel'  to 

llincomplete,ll which  was  the  word I used  before  with  respect 

to  less  than 5,000. 

A I would  not  disagree.  Everything  is  incomplete  at 

this  point. 

Q Would  you  agree  with  me  that  economics  are  not  the 

only  factor  at  play'in a mailer's  determination  whether  to 

use a digital  printing  process  or  some  other  more 

traditional  printing  process? 

A Yes, I would  agree. 

Q Is it  your  understanding  that  digital  printing  at 

whatever  volume  level  we  are  talking  about  has  more 

flexibility  than  the  more  traditional . .  forms  of  printing? 

A In some  regards,  particularly  having  to  do  with 

personalization,  yes.  In  terms  of  flexibility of volume  and 

cost, I would  disagree. 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington, D.C. 20036 

. -_ 

(202)  842-0034 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

16 

17 

10 

19 

20 

21 

22 

7 2 8  

3 e '  1707 

Q .But if  you  are a mailer  for  whom  personaliiation . 

of  the  message is  an  important  feature  of  your  marketing 

plan,  then  even  if  your  printing  run  is 20,000 or 40,000 or 

50,000, .you  may  still  choose  digital  printing? 

A Yes,  you  may,  and  it  actually  has  .other 

considerations  other  than  just  the  length  of  the  run'.  It  is 

possible  using  some,  as I understand  it,  some  new  printing 

technology  having  to  do  with  electronic  plates on offset 

printing  to  do  personalization  on  large  printing  runs  as 

well.  However,  there's a time  factor  that  enters  into  it 

such  that  if  you  don't  have  the  time  to  engage  in  offset 

printing,  which  normally  takes  several  weeks,  than  digital 

printing  will  be  an  answer  for  that  personalization,  whereas 

if  you  had  more  time  and  less  money  you  could do it  the  same 

way  using  offset  technology. 

Q Okay, so in  addition  to  personalization,  timing 

may  also  be a factor  that  might  cause  someone  to  use  digital 

printing  over  some  other  more  traditional  printing  process? 

A Absolutely,  yes. 

Q Without  regard  to  what  the  volume of the  printing 

is?  In  other  words,  it  could  be  greater  than 5 , 0 0 0  pieces? 

. A Certainly. 
. .  

. ,  
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you  check  with  the  printer  and  run  it  and  then  get  back  to 

them  the  second  it  is  all  in  one  operation? 

THE  WITNESS:  That  is  correct.  It  is  a  totally 

automated  and  instantaneous  process. 

CHAIRMAN  GLEIMAN: A single  web  site  visit 

transaction? 

THE  WITNESS:  Yes. 

CHAIRMAN  GLEIMAN:  Okay,  I  just  wanted  to  make 

sure  that  I  understood  how it was  happening. 

You  are  a  very  good  witness.  I  want to compliment 

you  on  an  excellent  performance. 

You  have  got  a  very  carefully  constructed  and 

thoughtful  response  to  NO1  Number 1, Issue 3 ,  and  it's  been 

discussed  at  great  length  and  I  don't  want to be  repetitive, 

but  I  do  have  a  couple  of  questions  that  I  just  need  some 

clarification  on. 

A lot  of  talk  about  these  criteria  and  functional 

equivalence. 

What  are  we  talking  about  when  we  talk  about 

functional  equivalence,  the  system as it  was  submitted  in 

the  case  when  you  filed  it  last  summer  or  the  system  as  it . 

might  exist  after  the  meeting  the  other  day,  or  functional 

equivalence  to  some  system  that  might  exist  in  the  future, 

because  you  said  that  this  was  some  kind  of  evolutionary 

process  that  was  going  on, so functiona1,equivalent  to  what? 
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THE WITNESS: I would  admit  that  functional' 

equivalence  is  a  moving  target  in  this  instance. 

CHAIRMAN GLEIMAN: So today  if  Pitney  Bowes  was 

offering  a  product  or  one  of  Mr.  Bush's  member  companies  was 

offering  a  project - -  a  product  that  met  those  six  criteria, 

they  might  not  meet  them  tomorrow  or  a  week  from  now  or  a 

month  from  now  or  a  year  from  now  in  the  middle  of  the 

experiment  because  your  system  might  evolve  to  something 

different,  is  that  correct? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: I am  not  sure I would  spend  the 

time  and  effort  trying  to  become  a  functional  equivalent  of 

something  that  was  a  moving  target. 

Looking  at  the  specific  criteria  in  that  response, 

and  again I hope I don't  take  too  much  time  replowing  old 

ground  here  but  Mr.  Wiggins  made  the  point  that  there 

appeared  to  be  a  number  of  the  criteria  that  related 

directly  to  generating  mail  pieces  which  were,  to  use  the 

term  that  a  lot  of us have  used  over  the  years,  efficient 

mail  pieces  for  the  Postal  Service - -  a  lot  of  work  done 

upfront  and  turned  over  to  the  Postal  Service  to  drive  cost 

out of the  system. 

Can  you  explain  to  me  how,  since  it  was  either  you 

or  Mr.  Hollies  yesterday  and I don't  recall  which  of  you  it 

was,  talked  about  the  system  being  designed  to  drive  out 
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cost,  how  criterions  five  and  six  drive  cost  out  of  the 

system  in  the  sense  that  we  have  talked  about  that  Over  the 

years? 

How  does  that  drive  costs  out  of  the  Postal 

Service's - -  as  a  matter of fact,  let's  include  number  four 

in  there  too,  four,  five,  and  six.  How  do  those  drive  costs 

out  of  the  System,  the  system  being  taking  care  of  that  hard 

Copy  mail  that  ultimately  you  deliver,  whether  it  is  the 

product Of Mailing  Online  or  some  other  type  of  hard COPY 

mail? 

THE  WITNESS:  Yes.  Well,  starting  with  number 

four,  I  think  it  is  fairly  apparent  there  that  what  you  are 

doing  is  getting  the  mail  closer  to  where  it  is  going to be 

delivered. 

If  you  are  routing  it  geographically  according  to 

the  destination  zip  code  on  the  mail  piece,  you  are  likely 

to  have  less  transportation  to  the  delivery  point. 

CHAIRMAN  GLEIMAN:  Well,  let  me  ask  you  a  question 

about  that. 

Does  it  cost - -  does  it  make  any  difference  to  the 
Postal  Service  whether I geographically  batch  and  distribute 

mail  pieces  prior  to  printing  and  mailing - -  prior  to 
printing - -  let's  stop  there - -  or  whether  I  print  them  all 
in  one  place,  sort  them  out,  and  put  them  on  an  airplane  and 

drop  ship  them  around  the  country? 
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Is  one  less  costly  than  the  other  for  the  Postal 

Service  to  deliver?  In  other  words,  mail  that  I  drop  ship 

around  the  country - -  
THE  WITNESS:  I  understand. 

CHAIRMAN  GLEIMAN: - -  that  are  printed 
centrally - -  

THE  WITNESS: No, not  explicitly  and  I  think  in 

one  of  my  responses  yesterday  I  indicated  that  the  ultimate 

measure  of  that  I  think  will  be  the  Service  performance  of 

the  distribution,  such  that  if  the  mail  can  be  presented to 

the  Postal  Service  in  a  more  efficient  way  to  allow  a  better 

service  for  the  mail,  then  we  would  not  require  or  expect  a 

large  degree  of  geographic  distribution,  but  the  direct 

answer  to  your  question  about  cost  for  the  Postal  Service  is 

geographic  routing is directly  related  to  cost. 

CHAIRMAN GLEIMAN: No, that  is  not  the  question  I 

asked,  and I think  you  gave  me  an  answer,  but  let  me  ask  the 

question  again. 

I  print  everything  in  one  spot  and  I  sort  it  out 

and  I  put  it  on  a  plane  or  in  a  truck  and  I  drop  it  all 

around  the  country  at  the  very  same  places,  entry  points, 

that  the  Postal  Service  would  put  its  Mailing  Online  mail 

that's  printed  and  in  a  distributed  manner. 

What is the  difference  in  cost  to  the  Postal 

Service  for  processing  and  delivering --.you know, 
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processing  and  delivering  that  mail?  Is  there  any 

difference  in  cost? 

THE  WITNESS: No, there  is  not. 

CHAIRMAN  GLEIMAN: So it  really  doesn't  matter 

whether  I  geographically  batch  and  distribute  mail  pieces 

prior  to  printing  in  terms of driving  costs  out  of  the 

system? 

THE  WITNESS:  That  is  correct,  if  you  assume  that 

there's  another  method of achieving  the  same  goal. 

CHAIRMAN  GLEIMAN:  By  the way, can  you  distribute 

mail  pieces  prior  to  printing?  Your  words  here  are 

"geographically  batching  and  distribution of mail  pieces 

prior  to  printing" - -  do  I  understand  it  to  mean  that  those 

bits  of  electronic  data  are  mail  pieces  in  your  mind? 

THE  WITNESS:  I  understand  the  intent  of  your 

question  and  I  think  it  may  require  a  legal  conclusion  that 

I  can't  make. 

CHAIRMAN  GLEIMAN:  Well,  I  mean  what  did  you  mean? 

Those  are  your  words? 

THE  WITNESS:  In  my  mind  I  think  of  them  as  mail 

pieces. 

CHAIRMAN  GLEIMAN:  Okay,  thank  you. 

Just  one  more  quickie  question.  The  Postal 

Service's  proposal  would  not  prohibit a large  mailer  who 

wanted  to  mail 100,000 pieces  to  transmit 20 batches of 
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5,000 pieces  to  the  Postal  Service  in  a  given  day, w&ld it? 

THE WITNESS:  Currently  no.  There is nothing  in 

place  to  keep  that  from  happening. 

CHAIRMAN  GLEIMAN:  Thank  you. 

COMMISSIONER  LeBLANC:  Mr.  Garvey,  I  know  we  have 

a  number  of  questions  more  and  I  have  got  unfortunately  a 

number  and  I  think  some  of  my  colleagues  do  to,  but  I'll 

start  and  probably  out  of  deference  to  them  1'11  stop  and 

let  them  pick  up  also,  but  I  will.stay  with  NO1  Number 1, 

Issue 3, since  everybody  else  has  beat  it  up  to  death.  You 

talk  about,  in  item  number 1, 100-percent  standardized 

automation-compatible  addresses.  I  think  you  may  have 

touched  on  this,  but  let  me  ask  it  another  way.  Does  a 

mailer  have  to  use  software  certified  by  the  Postal  Service 

to  achieve  this  standard? 

THE  WITNESS:  It's  not  stated  here,  but  I  think 

it's  implicit  in  the  reference;  yes. 

COMMISSIONER  LeBLANC:  If  I  am  an  outside  person 

and  it's  not  stated  but it's implicit,  how  do  I  interpret 

that? 

THE  WITNESS:  Well,  the  requirements  for  achieving 

automation  discounts  for  mail  today  require  the  use  of 

CASS-certified  software  for  processing  addresses.  The  same 

requirement  would  address  in  this  scenario. 

COMMISSIONER  LeBLANC:  Okay. .Well,  then  let  me go 
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to  another  point  then,  since  you  brought  up  the CASS 

certification. If the  Postal  Service  adds  Fast  Forward,  I 

think  Mr.  Bush  touched  on  this  earlier  and  others,  during 

the  market  test  or  the  experiment,  would  a  hybrid  mailing 

service  have  to  use  Fast  Forward  software  to  be  then 

functionally  equivalent? 

THE  WITNESS:  The  Postal  Service  in  its  use  of 

Fast  Forward  is  achieving  an  operational  efficiency  by 

bypassing  the  centralized  forwarding  unit,  allowing  the  mail 

to  be  forwarded  before  it  becomes  physical  mail,  as  it  were. 

The  requirement  coexists  with  the  automation  requirement 

that  list  be  processed  through  either  a  Fast  Forward  system 

or  be  processed  through  an  NCOA  licensed  vendor. So the 

ultimate  end  that's  achieved  by  Mailing  Online's  use of Fast 

Forward  achieves  two  goals,  in  that  it  reaches  an  automation 

compatibility  requirement,  but  it  also  achieves  an 

operational  savings  for  the  Postal  Service. 

I  would  say  for  the  part  of  the  requirement 

specified  by  the  automation  requirements  that  the  addresses, 

the  list  have  been  run  through  either  NCOA  or  Fast  Forward, 

that  part  would  apply  to  someone  else.  Yes. 

COMMISSIONER  LeBLANC:  But  how  does  that  tie  in 

with  this  moving  functionally  equivalent  target  that  the 

Chairman  talked  about?  Because  it's  constantly  moving.  And 

so therefore  in  my  mind,  how  do  you - -  how  does  that  mailing 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202)  842-0034 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1721 

then  use  'it  if  youlve  changed.  Did  I  misunderstand  fou? 

Are you changing  it as you're  going  along? 

THE  WITNESS:  Are  we  changing  the  system? 

COMMISSIONER  LeBLANC:  Yes. 

THE  WITNESS:  Yes,  we  are.  We're  changing  the 

system  to  achieve  the  ultimate  goals  expressed  here  and  in 

other  parts  of  my  testimony. 

COMMISSIONER  LeBLANC:  All  right.  Well  then  let's 

move  on  to  the CASS certification side then.  How  much  then 

would  it - -  all  right,  let's  go  another  way.  How  much  does 

it  cost  then  to  purchase or lease  the  CASS-certified 

software? 

THE  WITNESS:  All  CASS-certified  software  that I'm 

aware  of  has  been  developed  by  outside  vendors. 

COMMISSIONER  LeBLANC:  And  is  it  updated 

frequently,  and  how  much  does  the  updation of that  cost? 

THE  .WITNESS:  I  think  that's  up to the  vendors of 

the  software.  The  Postal  Service  does CASS certification  at 

no cost. 

COMMISSIONER  LeBLANC:  But  has  that - -  well,  okay, 

that  answers  that  question. 

All  right,  let's  move  on  to  your  second  item  then, 

your  commingling  of  the  mail  pieces.  Isn't  it  true  that  on 

occasion  some  Mailing  Online  pieces  will  not  be  commingled? 

As  an  example,  on  a  day  when  only  one  customer  purchases  a 

7 3 6  
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particular  sized  envelope,  let's  say? 

THE WITNESS:  Yes,  that  is  true. 

COMMISSIONER  LeBLANC:  Okay. 

I  recall  you  mentioned  that  the  Postal  Service 

might  someday  be  able  to  sort  letters  and  flats  in  the  same 

mail  stream.  I  think  this  came  up  yesterday,  but  maybe  not. 

THE  WITNESS:  Yes,  it  was  yesterday. 

COMMISSIONER  LeBLANC:  I  think  it  was  yesterday. 

Realistically,  let  me  ask  you  a  question.  Can  we  expect  to 

see  that  during  the  Mailing  Online  experiment  at  all? 

Or  let  me  put it another  way.  would  it  be  fair  to 

interpret  the  commingling  as  meaning - -  and  I  got  this  in 

quotes  from  me - -  to  the  extent  required  for  automated  mail 

14 discounts  then? 

15 THE WITNESS:  During  the  experiment. 

16 COMMISSIONER  LeBLANC:  During  the  experiment. 

17 THE  WITNESS:  Yes. 

18 COMMISSIONER  LeBLANC: All right,  let's  move  on to 

19 the  geographic  batching  that  Mr.  Wiggins  hit  a  lot  on  last 

20 

21 
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25 

night.  As  I  understand it, the  current  plans  for  the 

Mailing  Online  call  for  a  printer,  and  I  wrote  this  because 

I  .don't  want  to  make  a  mistake  on  this one,  for  a  printer in 

most  bulk  mail  center  areas.  Is  that  correct? 

THE  WITNESS:  Yes. 

COMMISSIONER  LeBLANC:  All  right. 
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Would  a  hybrid  mailing  service be  geographjcally 

functional - -  I'm  sorry - -  would  a  hybrid  mailing  service  be 
geographically  functionally  equivalent  if  it  accepts  and 

presents  only  mail  pieces  destined  for  delivery  in  the 

service  area of the  local  bulk  mail  center? 

THE WITNESS:  I  think  this  may  get  to  the 

discussions  that  we've  had  about  the  destinating  bulk  mail 

center  discount,  and  we  have  admitted  that  the  Postal 

Service  does  not  intend  during  the  period  of  the  experiment 

to  necessarily  have  the  capability  to  enter  at  all  bulk  mail 

center  facilities. 

COMMISSIONER  LeBLANC: So your  answer - -  

THE  WITNESS:  The  answer  is  no,  it  would  not  be  a 

functionally  equivalent  requirement  given  that r 

understanding. 

COMMISSIONER  LeBLANC:  And  the  reason  being  again, 

I'm  sorry,  I  want  to  make  sure  I'm  clear  here,  your 

reason - -  
THE  WITNESS:  That  during  the  experiment  the 

Postal  Service  itself  doesn't  intend  or  necessarily  intend 

to  be  able  to  deposit  mail  at  all  bulk  mail  center  areas. 

COMMISSIONER  LeBLANC:  Okay.  While  we're  on  Mr. 

Wiggins, I think  it  was  last  night  you  were  talking  about  a 

number of things,  but I believe  you  said  in your  opinion, 

correct  me  if I'm wrong  here, a hybrid  mailing  service  would 
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not  necessarily  need  to  enter  their  mail  at  exactly  t6e  Same 

number  of  offices  as  the  Postal  Service  uses to enter 

Mailing  Online  in  order  to  be  functionally  equivalent. Is 

that  correct? 

THE WITNESS:  That  is  correct. 

COMMISSIONER  LeBLANC:  Okay.  I  just  wanted  to 

clarify  that. 

And  my  last  two  items,  and  then  I'll  let  my  two 

colleagues  jump  in  here  if  they  have  some  questions,  but 

I've  got  to  tell  you,  I've  got  a  little  bit of a problem 

here.  Your  answer  talks  about  functional  equivalency  here, 

but  it  seems  to  me  that  you're  describing  what I'm going  to 

call  a  very  narrow  service  that  is  exactly  the  same  if  you 

will  as  the  Mailing  Online. I mean,  it's  really  tied  very 

closely  together. 

Now  let  me  give  you  an  example.  I  hope I do this 

right.  In  item 5 you  listed,  and I want  to  read  this  here, 

that  the  equivalent  service  must  provide  real-time  quotes 

and - -  and  that's  in  quotes - -  and  in  quotes  again,  secure 

online  payment. 

Now  I  know  that  Mailing  Online  has  these 

attributes,  but  I  don't  see  why  real-time  quotes  are 

essential  to  functional  equivalence.  Follow  me  there? 

THE WITNESS: Yes, I do. 

COMMISSIONER LeBLANC: NOW in  your  answer  to  issue 
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2 in  the  notice  of  inquiry  you  discuss  a  possibility'of  a 

service  that  provides  value-added  refunds,  something  the 

Postal  Service  decided  not  to  incorporate  in  the  Mailing 

Online. . Can  you  please  explain  to  me  then  why  a  hybrid  mail 

service  that  provides  value-added  refunds  should  not  be 

eligible  for  the  same  postage  rates  as  Mailing  Online? 

THE  WITNESS:  I  think it would  be  necessary  for  me 

to  admit  that  such  an  option  might  be  possible  for 

consideration. 

COMMISSIONER  LeBLANC:  Then  let  me  ask  another 

question  about  secure  online  payment.  If  my  two  colleagues 

will  bear  with  me,  I've  just  got  one  other  question.  I  know 

that  the  Postal  Service  does  not  intend,  or  it's  my 

understanding,  to  deduct  Mailing  Online  fees  from  the 

existing  accounts.  We've  talked  about  this.  But  would  you 

explain  why  a  functionally  equivalent  hybrid  mail  service 

that  allows  customers  to  maintain  accounts  for  payment 

should  not  be  eligible  for  the  same  postage  rates  as  Mailing 

On1  ine? 

THE  WITNESS:  Well,  just  to  clarify,  it's  not  that 

the  Postal  Service  doesn't  intend  to  offer  prepaid  accounts 

or access  to  existing  prepaid  accounts.  It's  that  during 

the  market  test  and  perhaps  during  the  early  phases  of  the 

experiment  it's  been  determined  by  the  experts  in  our 

organization  that  such  a  thing  on  the  Internet  may  not  be 
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COMMISSIONER  LeBLANC:  Okay.  Yesterday,  in  your 

colloquy  with  Mr.  Wiggins,  you  seemed  to  take  the  position 

that  Mailing  Online,  if  you  will, - -  I am  not  trying  to  put 
words  in  your  mouth,  or  mischaracterize  what  you  said, so, 

please,  stop  me  if I am  wrong,  but  you  seem  to  take  the 

position  that  Mailing  Online  should  have  special  access  to 

the  discounts  before  certain  functions  such  as  commingling 

and  geographic  batching  were  fully  achieved,  but  that  Pitney 

Bowes  or  other  third  party  providers  of  hybrid  mail  should 

have  to  demonstrate  that  their  services  fully  achieve  these 

functions  before  gaining  the  same  special  access  to  mail 

stream  discounts.  That is my  interpretation  of  what  you 

said.  If I am  wrong,  please  tell  me so, but  let  me  put  my 

question  out  there  first. 

If  my  understanding is correct,  is  the  Postal 

Seyvice_assuming  that  there will.be no  need  to  level  the 

playing  field in terms  of  access  to  mail  stream  discounts 

until  after  the  experimental  phase? 

THE WITNESS:  Well, to correct  your  understanding 

.. . 
-. . 
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of  what I said, I think I said  that  fully  equivalency  would 

not  necessarily  be  an  absolute  measurement,  that  such 

proposals as would  come  to  the  Postal  Service  would  be 

judged  on  their  merits,  and  that  if  an  approach  towards  full 

functional  equivalency  were  offered,  that  that  would  be 

judged  at  the  time  on  its  merits. 

I think  that  leveling - -  complete  leveling  of  the 
playing  field,  in  my  opinion,  cannot  occur  until  after  the 

experiment,  because  the  Postal  Service  will  not  know  until 

close  to  that  time  anyway  what  it  is  that  Mailing  Online 

service  really  is.  In  the  permanent  classification  that  we 

formulate,  we  will  demonstrate  and  integrate  the 

understanding  that  we  achieve  during  the  experiment  of  what 

it  is  about,  what  level  of  commingling  and  batching  we  can 

achieve,  what  all  the  factors  are  that  drive  costs,  and  that 

will  be  the  point  at  which  we  can  determine  what a level 

playing  field  actually  is. 

COMMISSIONER  LeBLANC: So everything  would  be 

after  whatever  we do here,  in  effect,  then,  is  that  correct? 

In  other  words,  for a hybrid  mail  piece to be  eligible  for 

any  kind  of  special  access  to  automation  discounts,  if I 

understood  you  correctly,  then  it  would  come  after  the 

experimental phasel not  necessarily  during  it. 

THE  WITNESS: I would say that  permanent  access  to 

those  rates  would  certainly  come  afterwards. I think  on  the 
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same  terms  that  the  Postal  Service  is  trying  .to  understand 

what  rates  and  what'discounts  should  apply,  that  if  some 

other  party  were  to  propose  trying  to  do  the  same  thing, 

that  that  would  certainly  be  considered.  But  we  have' a lot 

of learning  to do and  it  may  be  that  we  discover  during  the 

experiment  that  the  rates  that  we  want  to  propose  are 

entirely  different  than  the  automation  rates.  We  have 

chosen  those  as a proxy  because  we  don't  know. 

. . .* 
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RESPONSE OF POSTAL SUZVlCE WITNESS PLUNKElT TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADV~CATE 

OCARJSPST548. Please refer to your response to NO1 No. 1, I s s u e  1, at  page 
6, the relevant pation of w h i  is quoted in OCARISPSTW7. Please  confirm 
that the data necessary to calculate the actual depttr ofsort 

a. f~ First-class mail  dum i~ the k ~ e l  of presort (e.g., A. ~ i c ,  =@it, 
etc.) by job type, by page count, by  print site, fespectively. If you  do  not  confirm, 
please  explain,  and identify all the types of data necessary to calculate the actual 
depth of sort 

b. for Standard A mail volume, for pieces  weighing 3.2985 ounces or less, is the 
level of presort by job type, by page count, by  print  site for regular  and  enhanced 
canier mute. If you  do not confirm,  please  explain,  and  identify all the types of 
data necessary  to  calculate  the  actual  depth of sort. 

e. for Standard A mail  volume, for pieces  weighing  more  than 3.2985 ounces,  is 
the  level of presort by job type, by  page  count, by print site for regular  pieces  and 
enhanced carrier route  pieces. If you  do not confirm,  please  explain,  and  identify 
all the types of data  necessary  to  calculate  the  actual  depth of sort. 

ac. Not confirmed. For all mailings that either m e e t  existing minimum volume 

thresholds, or meet  existing  thresholds as a resutt of being'commingled  with 

other  documents, all that  is  required to determine  depth of sort is  the  daity report 

of mail characteristics and  the  corresponding  mailing  statements. In the  event 

that a particular  mailing  does  not become part of a  sufficiently  large  batch  to 

have been presorted,  such  pieces  are  treated  by  Mailing  Online  sofhvare as 

single piece mailings, irrespective level of so-n they receive. with the 

eventual  advent of the  Mail.dat ut i i i ,  depth of sort infonation for nonqualifying 

mailings will a b  become available. (See also witness Garvey's  responses to 

OCARISPS-T1-71&72.) . *  

I 



RESPONSE OF POSTAL SERVlCE WTTNESS PLUNKRT TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAIuSPST549. In his responses to ocARISPSTl47c.d. and OCAIUSPS- 
T3-7&., witness Garvey seems to i n d i  that the infomration needed to 
calwlate an  actual avm qualifying d i n t  for MOL will not be available  until 
'mid-1999.' Is this your understanding? t f  not, when will depth of sort data by 
batch type (i.e., volumes by batch type by presort kvd)  be availabie? 

OCARISPS-T549 Response: 

Witness  Garvey in fact indicated  that the next major release  of  Mailing  Online 

Soffware w i l l  be available in mid-1999. My understanding is that this version will 

allow  the  collection of depth of sorf data. This does not,  however,  mean  that 

sufficient data will exist to draw  conclusions about "average"  qualifying  discounts 

at that time.  Given the current  procedural  schedule of the  Mailing  Online  case, 

the experiment  may  have barely begun in mid-1999. If so, it would  certainly  be 

premature at that  time to expect  to draw informed  inferences  regarding the depth 

of sort Mailing  Online  volume is fikety to attain. 
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RESPONSE OF UNITED  STATES  POSTAL SERVICE WITNESS PLUNKEl7 TO 

INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAIUSPS-TS-51.  Please  refer to your  response  to  OCAIUSPS-TS-48.  Please 
answer  the  following  questions for 1) maifpieces  meeting  the  existing  minimum 
volume  requirements,  and  2)  mailpieces  meeting  the  existing  minimum  volume 
requirements  as  a resutt of being  commingled  with  other  mailpieces. For 
purpeses of this  interrogatory,  'level of presort"  and  "depth  of  sort"  are  both 
defined  to  be  a  vector of integers  whose  elements  are  the  volumes of a  mailing 
that  qualified  for  the  various  available  presort  discounts  (as  shown  on  a 
Qualification  Report),  the  order of the  elements  being  from  greatest  discount  to 
no discount. For example,  the  Qualification  Report  appearing  at Tr. 611423 
reflects  a  'level of presort"  or  "depth of sort" of (O,O, 0,O ,O, 0, I]. 
a.  Please  confirm  that  for MOL First-class batches,  the  types  of  data  necessary for 

the  processing  center  computer  to  determine  the  level of presort  are 
i. job type; 
ii page  count; 
ii.  address  list  ZIP+4  Codes,  and; 
iv. ZIP  Code  tables  for  print  sites. 

If you do  not  confirm,  please  explain,  and  identrfy all the  types  of  data  necessary 
to  calculate  the  actual  depth of sort. 

b. Please  confirm  that  for MOL Standard (A) batches  weighing  3.2985  ounces or 
less,  the  types  of  data  necessary  for  the  processing  center  computer  to 
determine  the  level of presort  are 

i. job type;. - - - 
ii page  count; 
ii. address  list  ZIP+4  Codes,  and; 
iv.  ZIP  Code  tables  for  print  sites. 

If you do not  confirm,  please  explain,  and  identify all the  types of data  necessary 
to calculate  the  actual  depth of sort. 

ounces, the types  of  data  necessary  for  the  processing  center  computer to 
determine  the  level of presort  are 

i. job type; 
ii page  count; 
ii. address  list  ZIP+4  Codes,  and; 
iv. ZIP  Code  tables  for  print  sites. 

c.  Please  confirm  that for MOL Standard (A) batches  weighing  more  than 3.2985 

If you do not confirm, please  explain,  and  identify all the  types  of  data  necessary 
to calculate the actual  depth of sort. 

d. Do you agree  with  the  definition of 'level of presort"  and  "depth of sort"  given  at 
the  beginning of this  interrogatory? If not, piease  provide  rigorous definitions Of 
these  terms.  Please  confirm  that  the  depth of sort for any  particular  batch  will 
always  contain some zeros  because  the  Qualification  Report  includes all 
possible  presort  levels for letters  and flats and for First  Class  and  Standard (A). 
If you do not confirm,  please  define  each of the  presort  levels  appearing  on  the 
Qualification  Report shown at Tr. 611423. 
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e. Please  confirm  that  distributing  batches to print  sites does not  cause  any  change 
in the  depth of sort; i.e., the number  of  pieces  qualrfying  for  each  discount  would 
be the same  whether depth  of  sort  were  determined  for  a  batch  before or  after 
distributing to print  sites. If you  do  not  confirm,  please  describe all situations in 

=which  distributing to print  sites  would  cause  pieces of a  batch to lose  qualification 
for  a  particular  discount. 

a  sufficiently  large batch to have  been  presorted.” Does the MOL system  sort 
Standard (A) batches of 200 pieces? Does the MOL system sort First-class 
batches  of 200 pieces? If not,  why  not?  What  number  of  pieces  constitutes  “a 
sufficiently  large  batch”?  What  was  the  rationale  for  choice of this  number? 

f. In you  response you refer to ”a  particular  mailing  [that]  does  not  become  part  of 

OCAIUSPS-TS-51 Response: 

a-c. Confirmed.  However, as witness  Garvey  indicated,  the  processing  center 

computer  will  eventually  have  the  capability  of  merging  documents  with  different 

characteristics.  When  this  change  is  made,  most of the job type  information  will  not 

be necessary  to  determine  depth  of sort. 

d.  Yes.  Confirmed. 

e. Not confirmed. Distribution of customer  documents to print  sites  will  affect  the  depth 

of sort that  the  mailing will attain.  The  nature  and  magnitude  of  the  effect  depends 

on  what  is  meant  by  ‘before ... distributing  to  print  sites”,  and by the  other  documents 

that  are  present in the  Mailing  Online  system.  While I cannot  describe all situations 

in which  there  would have been an  effect,  consider  for  example,  a  customer who 

submits a 400-piece  Standard (A) mailing to Mailing  Online,  with 100 pieces  going to 

each of four  different 3digit areas,  each  served  by  different  printers.  This  mailing 

has  presumably  satisfied all  of the  existing  qualification  standards  for  basic 

automation  rates.  However,  when  that  document is subsequently  distributed  to  the 
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INTERROGATORIES OF THE OFFICE OF THE CONSUMER  ADVOCATE 

four  different  print  sites,  four  separate  address  lists  are  created  and  none of the  four 

mailings  would,  under  the  existing DMCS, qualify  for  anything  but  First-class  Mail 

siogle  piece rates. f h i s  assumes of course  that  the  mailings in the  instant  case  are 

not  commingled  with  other  jobs.  Conversely, if one  (or  more)  of  the  four  100-piece 

lists  are  joined  with  a  larger  mailing in the  same 3digit area,  then  those  pieces  may 

qualify  for  discounts  for  which  the  original  mailing  would  not  have  qualified. 

f.  Mailing  Online  presorts  all  batches,  and  therefore all documents  of  which  mailings 

are  comprised,  irrespective  of  the  number  of  pieces  within  a  batch.  The  response 

should  instead  have  referred to a  mailing  that  lacks  sufficient  volume  to  have  met 

existing  minimum volume thresholds. 
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msanmthM/udln8fgkral~ rfumyhadmsant 
~Qinal~theywou#hRVe~idSO. 

[4018) M a ~ u p ~ ~ k t h e m e a n s b y w h i i  
thecommftslon makesits- ofa mwnable 
OorrwkrtiOntoaIIother~. Atldhercodsarethe 
~ b e ~ ~ c o s t 8 n d . t b i k r t p b b ~ . A l l  
otheroastsannotthedllerencebetwleentotalcsstand 
m a r g i n a l c o d . w h e n t h e - -  * # e  

masonabienessOfasubdass*samt&uthtoaOother 
costs,itmustuseattribrrtaMecwtasabaseandmerlc-up. 

. .  . .  

. .  

.... 
j4024) The Commission's  calculation of attributable costs by 
subclass  and service does  not  precisety amform to witness 
Panzats definitions of either  marginal cost or incremental 
cost However, they come dosest to being the incremental 
custs aSSOciafed with the subcbsses and sewices taken 
one at a time. 

b. Do you agree with the Commission's  view  that  attributable costs should include 
- the volume variable costs of a subdass plus the specific tixed costs ofthat 

subdass? 
1. 

ii. 

iii. 

iv. 

V. 

vi. 

If you disagree, state whether you reject the Commission's  articulated 
view of attributable cosfs. 
If you dqm with the Commission's v& of attributable cosfs, then 
state your definition ofatbibutabb costs. lndude in your discussion 
whether attributable costs must indude the specific fixed costs of a 
subdass. 
Is the definition given in subpart ii. of thii intenogatory  the one you 
app(ied in detemwwrg theooastobemarkedupforthepurposeof 
mcovering Infomath systbms axts in MOL'S premailii, p e r  impression 
W? 
If your  answer to subpart iii. is negative, then state the definition of 
attributable costs you applied in determining the cosfs to be marked up for 
the purpose ofdeterminii the premailing, per impression fee for MOL. 
Didyouindudeanyofthefixedlnfomrationsystems~inthecost 
baseyouma~~ugto~~theptemai l i ry l ,per imptess ionMOL 
fise? 
If you excluded the specific fixed Information Systems costs from the cost 
base you marked up to determine the premailing, per impression MOL 
fee, ddnY you deviate completely from the Commission's  articulation of 
attributable axts? 

. .  
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c. D o y o u a g r e e ! w i t t r t h e ~  . .  that imm8ntd&mdobertobeing 
t h a a t t r i b u t a b l e ~ d a ~ ~ d o m a r g i n a l ~ ?  
i. ~ y o u ~ ~ w W I t h b ~ , d d y o u r p O l y ~ i n d a s r m i n i n O t h e ~ t o b e  

markedupforthepurposeofde&miniitheprsmailing,perimpression 
MoLfee? 

ii. t l y o u d ~ ~ w i t h t h i s ~ , t h e n ~ w h e t h e r y w m a r k e d u p o n t V t t t e  
r ~ r g i n a l ~ Q ( M O L t o c a l a r t e t b i h e p r w n a f & l g , ~ ~ i M O L  fee. 

d. Doyou~reewiththe~thetth6vdumevariabkplwthey?ecific 
co6tsd-arubdssabestapproxhate.t"ecoetsandthatbathshouMbe 
addedtogetherandmrl<eduptodetemhethemteforthesubdass? 
i. ffyouagreewithth~view,ddyouapplyitindaerminingthecoststobe 

marked up for the purpose of determining the premailing, p e r  impression 
MOL fee? 

ii. If you disagree with this view, then  state whether you marked up  only the 
marginat costs of MOL to calartate the premailing, per impression MOL 
fee. 

e. Please review a relevant Wing ofthe Commission in PRC Op. MCQ7-5, at 
page, 47 concerning the recoupment of start-up ca ts  of a proposed, new 
Packaging S e r v i c e :  

The Commission has adjusted  packaging service costs to 
recover all start-up COSET during the -year Me ofthe 
provisional service. . . . Reliance on the packaging service's 
cantriiution to institutionat cosfs for redovery of these direct 
costs is a b  an  unacceptable  approach, for two reasons. 
First, it would be inappropriate  in  prinaple to recover an 
attributable from revenues that have been earmarked 
for mtriiution to the Postal Service's institutional c&s. 
Second, doing so in Hi would reduoe the 
institutional cost contribution of padcaging service to an 
unaceptably kw level. 

i. HaveyouapQIisdthiappmachinywrmethodfwseUingratesin 

ii. SpdkaUy,haveyouirrdudedthestartvpcostsforMOLinthe 
MC9&1? Please -i. 

attributable cost base to be marked up for the purpose of establishing 
MOLrates? Pieaseexplain. . 

iii. If you have not done so, have you rejected the CommWon's  holding  in 

k. Is there any way to reconcile your answer to interrogatory OCAIUSPS-TS 
PRC Op. MCQ7-53 please ocplaii. ... 

10 (revked January 14,1999) with the Cornmiion's holding in W e t  
No. MC97-53 Please  explain. 
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b. In general, I agree with the Commission's view of  attributable costs insofar as it 

d e s m i  the Commission's current definition of the term. However, t disagree with the 

notion  that  such attributable costs, which indude fixed costs, provide the best basis for 

setting prices in all instances. See Tr. 264143; Tr. 511 11 5.11 81-84. I would instead 

. suggest  that in many cases. particubdy when dealing with new products and services, 

are not precisely analogous, these costs are, among the categories posited in this 

interrogatory, mosf cbsety akin to qmcbfixed costs, and niay constitute a large 
.. 
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D e p e n d i n g o r r t h s n a h r r s a f d e m a n d f o r t h e ~ , ~ ~ c o g t s a f ~ ~ k i n d ~ 8  

basisfwatemakingwiUpd~a~neaftwonwlts. tfdemandispriceebstic,basing 

pr iceson~~~der f in i t io r ,o foos&w81~inh igherprkbs ,and~  

cwmSentlydaqmndsmandwchthatthessrviasrOpsrlrontytothekgstprice- 

tecdtiveusers. For~Posta l~ ,whidr~Mal i ingOnl ineas;anextens ionof  

Ibmandstetopmicleunivwsalarrrcrrtoikcustmem,swhanepproadris 

inappropriate. If demand is inelastic, the produd will more quickly recover its startup 

costs. However,  once  startup costs have been recovered, prices w i l l  be higher  than 

statutory miteria would athenvise wamnt. 

The foregoing highiihts a somewhat arbiiry distinction  between costs attributable 

to the Mailing  Online  experiment  and costs attributable to Mailing  Online  in  general. If 

Mailing  Online becomes's permanent s e n k x ,  the onetime costs ieferred to by witness 

Seckar will  in effed be sunk and will have  no  ongoing effect on future fees for  Mailing 

Online. It is unnecessary and unfair to burden expehmtal users of Mailing Online 

with costs that wil l  provide benefits to future usem ofa permanent service. In this 

~ a r d , t h e G A O ~ ~ n b s d t ) t a ’ i t m a y n o t b e ~ l e ~ ~ a l l n e w  

~ u G t r t o ~ ~ i n t h e i r ~ y e 8 r s , ~ c # w p l o d u d s ~ n e r a l f y t a k e  

s e d  years to bec~ne esta~shed and mxnm theit start- casts1: of course, the 

PostalSe~cannotinevery~,~ttradesignda~~toodefer infrrrstruchrre 

costs required for a permanent service untii  after an expedmmt requimd to determine 

‘GAO Report on U.S. Postal Senrice - Development and I n v e n t o r y  of New Products, at 
4,20 (November, 1 W8)(GAO/GCD-9%15) 
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m-sviabifity. Intheirwtsntcase,theabmativemnr#tmtodevelopasys&m 

ardr i tec ture~a~gerbcakt t ra tmnr ld~ther reedsof thee~~nt ,but tha t  

mnrldbeWWifapermanemtdassificatiorlmsougM Thiswwldobviousty 

-*-bVebpmmood,dtheproduct I ~ , t t b e P o s t a l s e r v i c e ~  

aryr&ma~wtri~wOBbe~labktoacaQacityOreeterthanwillbgneeded 

fwtheelqwhmt 

A too-ri(lid adherence to the pricing dictum articulated in the question couM  have a 

chilling  effect  on  development of otherwise beneficial  experimental services. The 

Postal Service could  present  every new product as a candidate for permanent 

dassifbtion. As these products by definition fa& empirical cost and  revenue data, 

Iftigation of such cases would be problematic at best. Instead, the Postal Service has 

attempted to make  use of the alternative ratemaking procedures that allow for 

consideration of the unque  arcurnstances that pertain to new products. 

In determining the Cosrs to be marked up,  and the resulting fee strudure, I sought 

an  approach that would satisfy the Postal Service p d i i  g o a l  of universal low cost 

accesstoservices,whilemeetingastringmtastthresho#. 

c. w h i b I a m r o t a n ~ i r r P ~ s e n r i a ~ , m y u ~ b ? g & t h a t t h e  

relationship between attributable, incremental, and marginal costs varies considerably 

across subciasses. Thus I can provide neittrer an unqwfified assent not an  unqualified 

dissent. 

i. See my response to part b. 
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and variable information systems costs, whii are roughly equivalent to average 

marginslasts. 

d. Seemympmsestopartsbandc. 

e. Hi. MyapproactrforsettingfasinthZsdodsetispresentedinmytestimony. As 

itrebtestotheissueaf~bleasts,myresponsetopartbaf~is 

interrogatory is ako relevant. 

iii-iv. My  testimony refleds what is, in my  opinion,  the m o s t  appropriate  approach 

in the circumstances of this case. Thus I did not  let this quote  determine my 

approach in this case. See ako my  response to  subpart v. 

WRness Lim  estimates start-up costs to be $1 1 .l Million  during  the  experiment. 

If these costs are somehow induded in Mailing  Online  unit costs prior to marftup,  then 

revenues  would  increase  by $13.9 Million.  Cost  coverage would not change. 

Furthermore, I do not  believe that the cost contribution of Mailing  Online  would be 

unacceptably low if start-up costs are included  using my projected revenues. I estimate 

that the cost coverage mw# be 118.2 percent in those circumstances. 

$.i. NO. ~ e e m y r e s ~ o r r s s t o ~ v .  

f. *.my response to part b. 
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b. 
c. 

d. 

e. 

f. 

ke~OClbfbrW)OOdbQf$ll.lmlliOlly#l~tomsrdyarwndingafthe 
~ 1 1 , ~ 2 0 , 0 3 0 S a f o r t h i r t T ~ 2 , c o l u n n 3 ~ T m s ~ ,  atpage2of 
USPSST-W 
Arethe~costsof$11.1 miUionthcstartup~~ofMOL? 
k e ~ ~ 4 ~ p ~ o f 8 ~ t h a ! a r e u n i q ~ ~ b y o f I # i n g t h a t  
~~lawtJofth.1~?~IyoW~nSmrisnegative,pkaSe 
main. 
An the start-up costs of MOL part of the in&emerrtal costs of MOL? K your 
answer is negative, please explain. 
Are the  incremental costs of a service (including its unque start-up  costs) 
attributable to that sewice? 
i. If your answer is negative, please explain  your position. 
ii. If your  answer is negative, .- it with the views articulated  by the 

Are the incremental custs of MOL (induding its unique start-up costs) attnbutabie 
to MOL? 
i. If your answer is negative,  please  explain your position. 
ii. tf your  answer is negative, reconai it with the views articulated  by  the 

Commission in paras. j401B18, and 40241 of PRC Op. R97-1. 

Commission in paras. [4016-18, and 4024) of PRC Op. R97-1. 

to the definition presented in part c, they would be imxemcntal to Mailing  Online. 

Because Mailing  Online  shares equ'lpment with Post Ofke Online, and generates 

Standard Mail (6) and Fitst-cbss Mail revenue, I would nat agm that much of the 

costs identified  as Mailing O n r i  startup cosfs are  'uniquely caused' by Mailing 

Online. 

t 
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PB/USPST55 e k a s t ~ t h a t b o t h p a g e s 1 8 n d 2 t o t h e ~ m e n t o f  
VMtnesS P " S  rev&ed to 0CARISPS-T-IO exdude 
~ c Q s t S o t I h e ~ ~ b y M r . ~ f h h i s  

~ ~ ) ~ o r r e t b n a ~ ~ c o s l s .  why 
' - c a i c u h t k r r r a l ~ ~ ( ~ w o r k d r e e t 3 o f u K ! m o a  

wefethesecos&exduded? 

W S P S T 5 - 5  Responw: 

Confirmed. In revking my nsporrse to htemgatory ocANSPST510, my focus was 

on showing that the revised ' o n e t i m e m  Mairing Online systems cosb were still well 

below the excess of revenues  over costs projected for Mailing  Online. I did not  update 

the other cost  and  revenue  information  to  reflect witness Sechr's later  calculation of 

incremental costs because  updating  would  not  change this result Attached is a  revised 

page 1 of the  attachment  that  includes  witness Seckar's insecter cosfs. Including these 

costs also  causes  total  revenues to increase by an  amount  equal to 1.25 times these 

costs. so that  the  excess of revenues  over  costs  increases to $48.7 million. 

1 c. 
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135.$04#23 

5.067.805 

1.422.628 

4629.797 

124.784d8) 

I . a s . 1 m s  
1.lee.mBBs 
2.875.WO.3M 

13.341.702 

1 6 5 ~ . 2 2 1  

2m.w.- 
132.8Tl.768 

1.626240 

231.74e.6m 
18S.MOb02 
417~16.574 

4.349.717 

3.381212961 
19,317.69 

213230.86O 
473m.677 
687.176.565 

19.!S.lM 

855A89.932 
38.633.376 

124.W108 

5.W3.971 

811.870.873 
25.040.075 

213230.688 

118.017 

=.63337e 

11.915 

4nm.m 
mu.347 

8Sm.Oli 
1.35126s 

2.OS.567 

23.475.920 

191.663.119 

46.673280 

243366.399 

48.673280 
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RESPOCJSE OF POSTAL SERVICE WITNESS PLUNKETT TO INTERROGATOR~ES 
OFPfTNEYBOWES 

PBkJSPST5-6 D o y o u r # x w r m e r w l t t r a t t h t . l c e n t p e r i m p r w s i o n f e e c a I I e d f o r  
hptoQossdfbeschedde981fwndatAttachmentBZ,page1of 
the Postal Servia Request shoo# be incmased to 21 cents? tf 
n 0 t M Y W  

P8NSPST6-6 Response: 

IhePosta lServ ioe 's~uest~udesaO.fcentper impression~htkf~  

schedule, and is not wbject to alteration  except by the Board of Governors.  However, I 

indicated in my revised response to Presiding Oftker's ln fonnat ion  Request No. 2, 

Question 2 that, using the new  information  provided by witnesses Lim and S e c k a r ,  a 

per impression  cost of 0.21 cents could be used. 

' i  

.. 

2 



a . . .  

RESPONSE: Accordii to witness Sed&$ current estimates, the variable 

urfomrab;on~custof~Onl ineosnbfor18992000are$0.~1per 

impression. This estimate  exceeds the adjustpnt fador added to printer costs 

in the fee proposal. See my  testimony  at  page 6, lines 11-15. That factor was 

developed  by  rounding witness sedrar's original estimate of the variable 

information  systems cost ($0.0065) to the nearest tenth  of a cent Application of 

the same methodology  to  the  new  cost  estimate  would  result in a per impression 

cost of $0.002.  However,  because the infotmation systems cost  adjustment 

factor is added with other costs prior to the application of a  markup,  the  need for 

adherence to convention is less compelling  in  this instance. Therefore,  an 

adjustment of $0.0021 could be used. 

- -  
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RESPONSE OF UNITED  STATES POSTAL SERVICE WITNESS PLUNKETT 
TO QUESTlON  POSED BY PITNEY BOWS AT THE HEARING ON 

NOVEMBER 18,1998 
Q u d h  (Tr. WWS-70): 

Counsel for Ptney Bowes requested a correcfjon to witness Plunkett's 
attachment to the response to ocAIuSPST5-37. 

Attactred is a corrected attachment to ocANSPSTM7. The original 

attachment  inadvertentty  contained an extraneous digii in one ofthe volume 

numbers (1  1x17 volumes for 1999) that  resulted in an overstatement of vdumes 

and  revenues. I would also p o i n t  out that while k y  attachment refers to volume 

estimates  contained in the  testimony of witness Sedrar (Ex. USPS-2A,  Table 4), 

I do not  employ  witness W a r ' s  assumption  that  customers who would  have 

preferred to print 11x17 spot color documents  will  instead  print 85x14 color 

documents(See  Tr. 5/1 0581 059.) 
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COMMISSIONER  LeBLANC:  Does  any  participant  have 

additional  written  cross-examination  for  Witness  Plunkett? 

Three  participants  have  requested  oral 

cross-examination  of  Witness  Plunkett:  Mail  Advertising 

Service  Association  International,  Mr.  Bush.  Office  of  the 

Consumer  Advocate, I believe  will  be  Ms.  Dreifuss,  is  that 

correct,  this  morning?  And  Pitney-Bowes,  Mr.  Wiggins. 

Does  any  other  participant  have  oral 

cross-examination  for  Witness  Plunk.ett? 

Okay.  Well,  hearing  none,  Mr.  Bush,  you  take  the 

lead  this  morning. 

MR. BUSH:  Mr.  Presiding  Officer,  I'm  going  to 

defer  to  Mr.  Wiggins  this  morning. I think  my  estimate  of 

the  time  that I will  take  with  this  witness  and  actually 

with  the  other  witnesses  too  should  be  revised  from  moderate 

to  light  to  from  none  to  light. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins,  if  you  don't 

mind,  we'll  move  on  to  Ms.  Dreifuss  and  follow  up  with  you. 

MR. WIGGINS:  That's  absolutely  acceptable  to  me. 

COMMISSIONER  LeBLANC:  Thank  you. 

Ms.  Dreifuss. 

CROSS EXAMINATION 

BY  MS.  DREIFUSS: 

Q Good  morning,  Mr.  Plunkett. 

A Good  morning. 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202) 842-0034 



7 6 7  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1794 

Q Would  you  turn  to  your  revised  response  to ' 

Interrogatory OCA/USPS-TS-10, Part B? It  was  filed  January 

14th. 

A I have  it. 

Q You  state  that  the  one  time  costs  that  are  shared 

between  Mailing  Online  and  the  rest  of  Post  Office  Online 

have  been  allocated  using  conservative  planning  assumptions. 

Who  did  that  allocation? 

A I believe - -  well, I am  referring to the  work 
presented  by  Witness  Lim. I believe,  in  preparing  his 

testimony,  he  was  guided  by  information  he  received  from  the 

system  architects  working  on  the  Mailing  Online  system. 

Q Did  you  have  any  part  in  the  process  of  allocating 

costs,  POL  costs to MOL? 

A No, I did  not. 

Q How  did  you  know that the  planning  assumptions 

were  conservative? 

A Well, I reviewed  the  testimony  in  its  draft  form 

prior to its  being  submitted. I had  opportunity  to  talk 

about  some  of  the  planning  assumptions  that  were  included  in 

the  testimony  with  the  witness  and  with  the  attorneys,  and 

that "is - -  that  was  the  basis  for  my  forming  that  opinion. 

Q Could  you  turn to Part A of  that - -  I'm  sorry,  to 
Part A of  Interrogatory 52, OCA'S Interrogatory 52 to  you? 

A I have  it. 
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Q You  state  that  the  fixed  information  systemsr 

costs  will  not  become  institutional,  is  that  correct? 

A Well,  the  response  goes  on  to  say  at  least  in  the 

sense  that  institutional  is  meant  to  refer  to  costs  that  are 

paid  for  by  all  classes  of  mail,  and I believe  that  to  be 

correct. 

Q So it  is  basically  your  position  that  the - -  by 
means of the  mark-up  or  the  cost  coverage,  that MOL'S fixed 

costs  will  be  recovered? 

A Yes,  that  is  correct. 

Q But  it  is  true,  as  you  state  in  your  answer  to 

Part E, that  the  cost  coverage  will  no  longer  be  the 125 

percent  that  you  proposed,  but,  instead,  would  fall  to 

approximately 118 percent,  is  that  correct? 

A Well, I guess  that  depends  on  how  one  interprets 

the  question.  My  interpretation  of  the  question  was,  what 

would  happen  to  the  cost  coverage  if  one  were  to  include  the 

fixed  costs  in  the  costs  to  be  marked  up?  Given  the  pricing 

structure  we  have  proposed,  if  you  do  that,  you  are  then 

marking  up  those  costs  and,  therefore,  are  not  changing  the 

cost  coverage,  you  are  making  the  total  revenue  and, 

therefore,  the  total  contribution  greater,  but  it  would 

still  be 125 percent of whatever  cost  basis  you  chose  to 

mark  up. If that  was my - -  if  that  interpretation  of  the 
question  was  correct,  then  you  wouldn't  be  reducing  the  cost 
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coverage. , 

Q Well,  how  do  you  propose  that  the  fixed  costs of 

Mailing  Online  be  recovered? 
In 

A As I have  indicated,my  testimony  and  my 

interrogatory  responses,  our  proposal  was  to  mark  up  the 

variable  portion - -  or  the  printer  costs  and  the  variable 
portion  of  the  Postal  Service's  information  systems'  costs 

and  that  that  would  provide  sufficient  revenue  to  recover 

any  additional  fixed  costs  incurred  in  the  development  of 

Mailing  Online. 

Q And  that  level  of  recovery  would  be 118 percent, 

is  that  true? 

A Given  the  assumptions  presented  in  my  response 

here,  that  would  be  correct.  But I would  point  out  that 

--I'll leave  it  at  that. 

Q Could  you  turn  to  your  response  to  Part B of 

Interrogatory 52, please? 

A Yes, I have  it. 

Q At  page 5 of 7. 

A All  right. 

Q You  state  that  once  startup  costs  have  been 

recovered,  prices  will  be  higher  than  statutory  criteria 

would  otherwise  warrant,  is  that  correct? 

A That's  correct. 

'Q What  would  prevent  the  Postal  Service  from  coming 
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back  to  the  Commission  at  the  end  of  the  experiment w i h  new 

rates  that  excluded  startup  costs  because  they  had  already 

been  recovered  during  the  course  of  the  experiment? 

A Well, I mean  there  is  nothing  that  absolutely 

would  prevent  the  Postal  Service  from  doing so. The  Postal 

Service  is  free  to  initiate  any  rate  changes  it  deems 

appropriate.  However,  the  Postal  Service,  as  any 

organization  would,  has  an  interest  in  maintaining  rate 

stability  where  possible,  and  then  using  that  as a principle 

in  determining  rates.  And,  you  know,  for  the  purposes  of 

this  case,  we  believe a superior  approach  would  be  to 

reflect  the  fact  that  those  are  one  time  costs  that  will 

ultimately  be  sunk  in  the  'fee  proposal  as  it  is  presented  in 

the  experiment, so that  that  will  not  be  necessary  in  the 

event  of a permanent  classification. 

Q Is  it your understanding  that,  at  the  end  of  the 

two  year  experimental  period,  the  Postal  Service  could 

continue  to  offer  Mailing  Online  as  proposed  in  this 

proceeding  without  coming to the  Commission  for  further 

action? 

A No, that's  not. 

.Q So the  Postal  Service  will  have  to  come  to  the 

Commission  at  the  end  of  the  experiment  if  it  either  wants 

to  renew  the  experiment  or  ask  for  permanent  rates? 

A That  is  my  understanding,  yes. . But I would  point 
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out  that,  again,  the  fact  that  the  Postal  Service will'be 

required  to  submit a filing  does  not  mean  that  the  Postal 

Service  will  want  that  filing  to  include a dramatic  change 

in  the  rates,  either  in a positive  or a negative  direction. 

The  Postal  Service,  as I said,  has  an  interest  in 

maintaining  rate  stability  where  possible. ,So, the  Postal 

Service  has  an  interest  in  not  presenting  rates  in  an 

experiment  that  would  have  been  dramatically  altered  in  the 

event  of a permanent  filing. 

Q Well,  if  you  propose  rates,  let's  say,  at  the  end 

of  the  experiment,  to  be  offered  on a permanent  basis,  you 

'wouldn't  necessarily  have  to  drop  the  price  dramatically, 

you  could  simply  increase  the  cost  coverage,  couldn't you, 

to  avoid  that  kind  of - -  that  rate  instability? 
A Again,  the  Postal  Service, I suppose,  can  seek  any 

cost  coverage  it  deems  appropriate  for  Mailing  Online. I 

think  there  are  some  unique  characteristics  of  this  service 

that  argue  against a high  cost  coverage. So, while I may  or 

may  not  be  the  witness  who  is  lucky  enough to recommend 

prices  in a permanent  case,  based  on  my  view  of  the  product 

and  costs,  this  is  clearly  one  in  which a high  cost  coverage 

is no't appropriate. 

Q But,  at  any  rate,  at  that  point,  at  the  end  of  the 

experiment,  the  Postal  Service  could  weigh  its  options.  It 

could  decide  to  increase  the  cost  coverage  and  maintain 
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rates  at  close  to  the  level  they  are  proposed  for  the. 

experiment,  or  it  could  reduce  them  to  reflect  the  fact  that 

startup  costs  have  been  recovered,  isn't  that  true? 

A Well,  it  could,  but  such  an  approach  would  be 

diametrically  opposite  to  the  Postal  Service's  reason  for 

developing  and  presenting  this  product. I mean  this  product 

is  designed  to  provide  more  or  less  universal  access  at a 

low  cost  to a very  large  number  of  consumers.  That  seems  to 

me  to  be  somewhat  at  odds  with a high  cost  coverage. 

Now,  again,  there  can  be  different  views  on  that, 

but  you  are  suggesting  that  the  Postal  Service  is 

unconstrained  when  it  comes  back  to  present a case  for 

permanent  classification.  My  view  is  more  that  the  way  this 

product has been  developed  provides a form  of  constraint 

that  operates  on  the  Postal  Service's  pricing  proposals  when 

we  get  to  the  point  where  we  are  filing a permanent 

classification  request. 

Q Well,  you  just  mentioned  that  one  of  the  Postal 

Service's  objectives  in  offering  Mailing  Online is to  give 

universal  access  to  this  type  of  service  at a low  price. 

If, at  the  end  of  the  experiment,  the  Postal  Service  decided 

to propose  somewhat  lower  rates  to  reflect  the  fact  that 

startup  costs  had  been  recovered,  it  would  further  that 

goal,  wouldn't  it? 

A It  would  further  that  goal,  but,  again,  at  the 
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expense  of  another  goal  of  the  Postal  Service,  which  I’also 

said  was  to  maintain  rate  stability  where  possible. NOW, I 

understand  there  is a tradeoff  involved,  and  what  we  have 

attempted  to  do  in  preparing  this  case  is  to  make  those 

tradeoffs  in  such a way  as  to  meet  both  of  those  goals  for 

the  experiment  and  in  anticipation  of a future  permanent 

classification. 

Q If  the  Postal  Service,  at  the  end  of  the 

experiment,  decided  to  maintain  rates  at  roughly  their 

present  level,  and  that  presumes  that  the  costs  would 

warrant  doing so, and  if  the  cost  coverage  happened  to  be 

higher  than  proposed  in  this  proceeding,  customers  of 

Mailing  Online,  for  the  most  part,  would  not  be  aware  that 

the  cost  coverage  that  they  would  be  paying  on a permanent 

basis  was  very  different  than  the  cost  coverage  they  were 

paying  during  the  experiment,  is  that  correct? 

A I would  imagine  the  customers  would  be  completely 

indifferent. 

Q In  the  second  paragraph  of  Part B of  Interrogatory 

52, you  state  that  it  is  unnecessary  and  unfair  to  burden 

experimental  users  of  Mailing  Online  with  costs  that  will 

provide  benefits  to  future  users  of a permanent  service,  is 

that  correct? 

A Yes. 

Q It  was  the  Postal  Service  that  chose  the  two  year 
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recovery  for  the  startup  costs,  isn't  that  correct? , 

A Well,  not  exactly. 

Two years I believe  is  the  limit  on  duration  for 

an  experiment.  That  forms a boundary  over  which  the  Postal 

Service  is  unable  to  go  when  determining  the  recovery 

period. 

If  the  Postal  Service  were  completely 

unconstrained  in  setting a recovery  period  it  would  not  have 

been  two  years. 

Q Is  the  Postal  Senrice  certain  that  it  would  have 

been  improper  to  estimate  the  useful  life  of  the  hardware, 

the  software,  the  network  that's  involved  in  offering  MOL 

both  as an experiment  and  eventually a permanent  service  and 

then  pro-rating  those  costs  over  the  useful  life  as  opposed 

to  the  two  year  experimental  period? 

A I am  not, I don't  pretend  to  be  an  expert  in 

costing.  I'll  say  that  in  my  view  that  is a more  rational 

approach  to  allocating  those  costs.  However,  because  the 

Postal  Service  knew  it  was  operating  under a two  year  time 

constraint I don't  believe  those  calculations  were  ever 

done,  because  they  were  not  deemed a candidate  for 

consideration. 

Q I know  you  are  not a lawyer.  Were  you  under  the 

impression  that  there  was a legal  impediment  to  depreciating 

the  equipment  over  its  useful  life? 
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A I was  the  witness  in  the  packaging  service  case. 

I know  what  happened  in  that  decision. 

The  Postal  Service,  you  know,  while  it  may  not  see 

eye  to  eye  with  the  Commission  in  every  respect  is  not 

likely  to  send  over a proposal  that  it  knows  is,  for  lack of . 

a better  term,  dead  on  arrival. 

Q I am  going  to  frankly  admit  that I am  not  that 

familiar  with  the  details  of  the  provisional  packaging  case. 

Did  the  Postal  Service  propose a two  year  recovery  period 

during  that  case  also? 

A I believe  the  recovery  period  that  was  proposed 

was  five  years. 

MS.  DREIFUSS:  Okay. I have  no  further  questions. 

COMMISSIONER  LeBLANC:  Thank  you,  Ms.  Dreifuss. 

Mr.  Wiggins? 

MR.  WIGGINS:  Thank you, Mr.  Presiding  Officer. 

CROSS  EXAMINATION 

BY  MR.  WIGGINS: 

Q Mr.  Plunkett, I am  Frank  Wiggins  here  for - -  
A I remember. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins,  you  are  going 

to  have  to  pull  your  mike a little  closer,  if  you  will, 

please. 

THE WITNESS:  Certainly. 

COMMISSIONER  LeBLANC:  Thank  you. 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 I 

(202) 842-0034 



7 7 6  

a, 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 
1803 

BY MR. WIGGINS: z 

Q In talking  with Ms. Dreifuss,  you  responded  to  one 
of  her  questions  by  saying  that  the  Postal  Service's 

ambition  for  the  MOL  service  was  to  provide  access  to  the 

service  to a very  large  number - -  I think  were  your  precise 
words -- of  customers.  Did I get  that  right? 

A Well,  yes,  although I don't  think  ambition  was  my 

exact  word  but - -  
Q No - -  very  large  number.  ,Those  are  your - -  
A I think  that's  correct. 

Q - -  your  exact  words. Do you  have  an  estimation of 
that  number,  that  very  large  number? 

A I don't,  no. I .mean  the  testimony  of  Witness 

Rothschild  contains  information  about  the  number  and  types 

of  customers  who  might  be  candidates  for  use  of  Mailing 

Online. I don't  offhand  recall  what  those  were. 

Q Do you  yourself  have  an  expectation  that a very 

large  number  of  customers  will  have  recourse  to  Mailing 

On1  ine? 

A Well,  the  product  has  been  developed  and  designed 

in  such  as  way  that  by  definition  millions  of  customers  will. 

have'hccess  to  the  service.  If  they  choose  to  use  it  is 

another  matter. 

Q It  is  that  latter  point  that I am  questing  after 

and  maybe I have  not  said  it  clearly. 
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Do you  have  an  expectation  of  how  many  people'will 

take  advantage  of  Mailing  Online? 

A Well,  no.  That  is  why  we  are  conducting  this 

experiment,  to try to  get a better  idea  of  how  responsive 

customers  are  going  to  be  to  this  product.  We  don't  know 

the  answer  to  that  yet. 

Q And  you  personally  don't  have  any  belief,  is  that 

right? 

A Well, I think - -  I mean I am  comfortable  with  the 
volume  projections  contained  in  Witness  Rothschild's 

testimony  that  have  been  used  in  this  case  as  providing  an 

estimate,  but  as I have  said,  we  are  conducting  this 

experiment  to  in  effect  validate  that  estimate  and  to 

determine  whether  or  not it is  close  enough  to  what  will 

actually  happen to make  this a viable  product. 

Q Have a look at  your  revised  answer  to OCA Number 

10, would  you,  please - -  number 10 to  you, T5-10. 
A I have  it. 

Q In  the  question  itself it recites  fixed 

information  system  costs  current  at  the  time  that  the 

question  was  asked of $2,285,697. 

In  your  response  you  corrected  that  to $2,283,697. 

Do you  recall  that? 

A It doesn't  show  up  here  because  this  is  the 

revised  version. 
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Q I don't  have  the  earlier  version. 

A Subject  to  check,  I'll - -  
Q Subject  to  check. 

A 1'11  accept  that,  sure. 

Q And  in  your  revised  answer,  you  say  that  the 

one-time  information  system  costs  are  now $11.1 million,  is 

that  right? 

A I believe  that's  the number-in Witness  Lim's 

testimony,  yes. 

Q So that  the  in  fixed  information  system  costs  have 

increased  by a factor  of  many  times? 

A Roughly  five-fold. 

Q A little  bit  less  than  five,  by  my  count. Do you 

know  what  caused  that  change? 

A My  understanding  is  there  was  essentially  an 

extensive  redesign  of  the  information  systems  architecture 

needed  to  support  Mailing  Online  and  that  required a 

re-evaluation  of  the  costs  associated  with  that 

architecture. 

Q And  this $11.1 million  is  not  by  your  rate  design 

recovered  in  the 25 percent  markup,  is  that  right? 

-x No. It  is  recovered  through  the 25 percent 

markup. 

Q Is  it  marked  up? 

A Those  costs  are  not  marked  up on a per  unit  basis 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202) 842-0034 

7 7 8  



779  

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1806 

but  are  recovered  through  the  markup. , 

Q And  say  again  for me,  you  talked  with Ms. Dreifuss 

about  it a little  bit,  why  you  think  it  appropriate  not to 

mark  up  that  number. 

A This  will  require a somewhat  lengthy  response. I 

mean  there  are a number of reasons  and I have  attempted  to 

put  them  into  this  interrogatory  response. 

The  most  immediate  is  that  these  are  one  time 

costs.  Fixed  costs,  as  they  are  generally  used  in  postal 

ratemaking,  are  recurring,  fixed  costs.  They  don't  vary 

with  volume  but  they  reappear  every  year  and  therefore  it 

can  be  considered  an  ongoing  portion  of  the  costs  of a 

particular  service. 

These  costs  are  different.  They  are  one-time 

costs.  After  the  experiment  if  we  were to file a case, 

those  costs  would  be  absent  from  the  Postal  Service's 

proposals  if  they  are  based  on a prospective  test  year.  As 

such,  they  would  be  completely  excluded  from  consideration 

in  determining a cost  coverage. 

In  my  opinion  that  argues  for  excluding  them  in 

developing  fees  in  this  case. 
9 Another  feature  of  this  case  in  particular  is  that 

a significant  portion of the  total  costs  are  directly  passed 

from  private  businesses  through  the  Postal  Service  on  to 

customers. I presented a revised  attachment  to  this 
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interrogatory  that  shows a net  contribution  for  Mailing 

Online  of $48 million.  That  number  is  calculated  by 

subtracting  the  total  costs  of $194 million  from  projected 

revenues  of $243 million. 

Another  way  you  can  look  at  those  costs  and 

revenues  is  by  looking  'solely  at  the  Postal  Service's 

portion.  The  direct  costs  paid  to  printers  are  roughly $170 

million.  Now  if  you  subtract  that  number  out  of  both  sides 

or  out  of  both  the  enumerator  and  denominator  and 

calculating a cost  coverage,  what  you  find  out  is  that  the 

Postal  Service  gets  about $68 million  in  revenue  that  it 

doesn't  have  to  pass  on  to  its  printers. 

d >  

I 

To produce  that  revenue  the  Postal  Service  is 

incurring  approximately $ 2 2  million  in  direct  costs. 

If  you  compare  those  numbers,  there's  roughly a 

three-to-one  ratio of the  revenues  that  will  accrue  to  the 

Postal  Service  and  the  direct  costs  borne  by  the  Postal 

Service. To my  mind  that  argues  for a lower  cost  coverage 

in  this  case  because  when  you  mark  up  the  printer  costs,. 

none  of  that  money  goes  to  the  printers.  All  of  that  money 

goes  to  the  Postal  Service,  but  because  the  Postal  Service 

is  not  bearing  any  of  those  costs,  essentially  that 

incremental  revenue  has  an  infinite  effective  cost  coverage. 

Q Does  the  Postal  Service  buy  transportation  from 

non-Postal  Service  entities? 
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A Certainly. 

Q And  wouldn't  the  argument  that  you  have  just 

voiced  to  me  apply  equally  to  the  amounts  of  money  that  the 

Postal  Service  pays  to  trucking  firms? 

A Well, I mean I haven't  looked  at  every  single 

product  which  contractha  portion of the  costs,  but  I'd 

venture a guess  to  say  that  in  no  other  case  do  those 

contracted  costs  consume  such a huge  proportion of the  total 

as they do in  this  case. 

4 f -  

Q So it  is  not a matter of principle  here  but  of 

magnitude,  is  that  right? 

A Not  exactly.  I'd  just  say  that  the  principle  in 

this  case,  even  if  it  is  generally  applicable,  becomes  more 

of  an  issue  because of the  magnitude of the  contracted  costs 

in  this  case.  You  can  apply - -  I supgose you could  do  the 
same  sort  of  calculation fo r  any  product,  but I don't  think 

you  would  produce  such a startling  result  for  any  other 

product as  you  would  in  this  case. 

Q You  responded  in  sub-part - -  what  is  now  labelled 
as E-5 on page 7 of 7 - -  

A Is this OCA-52? 

x? OCA-52, correct. 

A Okay. 

0 That - -  and  let  me  just - -  you  talked  with Ms. 

Dreifuss  about  this  and I thought I understood  it  but  you 
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made  me  confused. 
, 

If  one  included  the $11.1 million  of  fixed 

information  service  costs  in  the  calculation  of  attributable 

costs  and  kept  the  revenues  at  the  level  that  you  have 

projected  them  to  be,  the  effective  cost  coverage  would  be 

118.2 percent,  is  that  right? 

A That  was  the  intended  meaning of that  response. 

That's  correct. 

Q Okay. SO that  if  it  were  appropriate  to  include 

that,  Contrary  to - -  I mean  you  have  explained  why  you  think 
it  not  appropriate,  but  were  the  Commission  to  feel 

otherwise  and  determine  that  it  was  appropriate  to  include 

those  Costs  in  the  amounts  to  be  marked  up,  if  revenue  were 

not  increased,  the  coverage  would  be  as  you  have  calculated 

here? 

A But  if  you  included  those  in  the  costs  to be 

marked up, then  the  revenue  would  increase. 

Q Okay.  And  what  would  happen  in  that  case  is  that 

the  price  of  the  product  would  go  up,  is  that  correct? 

A Sure.  On a per  unit  basis,  that's  correct. 

Q Sure.  Because  you  are  going  to be charging - -  you 
are  timrking up the  amount  by 25 percent,  it  goes  straight  to 

the  customer. 

A Well,  you  are  spreading  that $11 million  Over a 

fixed  number  of  units  and  that  will  have  .a  small,  but,  yeah, 
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non-trivial  per  unit  impact  on  the  costs  and,  therefore,  the 

revenues  generated. 

Q Right.  You  have  said  to  me that-the fixed 

information  service  costs  go  up - -  have  gone  up  in  the  time 
in  between  the  filing  of  this  case  and  the  time  of  your 

revised  response  to  the OCA Number 10, it  went  up  by a 

factor  of  roughly  five  times. 

A Yes. 

Q You  had a colloquy  with  Chairman  Gleiman  the  last 

time  you  were  on  the  stand,  and  this  is  at  Volume 2, page 

686, in  which  you  say,  in  response  to a question of his, 

llSo, since  this  project  is  less  subject  to  having  its 

contribution  eroded  by  increases  in  costs  over  time,  it  is 

for  that  reason,"  and  perhaps  for  some  reasons,  sfless 

necessary  to  have a higher  mark-up  than  would  otherwise  be 

the  case." Do you  remember  that,  would  you  like  to  look  at 

it? 

A No, I remember  it. 

Q Okay. Do you  have  the  same  confidence  today, 

having  seen a five-fold  increase  in  the  costs  of  fixed 

information  services? 

-*A I think,  if  anything,  that  the  effect  of  that 

increase  proves  the  point I was  trying  to  make  in  that 

instance.  When I made  that  remark, I certainly  didn't 

anticipate a five-fold  increase  in  the  fixed  costs 
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associated  with  the  products,  and,  yet,  even  with  that;  you 

know,  huge  increase  in  the  fixed  costs,  the  product  will 

easily  recover  those  costs.  And I would  also  point  out  what 

I consider to be a central  point  in  that  colloquy  is I said 

over  time.  And  what I was  referring  to  is  the  fact  that 

over  time - -  well,  over  time  these  fixed  costs  disappear. 
But  over  time,  the  variable  costs  are  subject  to 

change.  The  Postal  Service  will  enter  into  new  agreements 

with  new  printers,  and  those  will  have  an  unpredictable 

effect  on  the  variable  costs  of  the  service,  but,  as  we  have 

structured  the  fee  proposal,  when  that  happens,  revenues 

will  be  adjusted  accordingly,  and,  therefore,  the  cost 

coverage  will  not  be  eroded. 

Q And  you  say  that  the  fixed  costs  will  disappear. 

What  we  have  seen  is  something  dramatically  different  from 

that.  What  we  have  seen  is  that  the  fixed  costs  have 

increased  dramatically. 

A Those  are  one  time  costs.  In  two  years,  if  we 

come  back  with a permanent  case,  based on a prospective  test 

year,  those  costs  will  not  form a part  of  that  case.  Those 

costs  will  have,  in  effect,  disappeared. 

-’ Q Sure, I understand  that  two  years  down  the  road. 

But  what  about  another  six  months  down  the  road?  Could  this 

happen  again?  Might  it  be 66 or 55 million  instead  of 11, 

as  it  once  was 2-1/2 and  is  now 11? 
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A Well, I mean  we  are  at  the  point  now  where  afiy 

substantive  changes  in  the  system  architecture  would  have a 

devastating  effect  on  our  ability  to  provide  the  service 

when  it  is  intended  to  be  provided. So I can't  believe 

there  will  be  any  substantive  changes  in  the  system 

architecture  between  now  and  the  implementation  of a 

nationwide  service. 

Q But  wasn't  that  also  the  case  when  you  had  fixed 

information  system  costs  of $2.3 million? 

A No, I don't  think so. I mean I think  those  were 

the  best  estimate  that  Witness  Stirewalt  could  make  at  the 

time,  but  at  that  time,  almost  none of the  costs  were known 

and,  you  know,  they  were  still  working  on  developing a 

system.  Now,  most  of  that  development  work  has  progressed 

to the  point  where  more  of  that  costs  are  known  absolutely 

and  the  portion  that  is  not  known  can  be  predicted  with, I 

would  suspect, a much  higher  degree  of  reliability  than  was 

possible  six  months  ago. 

Q So you  didn't  know  what you were  talking  about 

when  you  said  the  costs  were $2.3 million? 

A That  was  the  best  estimate I had  to  work  with  at 

the  time. 

Q And  what - -  say  again  for  me,  what  changed? 
A In  the  interim  period  there  has  been a 

reevaluation of the  technical  requirements  of  the  system 
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such  that a redesign  of  the  system  architecture  was 

necessary.  Based on those  changes,  new  cost  estimates  were 

developed.  As I mentioned a few  minutes  ago,  we  have  gotten 

to  the  point  now  where a similar  reevaluation  can't  really 

take  place  without  placing  the  future  or  the  near-term 

future  of  the  product  in  jeopardy, so there  won't  be  changes 

of  that  magnitude  again  during  this  experiment. I mean I 

probably  shouldn't  say  absolutely  there  can't be, I am  not 

the  policy  witness,  and I don't  work  for  New  Businesses,  but 

it  is  hard  for  me  to  believe  they  would  countenance  such a 

change  at  this  point  in  the  development  of  the  product. 

Q Well,  and  you  are  not a systems  design  guy  either, 

right? 

A Certainly  not. 

Q So you  aren't  able to make  an  independent 

evaluation  of  the  likelihood  or  improbability  of,  once  the 

nationwide  experiment  gets  underway,  somebody  discovering 

another  systemic  flaw  that  requires  another  massive  systemic 

revision,  are  you? 

MR. HOLLIES:  Objection,  there  is  no  foundation 

for  that  question  that  there  was a massive  flaw. 

THE  WITNESS:  That's  what I was  about  to  say. 

BY MR. WIGGINS: 

Q Well,  let  me  ask  the  witness  one  more  time. Do 

you  understand  what  changed  that  required,the  movement  from 
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A Well,  as  you  just  pointed  out, I am  not  an 

information  systems  person,  but,  in  general  terms, I 

understand.  My  understanding  is  as  the  test  was  in  its 

early  stages,  the  people  responsible  for  developing  the 

system,  based  on  information  they  were  collecting  at  the 

time,  determined  that  in  order  to  meet  the  needs  of a large 

number of simultaneous  users  and  provide  the  type of service 

we  thought  was  necessary  to  provide,  they  had  to  redesign 

the  system  architecture  and  change,  you  know,  the  planned 

equipment  purchases  necessary  to  do so. 

And  as I also  pointed  out,  we  are  past  the  point 

where  that  can  really  be  done  again.  We  are  anticipating a 

conclusion  to  this  case  sometime  in  the  next  five  or  six 

months,  at  which  time  the  Postal  Service  will  need  to  be 

ready  to  implement a system. It is  too  late  to  make  massive 

changes  to a system  that  has  just  been  redesign, c c a  nd  expect 

to  be  able  to  do  that. 

Q Is  it  fair  to  say,  in  your  understanding,  and I 

appreciate  it  is  not a technical  understanding,  that  in 

between  the  time  of  the $2.3 million  estimate  and  the $11 

million  estimate,  somebody  figured  out  that  the $2.3 million 

system  wasn't  going  to  work, or wasn't  going  to  work  up  to 

your  requirements  in  terms of speed  and  access  and  such 
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1 like? 

7 8 8  

2 A I mean  that  is a more  specific  kind of question 

3 that  maybe  Witness  Lim  would  be  better  positioned  to  answer 

4 than I am. I didn't  speak  directly  with  any of the 

9 

10 

11 

12 

development  team  working  on  the  product,  and I can't  say 

that  they  determined  something  was  wrong  or  that  it  wouldn't 

work,  and I am  not  able  to  answer  that  question. 

Q Well,  do  you  think  they  just  determined  they 

wanted  to  spend  more  money? 

A I don't  know  why  they  would.  But I don't  know 

what  they  determined, I wasn't  party  to  those  meetings  or  to 

those  conversations,  or  to  those  decisions. 

13 Q Is  it  equally  the  case  that  you  don't  have  any 

14 reason  to  repose  confidence  in  the  conclusion  that  the $11 

15 million  system  will  work? Do you  have a sense of that? 

16 A My  role  in  this  case  is  not  to  evaluate  the 

17 appropriateness  of  the  system  architecture.  We  hired  an 

18 expert  witness  to  do  that  for  us.  That  is  not  my  job  there. 

19 Q And  it  proved  out  to  be  true - -  you  say  that  it is 

20 too  late  now  to  do  another  massive  redesign  of  the  system, 

21 correct? 

22 . A  If  we  hope  to  implement  the  product  on  the 

23 timetable  we  anticipate,  it  seems  to  me  it  is  too  late. 

24 Q So what  happens  in  economic  terms  if  the  system  is 

25 brought  online  nationwide  and  it  doesn't  work? 
I 
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A I don't  know  what  you  mean  by  in  economic teks. 

If the  system  doesn't  work,  customers  will  attempt  to  use 

and  will  become  frustrated  by  it,  and  many  of  them  will  not 

return.  There  is  no - -  you  know,  if  there  is  an  economic 
term  for  that,  it  escapes  me  right  now. 

Q Well,  it  is  called  failure,  isn't  it? 

A Well, I didn't  know  that  had a precise  economic 

meaning,  but - -  
Q It  does  now. 

A That  is a term  you  could  use. 

Q Okay.  And  what  happens  to  the $11 million  if 

there  is  such  failure? 

A Well,  that  is a question  that I can't  answer. I 

mean I don't  know  to  what  extent  that  equipment  could  be 

used  for  other  products  that  might  not  fail.  It  is 

impossible  for  me  to  answer  that  question. 

Q To the  extent  that  there's Si1 million  worth  of 

stuff - -  the  software  can't  be  used  for  anything  else, 
right,  you  know  that? 

A No, I don't  know  that. I mean  some  of  that 

software  is  off  the  shelf  software  that  may  have  other  uses 

I don't know  the  answer  to  that  question. 

Q The  Wordperfect  software,  for  example,  could  be 

used  other  places? 

A Well,  not  just  that, I mean I believe  there's 
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address  maintenance  software  that  has  other  applications. 

YOU  know,  most of what  we  are  talking  about  are  computers 

and  associated  hardware  which  can  be  used  for  almost 

anything.  It  is  not  clear  to  me  that if, for  some  reason, 

Mailing  Online  did  not  go  forward,  that  that  money  is  just 

gone. I mean  that  equipment  probably  has  many  uses  that 

have  nothing  whatsoever  to  do  with  this  case. 

Q Have  you  investigated  those  uses? 

A No, I am  confident  that  the  product  will  go 

forward  when  it  is  expected  and  that  there  will  no  need  for 

us  to  look  for  other  uses. 

Q But  to  the  extent  that  those  component  parts  of 

Mailing  Online  don't  have  comfortable  other  uses  within  the 

Postal  Service,  that  portion  of  the $11 million  will  have  to 

be  borne  by  other  users  of  Postal  Service  products,  is  that 

your  understanding? 

A Well,  again,  this is - -  you are  asking a 
hypothetical  question  about  something  that I haven't  spent 

any  time  considering.  But I will  say  this, I mean  the 

Postal  Service  is  certain  that  its  customers  need,  want  and 

expect  to  have  access to Postal  services  via  the  Internet, 

and  whether  it  is  Mailing  Online or some  other  forum,  there 

will be a product  that  meets  those  needs. 

Now,  can I say  with  absolute  certainty  that,  in 

the  situation  you  have  posed,  that, you  know, equipment  that 
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is  not  usable by Mailing  Online  could  not  be  used  by  some 

such  product,  that is not  knowable  to  me.  But I will  say 

without  hesitation  that  there  will  be a product  that  seeks 

to  meet  those  customer  needs,  whether  it  is  this  one  or  some 

other  one  down  the  road. 

Q There  is a product  out  there  on  the  market  today 

that  provides  some  of  the  services  at  least  that  Mailing 

Online  will  provide,  is  there  not? 

A There  are  probably  more  than  one. 

Q Are  you  familiar  with  the  Pitney-Bowes  product? 

A In  general  terms. I have  never  used  it  and 

haven't  really  looked  at  it,  but I know  that  they  have  one. 

Q So that  the  world  will  not  be  an  absolutely  poorer 

place  in  terms  of  Internet  hybrid  mail  service  if  the  Postal 

Service  doesn't  provide  Mailing  Online? 

MR. HOLLIES:  Objection.  Having  established  that 

this  is  beyond  the  competence  of  the  witness  and  beyond  the 

scope  of  his  testimony,  counsel is proceeding  to  inquire 

further  and I object. 

MR. WIGGINS: I am  trying  to  understand  the  extent 

of  his  knowledge,  Mr.  Presiding  Officer. 
I COMMISSIONER  LeBLANC:  Mr.  Plunkett, I am  little 

unclear of the  extent of your  knowledge  right  now. 

THE  WITNESS:  Me,  too. 

COMMISSIONER  LeBLANC: So I am  going  to  overrule 
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the  objection. Try to  answer  to  the  best  of  your  ability  at 

this  particular  point.  Don't  get  into  the  legal 

technicalities.  Just  stick  with  the  technical  aspects  that 

you  have  talked  about  because  you  have  talked  about 

technical  issues  here.  You  have  talked  about a lot of 

things, so stick  with  that. 

THE WITNESS: I mean if you  are  asking  do I think 

that  the  world  would  be a poorer  place  absent  Mailing 

Online,  well, I mean I don't  want to get  too  dramatic  but I 

think  it  would  be.  Mailing  Online  seeks  to  serve a 

different  set  of  customers  with  different  needs  than  the 

product  that  Pitney  Bowes  offers. 

Now  if  those  customers  did  not  have  Mailing 

Online,  some of them  might  turn  out  to  be  satisfied  by 

Pitney  Bowes'  product  or  some  competing  product,  but  my 

belief  is  that a significant  number  would  not  be  and  would 

therefore  be  worse  off. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins, I think  that 

is a fair  answer  and  we  need  to  move  it  on  now. 

MR. WIGGINS:  Absolutely,  Mr.  Presiding  Officer. 

BY MR. WIGGINS: 

Q You  explained  in  an  answer  to  an  earlier  question 

of  mine or perhaps  it  was  Ms.  Dreifuss's  question  how  one 

would  calculate  the  overall  contribution of Mailing  Online 

to  the  Postal  Service,  do  you  recall  that? 
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A Uh-huh.  Yes, I do.  Sorry. I 

Q That  calculation  is  vitally  .dependent  on  the 

volume  of  Mailing  Online  usage,  isn't  it? - 

A Well,  it is affected  by  it,  certainly. 

Q Well,  if  volume  were  significantly  smaller  than 

what  is  projected,  the  contribution  would  be  significantly 

less,  isn't  that  right? 

A Well,  in  absolute  terms,  yes. 

Q And  there  is  some  point  that  we  could  calculate  at 

which  the  volume  would  not  be  sufficient  to  defray  the $11 

million  in  fixed  information  service  costs,  isn't  that 

right? 

A Well,  of  course. 

Q Theoretically. 

A Sure. 

Q Yes,  and  do  you  have - -  are  you  confident  that  the 
volumes  will  not  fall  to  that  level? 

A Yes. 

Q And  what  is  the  basis  for  that  confidence? 

A Well,  the  only  quantifiable  or  verifiable  basis I 

have  is  the  work  done  by  Witness  Rothschild  that  formed  the 

basis  for  the  volume  and  revenue  projections,in  this  case. 

I have  not  seen  anything  that  would  make  me  think 

those  are  overly  optimistic or overly  pessimistic  and  until 

we  have  had  some  experience  in  the  experiment I would  be 
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reluctant  to  question  those  estimates. 

Q Do you  know  whether  the  price  points  used  in Ms. 

Rothschild's  survey  were  the  same  as  or  very  closely  similar 

to  the  price  points  at  which  the  service  is  being  offered 

today? 

MR. HOLLIES:  Objection.  We  are  straying  rather 

far  from  the  scope of this  witness's  testimony.  Witness 

Rothschild's  estimates  and  their  validity  were  the  subject 

Of previous  hearings.  Witness  Rothschild  is  not  here  today, 

is  not  scheduled  to  be  here  today. 

Moreover,  Witness  Rothschild's  estimates  in  no 

sense  played a part  in  the  material  filed  by  this  witness  on 

January 14, which  is  the  subject  of  these  hearings. 

MR. WIGGINS: I asked  only  whether  he  was - -  he 
had  knowledge,  Mr.  Presiding  Officer.  He  said  he  relied 

on - -  the  only  basis  for  his  confidence  in  volume  is Ms. 

Rothschild,  and I am  just  asking  him  if  he  is  familiar  with 

one  aspect  of  her  survey.  It's a yes  or  no  question. 

COMMISSIONER  LeBLANC:  In  your  response  you  did 

reference Ms. Rothschild's  testimony  that  you  are - -  excuse 
me,  not  her  testimony  but - -  yes,  her  testimony  that  you 

relied on  it, did  you  not? 

THE WITNESS:  In  my  verbal  response? 

COMMISSIONER  LeBLANC:  Yes. 

THE WITNESS:  Yes, I did. 
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COMMISSIONER  LeBLANC: So in my opinion,  1et"s 

answer  this  either  with a yes  or a no  at  this  point  and 

we'll  move  this  on. 

THE WITNESS:  Could  you  repeat  the  question? 

MR. WIGGINS:  Sure. 

COMMISSIONER  LeBLANC: Do you  want  it  read  back  or 

can  you  repeat  it? 

MR. WIGGINS: I can  say  it. I can't  promise  it 

will  be  exactly  the  same  but  it  will  be  close. 

BY MR. WIGGINS: 

Q Are  you  aware  of  the  fact  that  the  price  points 

used  in  the  Rothschild  survey  were  different  from  the  prices 

at  which  the  service  is  being  offered  today? 

A Well, I mean  there  are  possibly a number of 

reasons for that. . I mean  Witness  Rothschild  was  asked  to 

estimate  an  average  price.  What  we  have  right  now  is  one 

printer.  Ultimately  we  will  have  on  the  order  of 20 

printers  and  that  one  is  unlikely  to  be  representative  of 

the  average  when  we  have a nationwide  service, so I don't 

know  that  Witness  Rothschild's  price  points  are - -  I don't 
know  that  the  existing  prices  we  are  using  in  the  market 

test"are a valid  point  of  comparison  with  Witness 

Rothschild's  price  points. 

Q But  it's  the  prices  that  you  are  using  in  the 

market testr and  will  be  using  if  you  have  your  way  in  the 
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experiment  that  will  determine  volume,  isn't  that  right? 

A That's  right,  but  when  we  are  into  the  experiment 

we  will  have  between 10 and 15 printers  and  that  one  printer 

we  have  now  will  be a relatively  small  subset  of  the 

printing  work  that  will  be  done  for  Mailing  Online  during 

the  experiment,  and  again,  it  is  not  clear  to  me  that  the 

single  printer  that  we  have  now  is  more  representative  of 

what  the  average  will  be  than  Witness  Rothschild's  price 

points, so I would  not  change  my  opinion  based  on  experience 

with a single  printer  until  we  have  gone  farther  into  the 

experiment  and  contracted  with  some  other  providers. 

Q In  your  answer,  and I am  again  looking  at OCA 

Number 52 to  you - -  do  you  have  that? 

A Yes, I do. 

Q In  subpart  (c)  (ii) - -  up  at  the  top  of  page 7 of 
7 - -  

A Yes. 

Q - -  you  say  "Your  fee  proposal  marks  up  printer 

costs,  which  are  similar  to  marginal  costs."  Can  you 

explain  that  to  me?  What  do  you  mean  by  that? 

A Well,  the  printer  costs  stipulate  an  exact  per 

unit"charge  to  the  Postal  Service  for  every  type  of  document 

that  they  will  be  called  upon  to  print, so at  the  margin 

that  is  exactly  what  one  of  those  units  costs  the  Postal 

Service, so they  are  therefore  the  marginal  costs of 
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providing  the  service. 

Q And  variable  information  system  costs -- I take  it 
you  are  saying  which  are  roughly  equivalent  to  average 

marginal  costs? 

A Right. 

Q Explain  to  me  your  understanding  of  the  difference 

between  marginal  costs  and  average  marginal  costs? 

A If I had  it  to do over  again, I would  probably 

just  say  average  costs  but I mean  essentially  information 

systems  costs  are  variable  but  they  are  not  variable on a 

per  unit  basis so to  estimate  what  the  per  unit  variable 

information  systems  costs  are  we  project  what  those 

information  systems  costs  will  be  and  divide  by  the 

projected  volume  and  in  this  case  impressions,  and  from  that 

produce  an  average  variable  information  systems  cost  per 

unit. 

Q When  you  say  that  variable  information  systems 

costs  do  not  vary  by  unit,  can you explain  your  thinking  on 

that  for  me? 

A Sure.  If a customer  orders 100 pieces  of  Mailing 

Online  volume,  they  will  pay  the  printer a specific 

amom't - -  let s call  it "x. If  that  same  customer  instead 

ordered 200 pieces  through  Mailing  Online,  they  would  pay 

the  printer I I ~ X ' ~  - -  those  costs  vary  directly  in  proportion 
with  volume.  Well,  that 100 piece  change  in  that  customer's 
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order  probably  has no measurable  impact  on  the  information 

systems  costs  that  accrue  to  the  Postal  Service  in  that 

case. 

However,  for  the  purposes  of  pricing  the  product, 

we  have  estimated  what  on  average  the  information  costs 

associated  with a Mailing  Online  impression  will  be  and  have 

structured  the  fee  proposal  based  on  that  average. 

Does  that  help  to  clarify? 

Q Well, I am  not  sure I fully  understand  it.  Yes, 

clarifies  your  thinking. I am  not  sure I agree  with  you. 

The  movement  from 100 to 200 pieces  causes,  for 

example,  doesn't  it  the  requirement of more  computer  storage 

capacity?  If  it  is a nonmerge  piece,  you  are  going  to  have 

to  store  in  the  mind of your  machine 200 documents  rather 

than 100 documents,  are  you  not? 

A I don't  believe  that  is  the  case,  but I am  not  an 

expert  on  how  the  system  works  technically. 

You said  an  additional 100 pieces  of a nonmerged 

document? 

Q That's  correct. 

A No. I don't  believe  you  store - -  I don't  believe 

you  Store  twice as many  copies,  but I am  not  certain. I 

mean  its a single  document  that  would  get  printed 200 times 

instead of 100 times. 

Q No, no.  By  nonmerged I mean  that  instead  of 
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having a mailing  list  file  and a document  file  you ha&  only 

a document  file. 

A Well,  you  have  to  have a mailing  list  file 

Q . Is  that  your  understanding? 

A I believe  that  is  the  case. 

Q In  an  answer  provided  by  Witness  Seckar  to  an OCA 

Interrogatory T2-20, he  was  asked  whether  the  unit 

attributable  information  system  cost  for  MOL  including 

startup  costs  would  be .0041 dollars,  or -41 cents. 

MR. HOLLIES:  Excuse  me.  Could  you  tell  me  which 

one  that  is  again  please? 

MR.  WIGGINS: Yes.  It's T2-20. 

MR.  HOLLIES: Propounded  by? 

MR. WIGGINS: The OCA. 

MR.  HOLLIES: Thank  you. 

MR. WIGGINS: And  the  question  sort of asks 

shouldn't  that  be  the  amount  that  is  recovered  per 

impression.  He  answered:  Moreover,  this  presentation of 

costs  is  not  meant  to  suggest  that  one  pricing  method  or 

another  should  be  undertaken.  Such a decision  is  better 

made  by  Witness  Plunkett. 
> BY MR. WIGGINS: 

Q What do you  think,  Witness  Plunkett?  Would  it  be 

better  to  charge .41 cents  per  impression  than  the -1 cent 

that  is  the  formal  proposal  of  the  Postal  Service? 
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be  economically  better? 

A No, it  would  be  worse. 

Q Why  is  that? 

A Well,  for  the  reasons  I've  presented  in  my  revised 

responses.  In  this  case,  again  those  are  one-time  in  effect 

startup  costs  to  the  Service,  and  I've  spent a good  portion 

of the  last  hour  explaining  why I don't  think  it's 

appropriate  in  this  case  to  mark  tho,se  up. 

Q I'm  sorry.  Maybe I didn't  make  myself  clear.  I'm 

not  talking  about  marking  them  up.  I'm  talking  about 

changing  the  per-impression  cost.  You've  advocated - -  
A If  you  do  that,  given  our  pricing  proposal,  you 

would  be  marking  them  up. 

Q Your  testimony  is  that  the  .l-cent-per-impression 

fee - -  you  still  advocate  that,  don't  you? 
A That's  the  proposal;  yes. 

Q Do you  advocate  it? 

A Yes,  that's  our  proposal. 

Q Okay.  And  that  is  meant  to  cover  the  fixed 

information  system  cost;  correct? 

"A It's  meant  to  provide  sufficient  revenue  to 

recover  all  the  costs  associated  with  Mailing  Online;  yes. 

Q Well,  no,  no.  The  .1  cents  doesn't  recover  all 

the  costs  associated  with  Mailing Online.. It  recovers a 
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particular  category  of  cost,  does  it  not? , 

A It  represents a particular  category  of  costs,  but 

that  per-unit  charge  in  addition - -  in  combination  with  the 
other  portions  of  the  fee,  for  lack  of a better  term - -  is 
intended  to  provide  sufficient  revenue  to  recover  all  the 

costs  associated  with  Mailing  Online.. 

Q Isn't  it  your  testimony  that  that  is  designed  to 

recover  the  fixed  information  service  cost? 

A Could  you  repeat  that? . 

Q Sure.  Isn't  it  your  testimony  that  the 

-1-cent-per-impression  fee  is  meant  to  recover  fixed 

information  system  cost? 

A No, it's  not. 

Q It's  just - -  what's  the  purpose  for  that .1 cents? 
Where  did  you  find  that  number? 

A In  Witness  Seckar's  original  testimony,  he 

estimated  the  per-impression  variable  information  systems 

costs  to  be I believe  six  lOOths  of a cent.  In  my  fee 

proposal I was  seeking a way  to  include  those  costs  in  the 

fee.  Since  we  were  basing  our  fees  on  the  printer  costs 

times a markup, I determined  the  best  way  to  do  that  was  to 

incluae a per-impression  charge  on  top  of  the  printer 

charges. To conform  with  existing  convention, I rounded 

Witness  Seckar's  six  lOOths  of a cent  up  to  one-tenth  of a 

cent  and  assessed  one-tenth  of a cent  per-impression  charge 
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in  calculating  the  fees  for  the  service. , 

Q I'm sorry. I misspoke - -  
A But  they  were  not  intended  to  recover  fixed 

information  costs  per  se. 

Q I'm  sorry. I misspoke,  and I - -  if I confused 
you, I apologize. I said  "fixed,  and I meant  '#variable. 

Is the .1 cents  in  the  proposal  intended  to  cover  variable 

information  system  costs? 

A In  effect,  yes.  I'm  not  sure I would  describe  it 

in  that  way,  but, I mean,  that's  the  general  effect  of 

having  that  fee  in  there. 

Q And  you  say  that  you  got  there  by  looking  at 

Witness  Seckar's  calculation  of  the  cost  of  variable 

information  systems  at .06 cents  per  impression. 

A -006. 

Q -006 dollars - -  
A You're  right. 

Q .6 cents;  correct? 

A Yes,  you're  right. 

Q -6 cents. 

A That's  right 

-Q Six-tenths  of a cent.  And  is  that  still  the  best 

available  estimate  of  those  costs? 

A Well,  Witness  Seckar  revised  those  estimates  in a 

recent  filing. 
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MR. HOLLIES:  Excuse  me,  Mr.  Presiding  Officer, 

but  before  we  further  confuse  the  record,  perhaps  it  would 

be  noting - -  be  worth  noting  that  it  was  six  lOOths of a 

cent. 

MR.  WIGGINS:  That's  correct. I misspoke.  And 

what  is - -  
COMMISSIONER  LeBLANC:  Excuse  me,  Mr.  Wiggins. 

8 0 3  

Mr.  Reporter,  are  you  clear  on  that  as  far  as  the 

record's  concerned? 

THE  REPORTER:  Yes,  sir. 

COMMISSIONER  LeBLANC:  Thank  you. 

Sorry,  Mr.  Wiggins, go ahead. 

MR. WIGGINS:  The  testimony  is  very  clear  on  it, 

Mr.  Presiding  Officer,  even  though I prodded  it. 
. -. - . .  

--BY M R .  WIGGINS: 
. .  _. 

Q And  what  is  the  current  best  estimate  of  those 

costs  to  your  understanding? 

A I believe  it's 21 one-hundredths  of a cent. 

Q And  that  is  for  the  variable  component  of 

information  service  cost. 

A I believe  that's  the  number. 

Q Do you  have a number  for  all  information  service 

cost? 

A I think I saw  one  in  an  interrogatory  propounded 

to  someone  else,  but I don't  remember  what  that  was. 
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Q But  you  remain  persuaded  that  one-tenth  of a'cent 

remains  the  best  fee  to  be  associated  with  the  25-percent 

markup of printer  costs  in  order  to  derive  customer  costs  of 

Mailing  Online  participation;  is  that  right? 

A Well, I - -  excuse  me  for a minute. 
Again, I mean,  1'11  go  back  to  what  I've  said 

before, I mean,  the  proposal  was  for a tenth  of a cent. I 

have  not  seen  anything  yet  that  causes  me  to  say  we  should 

change  that  proposal. 

Q Thank you, Mr.  Plunkett. 

MR. WIGGINS: I have  no  further  questions,  Mr. 

Presiding  Officer. 

COMMISSIONER  LeBLANC: Is there  any  followup,  Ms. 

Dreifuss? 

MR. WIGGINS:  She  actually  hasn't  gone  yet. 

MS. DREIFUSS: I don't  want  to  go  ahead  of  Mr. 

Bush. 

COMMISSIONER  LeBLANC:  Mr.  Bush? 

MR.  BUSH: I have  nothing,  Mr.  Presiding  Officer. 

MS.  DREIFUSS: I do  have  one - -  
COMMISSIONER  LeBLANC: I am  glad I have a loud 

voice. Go ahead,  Ms.  Dreifuss. 

MS.  DREIFUSS:  Thank  you. 

FURTHER  CROSS  EXAMINATION 

BY  MS.  DREIFUSS: 
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RESPONSE OF POSTAL  SERVICE  WITNESS LIM TO 
INTERROGATORY OF  OFFICE OF THE  CONSUMER  ADVOCATE 

OCAIUSPSSTS-11. Please  refer to  your  testimony at page 4 and 5, lines 25-26 and l - .  . . . 

3, respectively. 
a. Please confirm that time is an important element of costs of the Mailing Online 

help desk. If you do  not  confirm, please explain. 
b. Please explain the rationale  for excluding the duration of calls received by the . 

Mailing  Online help desk as an element of the  .cost  driver"  for  Mailing Online 
help desk costs. 

c. Please confirm that the number and duration of c%lls to the Mailing  Online  help 
desk should  form  the  .cost driver for  the  Mailing Online help desk. If you do not 
confirm,  please  explain. I .  

RESPONSE: 

a. Confirmed  that  time is appropriafely  considered as an  element of costs. 

b. Data  generally  are not available  on the duration of calls, let alone  data.indicating 

the duration of  MOL-related calls. It is my understanding  that such data would be 

'difficult to collect  and  costly to compile."  (Reply  brief  of USPS Regarding MOL 

Market Test, at 13.) Moreover, I understand  that  the  Commission did "not require 

the duration of calls to be  recorded,  especially in light of the  relative size of  the 

costs." (PRC Op., MC98-1 (Market Test),  at 50.) Therefore, I used the 

assumption  that  the  duration of calls did not  vary  based  on c a l l  type.  This 

assumption  was used in determining the cost driver  for help desk costs. 

c. Confirmed.  The  number  and  duration of calls was used to  form the '%est driver" . 

for the help desk with the  assumption  that c a l l  duration does not  vary based on 

- 
Resmnse to OCAIUSPSSTS-11-12 
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RESPONSE OF POSTAL  SERVICE  WITNESS  LIM  TO 
INTERROGATORY OF OFFICE OF THE  CONSUMER  ADVOCATE 

OCAILISPSSTS-12. Please  refer toyour testimony  at  page 10, lines 10-1 3, where it 
states  that "MOL users. . . are therefore assumed to cause personnel,  hardware,  and 
software costs,' and Exhibit E, WOUPOL Help Desk" 

a. In Exhibit E, please  identify  the  hardware costs of the MOLPOL help desk. 
b. Please confirm  that  there  are  telecommunication costs associated  with  the 

c. Please list the "personnel, hardware,  and  software costs,' and  the  associated 
MOUPOL help desk. If you do not confirm,  please  explain. 

amounts,  of  the MOUPOL help desk  that 
i. are  affected by the duration of calls to  the  Mailing  Online help desk:  and, 
ii. are not affected by the  duration of calls to the  Mailing  Online help desk. 

RESPONSE: 

a. Hardware  and  software  costs  are\included in Exhibit E, Item 18: Although  the 

exact  separation of software  and  hardware  cost is not  specified in the data .. ' 

collected,  the  general  cost of the  hardware  would  amount to approximately 
. .  

$430,000. . - 

b. Confirmed. I have now updated my testimony to reflect.all  such 

telecommunications costs, specifically  Tables 1 and 2, and Exhibits E and G. 

The  appropriate  revised  pages  are  attached  to  this  response. 

c.  Since I assume  that  all calls have  the  same  duration, I did not conduct  the 

exercise of  breaking  the  personnel,  hardware  and somare costs into  those 

affected  and those not affected by call ske. fib 

E 

.. 

Response to OCARISPSSTS-11-12 
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Q In  your  answer to. Pitney-Bowes 
. .  

Interrogatory 
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Number 1 to  you,  we  asked  about  the  ratios  that-appear  in . 

your  testimony  and  in  your  tables  to  allocate  costs  'that  are 

shared  between  MOL  and  not  MOL;  correct? 

c 

A.. Yes. 

Q And  you  tell  me, I say  explain  those  numbers,  and 

you  say,  "Read - my  testimony,  dumqy.  I've  already  done 

that.  Right? 

A uh -- 
Q You-  were  more -- 
A -  Yes, I do -- . -  

Q You  were  more  decorous  by  far  than  that,  Mr.  Lim. 

And  you  tell me to  start  looking  at  page 4, and I see, 

beginning  at  the.bottom  of  page 4 and  continuing  over to 

page. 5, your  explanation  of  how  you  come  to  the  20-percent 

number-for  Helpdesk.  And  you  say  it's  based  on  calls. 

That's  the  number of calls,  correct? . 

. .  . 

. .  

A That  is  correct. 

Q Without  regard  to  call  duration,  because  you  said 

in  answer  to a question  from  the OCA that  you  didn't  have 

information  on  call  duration. 

A That I s correct. 

Q It.  would.  have  been  superior,  wouldn't  it?  If . . 

you'd-  had  that  information  you  would  have  used  it? 

A - That  is  correct. 

. Q Okay. 

. -. 
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MR. WIGGINS:  If I might  approach  the'witness,  Mr. 

Presiding  Officer, 1. would  like  for  him  to  look  at  these . 

papers. 

[~aLse ..I . 

BY MR. WIGGINS : . . _  

Q Let  me  ask  you  first,  what  'did  you  look at. to. . 
. .  

determine  call  volumes?  What  information  was  available to. 

you? 
1 

A There'was  some'study  that  was  done  on  the -- by 
Price  Waterhouse,  Coopers,  on  the  number  of  calls  that  were 

received  currently  during  the  market  test.  In  1,ooking  at 

allocating  these  costs, I had  to  find  the  best  cost  driver 

that I had  at  that:time  to  allocate  the  costs,  and  'the  best 

available'  information  'that I had  were  these  numbers  that I . . . 

received  from  a'study  that  was  actually  done  by  Price 

Waterhouse,  Coopers, 

.. . 

.Q And  you  told  me  that it.was based  on  actual ' . 
. .  .. 

experience  during  some  portion  of  the  market  test? 

A Yes. I believe I have  the  date,  from  November  the 

7th  to  December  the  25th. 

Q Right.  Now.,  what I have  handed  -to  you  are  copies : . .  - 

of  three  pages  from  three  separate  biweekly  .reports  from  the .. : 

Postal  Service,  and I have  crudely  labeled  them up at  the 

top as Accounting  Period 3, .Weeks 1 and 2; Accounting  Period 

3 ,  Weeks 3 and 4; and  Accounting  Period 4, Weeks 1 and 2. 
- _  

. .  

. i  - .. . 
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2006 ' .: . _  

' Those  are  the  intervals  that  -corresponded  most:  ciosely,  and 

what  .the  Postal  Se&ice  has  given  all  ..of us, with  the  time . 

period  during  which  you  studied  costs.  You  will  see  that  in 

- '  . 

the  righthand -- the  middle  column,  rather,.  in  each.of  these 
appendices,  which  are  variously  called  Appendix 3.1 in  the 

first  period,  and  then  Appendix 3 in  the  second  two. 
-. . . . . . . . . .  . 

. . . .  

Does th'e number'of  calls  that  you  see  here  seem ' 

.consistent  to  you  with  the  number - -  not  the  total  number, 
but 20 percent  of  the  number  of  calls  that  you  saw  in  the 

Price  Waterhouse  study? 

A I would  have to verify  that. 

' Q Well,.in  the'first  two-week  perzod,  for  example, 

we  see  that  there  were 22 MOL  related  calls,  which.would 

mean  during  that  period  you  see. a hundred  calls  all  told. . 

Does  that  seem  about  right  to  you? 

A I. !m  sorry.  Could  you.  specify  where  those  numbers 

came  from  again? 

Q Sure.  Look  at  the  first  page  of  what I have  given. 

you,  which  says  AP 3, Weeks .,l and 2. .. 

A Okay. 

Q Down  at  the  bottom of that  1itt.le  table  there  is a 

cell  that  says  number  of  calls.;  and  then  there .is a number 

below  that. Do you  have  that? 

A. Yes, 22 .- . _  

Q . And  it  says 22.- . 

--. . 
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A Yes. . . 

Q Now, I read  this  as  saying-there  were 22 MOL 

. '  

related  calls  during  that  two-week  period,  which  mean,  if 

your  percentage  is  right, 20' percent,  there.  were  just . i n  

excess  of a hundred  total.calls.  And I am  asking  you 

whether,  you  know,.  your  recollection  of  what  you  saw  from 

the  Price  Waterhouse  study  was  in  that  order  of  magnitude. . 

A Yes. I was -- I don't  have -- I wasn'lt  presented 
the  information  in  this  form,  as  you  have  pres'ented  me  here 

today.  And I am  not  sure  if -- just looking-at that 
information  that  you  have  presented,  that  this  is  what  it  is 

saying,  that 22 is  just  for  MOL.  For  the  title,  it  says 
. .  

Customer  Helpdesk  Calls,.  and  I.  wasn't  sure  if  this  .is  just. 

for  MOL  or  everything  else,  or  something  else.  'But X can 

verify  these  numbers  .and  verify  if  these  were  these  the' 
. .  

numbers  that  .I  .did  use. 
. .  

- .  

MR.  WIGGINS : I would  appreciate  that,  Mr. 

Presiding  Officer. 

COMMISSIONER  LeBLANC: Is there a specific 

timetable  we  are  looking  at  here,  Mr.  Wiggins?  Is a couple, 

two,  three -- Monday,  all  right  with  you, too, seven  days? 

MR.  WIGGINS:  That is just'fine,  yes. 

COMMISSIONER  LeBLANC:  Is  that  going  to  be a 

problem  for  you,  Mr. Lim? 

THE WITNESS: NO. NO, it  won't  be a problem. 

-. 
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23 COMMISSIONER  GOLDWAY:  Thank  you. I want to 

22 . . . follow-up  on  the  issue  of  these  Helpdesk  phone.  calls. I am 

. 23 ' a bit  confused  because  it  did  seem  to  me  in  your  earlier . 

. .  

24 testimony  you  said  that  you  ,did  not  rely  on  any.of  the 

25- ..market  test  operational  performances  to  base  your 
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L ...... . . .  - .  

. . . .  2. understand you correctly? . .  . .  
. .  

1' . .  
3 . THE  WITNESS: I wouid  just  like  to  clarify. '1 

. .  
t -  

. '  ' 4  believe  it  was-pertaining . .  to  the costs'of,  .and.costs  related 

5 to  .the -- during  the . .  market  test. ' And  these  were  numbers, 
. . .  . .  - ........... . .  - . . . . . . . . . . . . . . .  

. 6 . not  cost  numbers,  but  studies-  that  were  done  on  the  current 
. .  . .  

I I '  

!! 

. .  

": ' '7 . operation  of  the  Helpdesk  during  the  market  test.  .Again', 
'. > 

. .  

8 based -- . .  

I .  

i' . 9 COMMISSIONER.  GOLDWAY: So,' you. did  say - - '  you did 

10 use -the market  test'data  to  determine  .that.'20 . .  percent  of . 

11 future  Helpdesk'  calls  should  be'  charged.  to  this  program,  to 

12 . the MOL? 

13 . -THE  WIT~ESS: That  is  correct, . the  data  was  used.. 

-. COMMISSIONER  GOLDWAY:  But.. you didn' . . .  t look at:  the 

. .  

e . .  14 . . .  
. I  15 , -market'.'test . . .  to  see  what  percentage  of,.  the  rest of .the  system 

.. 16 was  being  used  for  MOL  versus  the.  other  -operation,  Shipping 

17 Online  or  .Post  Office  Online, to determine  what  percentages . .' . 

18 might  be  used  in  .the  future  in  terms  of  volume,  or 
": 

19 maintenance, o r  other  kinds of operational  issues?  You  just 
3 

, 7  20  used  it  €or  the  Helpdesk? 

21 . THE  WITNESS:  That  is  correct. . .  

. 22 . ' COMMISSIONER-  GOLDWAY:  You  didn't  look.-at.  the  cost. ' 
. -. 

23 of the  equipment  for  the  market  test'  in  terms of what  was 

. -  -- . 
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ekpenditures  in  the.experimenta1  test,  did  you? ! 

! . .  

. .  

THE  WITNESS: I did  not  look  'at  costs for the , ' 
. .  

market  test. 
. .  

. .  .COwISSIONER' GOLDWAY: . Did  you  even  include . . . . .  the . 
. .  

costs of the  expenditures  for  the'market  test  when you 

. estimated  the"costs  for  -the  experimental  .test? . In  .other 

. .  

. . .  - -. ...... - .. . . . . . .  

- 
words,  this  first  contract  that  the OCA mentioned, or any of 

the  expenditures  that  were.made  on  market  .test  equipment 

that  are  going  to  be'  phased  out.  when  this  system . .  

architecture  is  all  up'-and  running.  Did  you  include  any  of 

those  costs? 

THE  WITNESS! No, I did  not'.  .My  understanding  was 

that.  the  experiment  phase  architecture  components  would,  in 

essence,  replace  whatever  is  'existing  there.. . .  - .  . . .  
. COMMISSLONER GOLDWAY: S o  any  of  the  one  time 

costs  to  set  up  the  program,.  from'your  point' of. view,.  don't. . 

include  the  market  test  part? 

THE  WITNESS: No, they  are  just  specific  to  the 

experiment. 

1025 connecr;lcuc  Avenue, NW, Suite 1014 .. 

Washington, D.C. 20036 . - - - .  _ _ _  . .  
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Mr. Lim, just a  followup on what  Commissioner 

Goldway was  asking you. Do you  know  whether those costs, 

those  Helpdesk ongoing costs,  the  situation,  are they 

directly - -  do they vary  with  the  volume? Are they incurred 

regardless of the number of MOL mail  pieces? Or do you . 

know? 

THE WITNESS: I do not  know. 

(2021 64.4-vu34 
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4 My  name is Scott  Schuh. I am  President  of  the  Uoyd  Schuh  Company,  Inc. 

5 CSchuh”),  a  51-year OM direct mail  produdion company  founded by my  father in 1948. 

6 My firm  offers  data  processing,  laser  printing,  lettershop,  and  fulfillment  services to our 

7 dents. Our  services  include,  among  other  things,  the  production  and  preparation  of 

8 materials for  direct  mail  advertising  and  communications.  The  ‘company  employs 36 

9 people  and is headquartered in a 24,000 square  foot facility in L i e  Rock, Arkansas. 

10 Schuh is a  member of Mail  Advertising  Service  Assodation (“MASA”). 

11 I hold  a B.A. in marketing  from  the  University  of  Arkansas at  Little Rock I have 

12 been  employed at Schuh  and  active in the  mailing  services  industry  for 21 years. I was 

13 elected  to  the  Board of Directors  of MASA in 1997, and I remain  on  the  Board  today. I 

14 am also  an  active  member of the  Sales  and  Marketing  Executives  of  Arkansas,  the 

15 state  chapter  of  an  international  association of sales and  marketing  executives,  as  well 

16 as the  International  Association of Business  Communicators, an  international  business 

17 association. 

1 
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1 I. Purpose of Testimony 

2 I have  become  familiar with United  States  Postal  Service (YJSPS3 plans  to  offer 

3 a  new  service,  Mailing  Online.  Mailing  Online will permit  direct  mail  end  users  to  submit 

4 data  to  USPS  over  the  Internet,  after  which  USPS  contractors w i l l  produce  and 

5 assemble  the  mailings  and  USPS w i l l  deliver  them  through  the  mail  stream. I am 

6 extremely  concerned  about  USPS's  attempt  to  compete with my  company  and  the 

7 many  others  like it, and I know  that  many MASA members  share  this  concern.  The 

8 purpose  of  my  testimony is to describe  the ways in which  Mailing  Online w i l l  interfere 

9 with  fair'competition,  and  the  resulting effed that  Mailing  Online  will  have  on  private 

70 companies  like  mine. 

11 II. USPS as a Comwtitor 

12 

13 

14 

75 

16 

17 

18 

19 

20 

21 

22 

- .  For as  many  years  as I have,been  in  the  business,  we  have  depended  on  USPS 

to provide  the  essential  final  step  necessary  for  us to serve  our  clients:  the  delivery of 

the  mail.  While  USPS's  services  have  been  essential  for us, our  efforts  have  at  the 

same  time  conferred  substantial  benefits  on  USPS. 

My  company  provides its dients  a fu l l  range of mailing  and  related  services,  from 

data  processing  and  production  services  to  delivery to USPS for placement in the  mail 

stpam. In performing  those  services, we a d  as  a  noncommissioned  sales  agent  for 

USPS;-  We  obtain  business  through  the  substantial  efforts of five  sales  people  and 

myself. We  generate in excess  of  one  million  dollars  annually in postage  expenses  for 

our  clients  through  their  use of stamps,  metered  postage,  and  permit  accounts  for  their 

direct  mail programs. 

2 
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I 

At Schuh,  and at other  companies in our  business, we make  every  effort to 

maintain  a  cooperative  working  relationship with USPS.  Among  other  things,  we  deliver 

mail to USPS in accordance  with its requirements,  we  provide  information  USPS 

requires  for its operations,  and  we  exchange  suggestions  concerning  ways to improve 

our  respective  operations. 

USPS  has, until recently,  fully  embraced  this  cooperative  approach. It promoted 

in recent  years  a  'Business  Partners'  program  through  which  USPS  sought  to  enhance 

its ability  to  offer  services  and  programs  to  the  private  mailing  industry, creating a , 

.partnership"  of  sorts  between  USPS  and  the  industry.  USPS  employees  participate 

with lettershops,  others  who  provide  mailing  services,  and  end  users in Postal 

Customer  Councils,  which  are  designed  to  facilitate  communication  concerning  matters 

of mutual  interest. In these  and  other  respects,.USPS  has  recognized  the  value  of 

fostering  a  positive  relationship  with  the  companies  that  support it. 
Mailing  Online is a  radical  departure  from  this  approach.  USPS,  on  whom  our 

industry  depends  for  mail  delivery,  now  proposes  to  compete with us  on  an  uneven 

playing  field  that  favors  USPS in many  respects. The mere fad that  USPS is now  a 

competitor  would in any  other  circumstance  cause  us to discontinue  our  relationship; if 

it were  possible, I would  engage  a  different  delivery service to see that  our  mail  reaches 

its final destination. Of course,  since  USPS  has  a  monopoly,  there  are  no  other  mail 

delivery services to which  we  can  turn. 

3 
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111. The  Market  Tameted bv Mailina Online 

USPS has  stated  that  Mailing  Online is intended to target  small  mailings of no 

more  than 5,000 pieces. It suggests  that  these  end  users  are  a  small  part of the 

market,  and  that  any  inroads it achieves w i l l  have l i i  impact  on  private  business. TO 

the contrary,  small  mailings  play  an  enormously  important role for my  company  and 

others. 

Like  hundreds of other mailing  firms  around  the  country,  Schuh  specializes in 

senlicing  small  to  mid-size d in ts  with simple  to  complex  direct mail program  needs. 

We  are not a  'Yonnage'  mailer  that  processes  hundreds of thousands of pieces of mail 

for the  majority of our  clients.  The  vast  majority of our customer base  sends 1,000 to 

5,000 pieces  per  mailing. For example,  one of our  largest  accounts  sends  many  small 

mailings,  typically  between 1,000 and 5,000 pieces.  This  single  account  was 

responsible for $345,000 in revenues in 1998, which  came  from 607 separate  mailings, 

the overwhelming  majority of which  were  under 5,000 pieces. 

More  generally,  among  our  more  than 1,500 jobs  produced in 1998,60% were 

jobs of 5,000 pieces or fewer  that  met  the  basic  production  criteria for the Mailing 

Online  program.  These  jobs  represent  approximately $634,000 in revenue for my 

company - 30% of our total revenues.  The  servicing of clients who send  small 

mailings is a  separate  and  distinct  market in which my company  and  others  compete. 

20 For 51 years,  the  Uoyd  Schuh  Company  and its people  have  depended  on  these  clients 

21 for our  livelihood  and  future  business  opportunities. . 

22 But USPS, by its own  admission,  seeks to  take  away  a  substantial  part of this 

23 core segment of my  business. It has  projected  that 62% of the  business of Mailing 

4 
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1 Online  during  the two year  experiment  period will come from  existing  users of direct 

2 mail.  This  represents  a  shifting of millions of dollars of revenue from mailing  service 

3 companies to USPS.  These  Mailing  Online  customers will be current  clients  of  my 

4 company  and  others  that  service  this  market.  While  these  accounts  and  their  mailings 

5 may be 'smalr  for  USPS,  they  are  the  bread  and  butter  of  my  business. 

6 I have  personalty  spoken with many  mailers who share  my  concerns  about  this 

7 program. I recently  requested  information  from  mailers  concerning  the  percentage  of 

8 their  jobs  that  are  under 5,000 and  the  percentage of their  total  revenues  that comes 

9 from  such  jobs. I have  attached  as  Exhibit A a  summary of the  responses I r e c e i v e d ,  

10 from 14 mailers,  together with the  corresponding  information for Schuh. For  the  group 

11 as  a  whole,  an  average  of 58% of  their  jobs  accounting  for 35% of their  total  revenue .' 

12 are  small  mailings 

13 IV. USPS's Unfair Competitive Advantaaes 

14 In competing  for  these  direct  mail  customers,  USPS  enjoys  many  competitive 

15 advantages  that  are  a  direct  result of its monopoly.  These  advantages  are  discussed 

16 below. 

17 A. Access to SuDerior Advertisinq and Promotional Activities 

18 . Because of its sheer  size,  USPS is  able to advertise  on  a  scale  that  companies 

19 like  mine  cannot  even  contemplate. It runs  periodic  national  television  advertising 

20 campaigns;  takes  out full page  ads in newspapers, some of them  prominent  national 

21 papers:  sends  notices to users  of  the  mails, who are  potential  users  of  Mailing  Online; 

22 and  conducts  a  variety  of  expensive  promotional  campaigns.  USPS will have  the  ability 

5 
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to engage in such advertising  and  promotional  activity  for  Mailing  Online,  and  to 

incorporate  promotion of Mailing  Online in ads  and  promotions  for  other  products. 

It  is simply  impossible  for  my  company  to  compete  effectively  with  a  competitor 

who, by  virtue  of  its  national  monopoly  and  resulting  size,  can  advertise  on  such  a 

grand  scale.  While  my  company  markets  aggressively, it uses  such  means  as  direct 

mail,  yellow  pages,  trade  shows  and  business  publications. In 1998 we  mailed  a  series 

of  eight  self-promotions to 4,500 customers  and  prospects in Arkansas.  Our  target list 

consisted of numerous  small  and  mid-size  companies  we felt were  either dired mail 

users  or  potential  users,  including  companies  on  our  client  database.  We  choose  these 

means of promotion  because  they  are  targeted  and  cost-effective.  Our  marketing 

budget is limited,  and  we  cannot  support  television,  radio or  newspaper  advertising  of 

the  sort  available to USPS. 

B. Access to Sensitive Business Information 

USPS's  ability to compete is further  enhanced  by  its  access to invaluable 

competitive  information.  USPS  knows  the  identity  of  each  permit  holder  and  collects 

data  reflecting  their  usage  patterns,  such  as  the  type  of  direct  mail  they  use,  the  typical 

quantities  and  the  frequency  of  use.  Moreover,  each  time  we  place  a  mailing in the 

mailstream  using  our own permit  we  are  required to complete  a  form 3602, which 

identifies the end  user. Wlth this  information,  USPS  can  assemble the same  sort  of 

information  for  end  users  without  permits. 

Such  information is not  available to private  businesses. I recently  requested  a 

copy  of  the  mailing  list of my local  Postal  Customer  Council  chapter, in which I am  an 

active  participant.  Although  this  list  would  not  have  included  the  sort  of  data  concerning 

6 
- 
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usage  patterns  that is available to USPS, it would  nevertheless  have  been  a  valuable 

marketing  tool.  The USPS representative on the Postal Customer  Council, who 

maintains  a  copy of this  list  on  a USPS computer  system,  advised  me  that  the  list  could 

not be shared,  due to headquarters  directives.  He  further  stated  his  belief  that no 

private  customer of any Postal Customer  Council  across  the  country  could  receive 

access to this list 

USPS appears to be  increasing its efforts  to  maintain  such  information. For the 

last  few months the USPS mail  acceptance  derk in our  facilities  has  been  logging  the 

name  and  address  information  of  our  end  users in  the USPS proprietary  database 

system. USPS is  therefore  accumulating in  a  readily  usable  form  information 

concerning  the  valued  clients  that  mail  on  our  company's  postal  perm&. It would  be  a 

simple  matter  for USPS to send  a  direct  mail  solicitation  for  Mailing  Online to my 

company's  accounts  offering  printing  and  production  rates  as  well  as  postage costs that 

are  below  our costs. 

C. Postaae Rate Structure 

The  proposed  charges  for the postage  portion  of  Mailing  Online  confer  several 

benefits to Mailing  Online  customers  that  are  not  available  to  the  rest  of  us. USPS 

proposes to make  available  to  all  Mailing  Online  customers  basic  presort  automation 

rates,  irrespective  of  the  size of their  mailings. For all  other  users of the mails,  there is 

a 200 piece  minimum  for  Standard  mailings  and  a 500 piece  minimum  for  First 

Class  mailings  to  obtain  such  discounts. 

7 
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1 D. USPS  Pricina  AssumDtions 

2 A signiticant  part of the  cost of any job we  perform,  excluding  postage, is the 

3 cost  of  the  labor  associated  with  our  interaction with our client When  we  receive  data 

4 files  from  a  client, it is invariably  necessary  to  interact with the  client  regarding  problems 

5 in the  data,  the  review of proofs,  and  a  broad  range  of  other  production  and  design 

6 ' issues.  The  effort  required  for  a  small  job  is  often  as  great  as  for  a  large  job,  and  the 

7 effect  of  these  efforts  on  the  cost  per  piece  is  therefore  greatest  for  small  jobs. 

8 It appears  to  me  from  USPS's  pricing  of  four  typical  mailings, which I discuss 

9 below, that USPS  has  priced  Mailing  Online  as if data will be received in a  consistent 

- .. 
2' .. 

10 and  highly  accurate  form  and  there  will be little  need  for  direct  interaction  with  the 

11 customer.  Once  again, in my  experience it is  entirety  unrealistic to disregard  the  real 

12 cost  of  providing  service  to  the  customer.  Questions  frequently  arise  concerning 

13 matters  ranging  from  layout  and  content  to  the  appropriate  prefixes to be  used in the 

14 salutation of letters. A help  desk  that  is  not  directly  involved in production  will  simply 

15 not  be  able to address  the  many  issues  that  do  arise. 

I' 16 E. USPS  Pricina Structure 

17 I have  reviewed  USPS's  sample  Mailing  Online  prices  for  four  examples, 

18 provided in the updated  response  of  witness  Plunkett to OCA/USPS-TS-28 using 

19 USPSls  actual  printer  contract  prices. Attached as  Exhibit B is a  spreadsheet  for 

20 Example 1, reflecting  my  company's costs per  piece  based on 1,000,2,500 and 5,000 

21 pieces.  My  company's  selling costs, excluding  postage, run  from 50% above  Mailing 

22 Online  on  larger  quantities  to 250% above  Mailing  Online on  small  quantities.  Mailing 

a 
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1 Online pricing structure is so far below my costs, let alone my prices, that it would be 

2 impossible  for me to compete with USPS if prices  were  calculated as proposed. 

3 F. Exemption  from State Sales Tax 

4 One of USPS's most  obvious  advantages is its exemption from state  and l o c a l  

5 sales taxes. In Arkansas, I am required to c o l l e c t  a state  and county tax from my clients 

6 of 6.25% of the non-labor portion of each order, which indudes  paper, printing and 

7 direct addressing, a substantial portion of many mailing projects. 

a The  mere  fact  that USPS is exempt from state sales tax therefore  gives it what 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

would be a substantial  cost  advantage  even if all other  costs  were equal. USPS plans 

to undercut my costs in other  respects,  and  the sales tax exemption merely 

exacerbates  an  already insurmountable pricing structure. 

V. Conclusion 

My firm welcomes competition from other private sector  companies facing the 

same  business  challenges as we face, and  seeking  to  make a return on investment for 

their shareholders. If a non-monopolistic, private sector  company with which I do 

business  chose  to  compete with me, I would have  the opportunity to go elsewhere in 

order  to avoid  supporting my competitor's efforts through the revenue I generate for the 

competitor. Under USPS's current  system, the efforts of my company  and  hundreds of 

others like mine generate  substantial  revenue  to feed the monopolistic services of what 

could become  our  ex-partner  and  new competitor. Yet we  have  no realistic alternatives 

to USPS to  get our mail delivered. 

The proposed Mailing Online service, if approved,  threatens  to drive a stake 

through the  heart of my business,  and w i l l  have a similar impact on many  others. The 

9 
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1 service  that  my  company  and  my  industry  provides is outstanding  and  the costs are  fair. 

2 USPS, if it becomes  our  competitor, w i l l  have  the  ability to leverage its monopoly  on 

3 mail  service  into  many  unfair  competitive  advantages. It will exacerbate  the  problem  by 

4 pricing  its service at  a  level  that  does  not  take  into  account  all  of  the costs it will  incur, 

5 shifting  those costs to other  customers.  The  inevitable  result w i l l  be that  my  company 

6 and  many  others  will lose significant  portions  of  our  business to USPS, which  until  now 

7 we  viewed  as  our  business  'partner'  rather  than  our  business  'predator.'  The  mailing 

8 industry  will  be  dramatically  effected  and  business  relationships  shattered if Mailing . 
9 Online is allowed to go forward. 

10 
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I. C. Scott Schuh, declare  under  penally of perjury that foregoing testimony is true  and 

correct. to the best  of my  knowledge,  information  and belief. 

Dated: 71 ‘ 4 ‘ 9  4 
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CERTIFICATE  OF  SERVICE 

2 

3 The undersigned  hereby  certifies  that  the  foregoing  Replacement  Direct 

4 Testimony  of C. Scott Schuh was served upon all  participants  of  record  in  this 
i 

5 proceeding in accordance with Section 12 of  the  Rules  of  Practice  and POR No. MC98- 

6 114 this 9th day  of  February, 1999. 
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COMPANY  NAME STATE % JOBS UNDER 5,000 % TOTAL REVE! 

Colorado  Data  Mail co 
Mailmedia,  Inc.  WA 
The  Mail  Room co 
Publisher's Mail  Service,  Inc. WI 
Lone  Oak  Mailing  Services'  MN 
First  Class  Direct,  Inc. co 
Quality  Letter  Service,  Inc. NY 
Mailtech  Enterprises,  Inc. IL 
K P  Corporation CA 
The  Lloyd  Schuh  Company  AR 
Confidential2 CA 
Advertising  Mail  Corporation TX 
Post  Haste  Mailing  Services  CA 
Burke's Mail Service NE 
Hopkins  Mailing  Services IL 

52% 
59% 

040% 
45% 
80% 
80% 
70% 
12% 
N/R 
60% 
74% 
42% 
79% 

100% 
24% 

23% 
24% 

16.5% 
65% 
35% 
45% 

2% 
20-25% 

30% 
35% 
34% 
35% 

100% 
N/R 

15-20% 

Average Percentages 58% 35% 

This respondent's  provided  the  percentage of its jobs that  are  under 6,000 pieces. 
One  respondent  asked  that i t s  name be kept  confidential if possible. If necessary.  its  name can be 

provided to the  Commission 
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COMMISSIONER  LeBLANC:  Mr.  Bush,  do  you  ha6e  a 

declaration  applicable  to  the  designated  written cross 

examination of Witness  Schuh? 

MR.  BUSH:  Yes, I do, Mr.  Presiding  Officer. 

COMMISSIONER  LeBLANC:  Could you hand  the  reporter 

two  copies of the  corrected  written  cross  examination of 

Witness  Schuh  and  I  direct  that  it  be  transcribed  at  this 

point  along  with  the  applicable  declaration  and  that  it  be 

received  into  evidence. 

THE  REPORTER:  And  copied  in? 

COMMISSIONER  LeBLANC:  Yes,  please. 

[Designation  of  Written 

Cross-Examination  and  Declaration 

of C.  Scott  Schuh  were  received 

into  evidence  and  transcribed  into 

the  record. I 

ANN RILEY & ASSOCIATES,  LTD. 
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. 
RESPONSE OF MAIL ADVERTlSlNG  SERVICE  ASSOCIATION 

mmuunoNAL WESS SCHUH TO INTERROGATORIES OF 
THE U N m D  STATES  POSTAL  SERVICE 

USPSMASA-Tl-1. Do your wmpany’s capab i l i  indude wrying each copy of a document to 
contained personallzsd infomrrrtion (e.8.. mil merge)? 
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USPSIMASA-T1-2. pkasc refer to your distussion at page 3 of your  testimony  concerning 
your company's  rebtiorwhip with the Postal Service. 

(a) mse cite Spedfic exampks of  any  change  you feel has  taken place. 
(b) P k s e  specifically address whether the Postal SeMa has stopped or  curtailed 

b ellorEs you mention, induding the 'Business Partnen' program  and 
partidpation in Postal Customer Councils. 

USPSIMASA-Tl-2 Response: 

(a) Mailing  Online is not  yet  available in my a m .  Nevertheless,  there  have  been  a 
number of developments,  which  may  be  a  resutt  of  Mailing  Online  or  may  simply reflect the 
Postal Service's  changing  attitude, that show the Postal Service's  increasing  willingness to 
compete  rather  than  amperate  with  our  industry. As I described at page 7 of my  testimony, 
USPS is now  logging  information  concerning  actual  end  users who mail Standard A mail  under 
my  company's  mailing  permit. To my  knowledge, this has  never  been  done  before. In addition, 
I was not given  access to the  Postal  Customer  Council  chapter  mailing  list  recently.  although I 
had been  given  access  to this  list  the  year  before. I am  also  aware  of  the  Postal  Service's 
welcome kit program,  as  part  of  which the Postal  Service,  through  a  contractor,  sells  advertising 
and  uses  a  mailing  list  that  is  not  available  to  private  companies.  On  my  end,  as  a  result  of  the 
possible  implementation  and  expansion  of  Mailing  Online, I find it necessary to consider  more 
carefully  and to be more  guarded in responding to USPS  requests  for  information in light of the 
potential  competitive  use  of  the  information. 

(b) See response to part  (a). In addition, it appears  that  USPS has either  stopped  or 
reduced  its support  of the Business  Partners  program, at least in my  area. There used to be a 
directory  published  by  USPS  of  participants in the program,  and  USPS  actively  promoted  the 
program.  During the period  USPS  has  been  developing  Mailing  Online, I have  not  seen  a 
directory  or  any  Business  Partners  promotion  of  any  kind in the area I serve. I am  not  aware  of 
any  activity  during the past  year in connection with the Business  Partners  program. 

2 
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USPSIMAsA-fl-3. Does your company prepare materials for itt arstOmers that 8- 
diiminated o t h e r  than by the Postal Service? 

USPSMASA-Tl3 Response: 

Yes, for a few dients. We do not disseminate  materials by carriers other than USPS if 
they can be sent using Fitrrt Clus or Standard A mail. 

3 
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USPSIMASA-Tl4. On pege 4 of your testimony yw nfsr to the %ask production criteria' for 
Malng Oniine. Pkase Mine spedficalty M you mean by these criteria and explain whether 
they indude d i i l  printina and desktop software for document produetion. 

USPSMASA-Tl4 Rmporu~: 

My ref- to 'jots of 5,000 pieces or fewer that met the basic prodoetion criteria for 
the Mailing Online program' was intended to refer to an mailings of the specified number of 
W S  thot awld hwe baen prepared thrwgh Mailing  Online. I did not mean to limit such 
mailings to those that prepared using digi i  printin0 or desktop softwan, but rather to 
mailings that p ~ l d  have been prepared by Mailing O n l i n e  wing its produetion capabilities. 

4 
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(a) Onwhat~doyw~fhofthsmoi~ofthis62percxnt~wrrent 
clients of your company and similar  companies? 

@) kase refer to the testimony of witnesses Wilcox and Campamlli. filed on  behalf 
ofthe Postal Servia, where they  indicate that before M a i l i i  Online, they 
prepamd and mailed d i m  mailings themseehres. How do  you  reconale  their 
testimony with your statement that dirscl mailing W l h i  migrates to Mailing 
Onl ine  will m e  from your company or similar companies? 

USPSIMASA-T16 Response: 

I do not  believe  that the entire  portion  of  Mailing  Online  that comes  from  existing 
users of direct mail will come  from  current d i n t s  of my company  and  similar 
companies. This business will come from arrent gnd mtential clients  of my 
company and other  similar  companies. 

These  witnesses  are  perfect prospects for  companies  like  mine. The services 
they were performing for  themselves  are  some  of the very  services  that we 
perfon for  our  clients. 

5 



845 

2075 

USPsIMAsA-Tl6. Please refer to yourtestimorry at page 5, regarding the information  you 
solicited from other fimrs amcemihg the percentage of -jobs that are less than 5,000 
pieces. 

(a) Are all of these pieces mailed? If not, what percentage is mailed? 

@) Do you project that all of this v01.ume will shii to  Mailing  Online? If not, what 
percentage do you berme will shii and what is the basis for your  estimate? 

(c) . Do you  believe volume wii shii  to  Mailing  Online in cases wherr!  the  basic 
automation postage rate charged by Mailing Online is higher  than  the  deeper 
discounts  available to you  and  your customers? How does  this  affect  your 
estimate  provided in part @) above? 

USPSIWSA-11-6 RESPONSE: 

(a)  Yes. 

(b) No. I have  not  attempted to project  the  percentage  of  this.volume  that will shift . 
to  Mailing Online,  but I believe  that if the  program is effectively  promoted  and 
operated, the percentage  will be significant. 

(c) I do not  believe  that any  postage  savings I might be  able to offer customers in 
some  cases will  affect  the  volume s h i  to  Mailing  Online.  Any  savings I might 
conceivably be able  to  obtain in postage  rates  through  deeper  discounts  will be 
exceeded  by  the  substantially  lower  fees  charged  by USPS. 

6 



846 



847 

2079 

MASA-T-2 
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Communications  with  respect to this  document  may be sent to: 

Graeme W. Bush 
Martin S. Himeles,  Jr: 
Zuckerman,  Spaeder,  Goldstein, 
Taylor-&  Kolker, L.L.P. 
1201 Connecticut  Avenue, N.W. 
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Replacement Direct Testimony 

- Of 

Richard L. Juruena 

5 My  name is Richard L. Jurgena. I am  President  and  owner  of  Mail  Advertising 

6 Services,  Inc.  (“Mail  Advertising”) in Rockville,  Maryland.  Mail  Advertising  is  a  direct 

7 mail production  company  that  offers  services  including  maintenance of mailing  lists, 

8 conversion  of  lists  from  multiple  formats,  personalization  of  letters,  labeling of 

9 envelopes  and  other  mail-related  functions.  We  do  not  provide  printing  services,  as 

10 many of our best  customers  are  printers.  The  company  has 15 full-time  and 6 or  7  part- 

11 time  employees.  We  have a 13,000 square  foot  plant  at  our  headquarters in Rockville 

12 and a 5,000 square  foot  plant in Frederick,  Maryland.  Our  annual  sales  are 

13 approximately  $900,000. 

14 I have  been in the  direct mail business  since  1970,  when I became an employee 

15 of Mail Advertising. I purchased the company in 1976,  and  have  been its President 

16 since  then. In addition to having  spent the past 29 years in the business, I am  active in 

17 Mail Advertising  Service  Association  (“MASA”),  and  Mail  Advertising is a  member of 

18 MASA. I served  on the MASA  Board of Directors  from 1990 through 1994. Mail 

19 Advertising also belongs to the  Direct  Marketing  Association of Washington and the 

20 Chambers of Commerce of Montgomery  and  Frederick  Counties,  Maryland. 
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1. PurDose of Testimonv 

Over the  years, I have  regularly  followed  developments in the industry that  may 

affect my company,  including in particular  developments in products  and  services 

offered by the United States Postal  Service  (“USPSn). I have  followed  USPS’s  recent 

attempts  to  introduce a new Mailing  Online  service,  and this service is of great  concern 

to  me. The purpose of my testimony is to  describe  the  impact  Mailing  Online will have 

on my business and the unfairness of USPS’s  proposal  to  compete with us. 

II. The Importance of Mailing  Online’s Taraet Market to Mv Companv 

I understand  that  Mailing Online is intended  to  target  relatively  small mailings of 

5,000 or  fewer  pieces.  The  nature of Mail Advertising’s business is such  that  mailings 

of that  approximate  size are critical  to  our business. 

The  average  size of  our jobs is approximately 7,000 to 8,000 pieces. In a typical 

year, approximately 65 percent of our jobs are under 5,000 pieces. We recently 

completed a 329 piece  job  for a large  and  important  customer.  The  potential loss of 

such  jobs  would be of considerable  concern,  both because we would  lose  the  revenue 

from those jobs and because our  relationships with customers  who  provide us 

substantial  other business would be jeopardized. 

What is of even greater  concern  to me is that we frequently  handle  larger jobs 

that are by design .split into multiple jobs  of fewer than 5,000 pieces  to  test  different 

approaches or to time  solicitations in accordance with events occurring at different 

times in different areas. A job we just completed is a good  example.  Microsoft hired U S  

to produce a 50,000 piece mailing  consisting of five drops  over  a  period  of 45 days. 

Each drop was split into two parts,  one sent in the form of an envelope and  letter  and 
-. 
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1 the other  delivered in the form of a  self-mailer, in order  to  compare  these  different  forms 

2 of mailing.  Thus,  although  one  might  describe  the  job  as  a 50,000 piece  job, it actually 

7 

8 

9 

10 

11 

12 

consisted of 10 mailings  totaling 50,000 pieces.  Jobs  of  this  sort are'a large  part  of  our 

business. I would  estimate  that  approximately 30 percent  of  our  revenues  come  from 

jobs that  are  either  under 5,000 pieces  or  divided  into  mailings  under 5,000 pieces. 

Ill. USPS's Competitive Advantages 

A. Postaqe Costs 

First  and  foremost  among USPS's advantages in competing  with  Mail 

Advertising  is the preferential  pricing it will  provide  to its own  Mailing  Online  customers. 

The Postal  Service  requires 200 pieces in a  mailing in order to provide  an  automation 

discount. USPS, on the other hand,  proposes  to  give all of its Mailing  Online  customers 

automation  discounts, no matter  how  small  their mailings.  The  effect  of  this  pricing 

13 structure  will be  to provide  Mailing  Online  customers  less  expensive  postage  rates for 

14 all mailings  under  these  quantities. 

15 The  only  reason  USPS can give  itself,  but  not  others,  preferential  pricing  is 

16 because it has no competition in the delivery of the  mail. It sets  the  rates,  subject to 

17 regulatory  approval, and the effect of Mailing  Online, if it is  permitted,  will be to give 

18 lower  rates to users of Mailing  Online  than to others  who  use mail service  firms. 

19 Because  there is no alternative  means of mail  delivery,  we will have no choice  but to 

20 attempt to compete with Mailing  Online  notwithstanding  the  higher  postage  costs  we  will 

21 incur. 

22 I believe that this lower  postage  rate  alone  will be sufficient  to  cause  us to lose  a 

23 significant  portion of our business.  Many  of  our  customers for mailings  that  are  under 
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5,000 pieces are large  and  sophisticated  corporations.  While USPS says that it is 

attempting  to  target  small  offices  and home offices, these large  corporations  often send 

small  mailings,  and  they  have  sufficient  sophistication  and  technical  ability  to  provide 

their mailings  directly  to USPS electronically  without  difficulty. If USPS will accept their 

mail  directly  at  lower  postage  rates  than are available if we produce  their  mail, it will be 

difficult for us to persuade  them  to  continue using our  services. 

B. Advertising 

USPS's ability to advertise  on a large scale is yet another  advantage it has. My 

company  advertises by sending  newsletters  that  include  inserts  promoting  our services 

10 to our  current  customers  and  prospects. We do  not  have  the  resources  to run ads on 

I I national  television,  or  even  on  local  television,  or  to  advertise  extensively in the print 

12 media. Our funds are limited, and we rely on  targeted  direct  mail  advertising 01 the sort 

13 we  provide  our  customers.  While I believe  that this form  of  advertising is the  most  cost- 

14 

15 

16 

17 

18 

19 

20 

21 

effective, its reach is limited  to  prospects we are able  to identify. 

USPS has  immeasurably  greater resources than we do, and it has  the  additional 

advantage of  being able  to  promote  Mailing Online in tandem with other  products at no 

incremental  cost.  Mailing Online will be a new service for USPS, and it can  only 

succeed if potential  customers  become  aware of it. USPS's ability  to  advertise 

extensively,  which is a result of its monopoly  over the delivery of mail  and its resulting 

size and  other  advertising needs, will permit it to create the visibility that is essential  to 

the  success of  Mailing Online. 
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C. Customer S U D R O ~ ~  

Mailing Online is designed  on the premise that most of the interaction between 

USPS and  the  customer  can  occur  over the Internet.  From  my  experience in the 

industry, I believe  that  far  more  customer  interaction will be necessary  than USPS 

seems  to believe. It is not  practical for a customer to submit  data  over  the Internet, 

USPS to distribute it to the  appropriate  contract  printers,  and  the  printers  to print the 

mailings and  address labels, prepare them  for mailing, and deliver them  to a BMC, a l l  

with  little or no  direct  interaction.  Address  lists invariably include  addresses with cities 

that do not  match  states,  zip codes that are wrong,  and  other  such problems. Our 

typical practice is to identify bad addresses using  USPS-approved software and notify 

the customer  that  these  items  can only be mailed  first class and probably will not be 

delivered. It is also frequently  necessary  to  communicate with the  customer  about  other 

matters,  such as whether the addresses are upper  or lower case, the  use of prefixes, 

and  other  questions  and  problems  that arise. The need  for  such  guidance will be 

particularly acute in Mailing Online if, as USPS projects,  the  users are in large  part 

small offices and  home offices that  have  not  used  direct mail previously. 

. -  

Particularly in light of the projected  prices  for Mailing Online, I believe USPS has 

underestimated  these  costs  associated with Mailing Online. While USPS may well be 

able to adapt to needs  that  exceed its expectations, it will incur  additional costs  that  are 

not  reflected in its  prices.  Its  proposed  prices a r e  unfairly low, and will make it 

impossible  for us  to  compete with Mailing Online. 
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1 D. The Importance of Small  Mailinas 

2 USPS minimizes the significance of mailings  under 5,000 pieces. I can  state 

3 unequivocally  that  such  mailings  are  not  insignificant to my  company.  We rely on  them, 

4 and if we  were to lose them the consequences  would be severe.  Only in  the  context  of 

5 an entity  the  size of USPS are  such  mailings  of  minimal  significance - and if that is truly 

6 the case, I do not understand why USPS insists  on  proceeding  with  Mailing  Online. 
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E. The Loss of Business Referred bv USPS 

Yet  another  casualty of Mailing  Online  will  be  a  stark  change  in  our  relationship 

with USPS, and  with  that  change  a  corresponding loss of  business. USPS has  in 

recent  years  presented itself as  a  partner  of  the  direct  mail  industry.  Every  year USPS 

holds  a  course to teach  members  of the industry  about  various  aspects  of its products 

and pricing. t have  attended  these  courses  for  each  of  the  last  three  years.  On  each 

occasion USPS has  made an effort to provide  information  that  facilitates  our  ability to 

carry out our  business, and we  have in turn  attempted to work  with USPS. Likewise, I 

have readily  provided to USPS information  concerning  my  customers,  including 

telephone  numbers  that lead directly to the contacts for direct  mail  advertising,  although 

I would  never  make  a  customer list available to a  competitor. 

The  competition with USPS that will accompany  Mailing  Online  can  only  interfere 

with this  relationship. We will no longer be willing to provide to USPS information  that 

will allow it to construct our customer  list,  and  we w i l l  have to make  every  effort  to  limit 

the information we provide, to the  extent we can do so without  preventing  delivery of 

the mail. I am  concerned  about USPS's competitive use of the  information  we  have 
_. 
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already  provided. More generally,  our  cooperative  relationship  with USPS can  only 

deteriorate when they begin to  take business from us. 

In addition, because USPS is the only  provider  of  mail delivery service, it 

receives  inquiries from potential  clients  who  want  to  send  direct  mailings in a particular 

area. In Maryland, USPS has  responded  to these inquiries by providing a list of its 

"business  partners" in the area - companies like mine, which  have  worked together 

with USPS to further  our  mutual  interests.  These  referrals  have  been a  source  of 

considerable  business  over  the  years. Just as USPS does not send Express Mail 

customers to Federal Express, it is inevitable  that,  once  Mailing Online is available, 

USPS will respond  to  inquiries by referring  potential  customers  to  Mailing  Online. It is 

only because of its monopoly  on  mail delivery that USPS receives these inquiries in the 

first instance,  and  Mailing  Online will cost us  the business  associated with them. 

F. Potential  Darnaae to the lndustrv if Mailinq  Online Fails 

I have  discussed  above my concerns  about  the  impact  on  our  business if Mailing 

Online is successful. It is also  possible  that,  notwithstanding USPS's enormous 

advantages, it will be  unable to provide even a minimally acceptable level of service, 

and Mailing Online will be unable  to  retain  customers.  The  failure of  Mailing Online 

would  also cause  serious  damage to the industry. 

We are constantly  attempting  to  protect  the  image  and  reputation of the  industry, 

and to educate our customers  and  potential  customers  about the value  of  direct  mail as 

compared with other  methods  of  advertising.  Some  of  the  customers of Mailing Online 

will  be using direct  mail  for the first  time; others will be prior users, but in some 

instances they too will be relatively new to  direct  mail. If Mailing Online is unable  to 
-. 
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1 provide  the  quality  of  service  that  the  private  sector  provides,  these  potential  customers 

2 - who  might  otherwise  have  contacted  my  company  or  another  like it for  their  first  direct 

3 mailing - may  well  conclude  that  other  advertising  methods  are  superior to direct  mail. 

4 I have  no  doubt  that  Mailing  Online  will  attract  significant  numbers  of my  customers  and 

5 potential  customers. If Mailing  Online is successful, it will  retain  those customers; if  it 

6 fails,  they  may be lost  forever  to  direct  mailing. 

7 IV. Conclusion 

8 USPS does  well  for all of us when it provides  economical  and  efficient  mail 

9 delivery  services. I rely  on  those  services  every day in my  business,  and I do 

10 everything I can  to  facilitate USPS's efforts. 

11 At the same  time, USPS's position  as  the sole provider of such  services  confer 

12 on it enormous  competitive  advantages in other  areas. If USPS is  permitted  to  become 

13 my  competitor  rather  than  my  partner, I have  grave  concerns  about  the  impact  on my 

14 business. I respectfully  submit  that the USPS's proposed  Mailing  Online  program  will 

15 spell  the  end of fair  competition in the  direct mail business. 

8 
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DECLARATION 

I, Richard  Jurgena, decfare under  penalty of perjury  that foregoing testimony is true and 

correct, to the best of my knowledge, information and belief. 
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BEFORE  THE 
POSTAL  RATE  COMMISSION 

WASHINGTON,  D.C. 20268-0001 

1 

1 
MAILING  ONLINE  SERVICE 1 Docket No. MC98-1 

DECLARATION OF RICHARD  JURGENA 
REGARDING  TESTIMONY 

I, Richard Jurgena,  declare  under  penalty  of  perjury  that  the  testimony  attached as 

Exhibit  A (MASA-T-2) is a  copy of my direct testimony,  and  that it was  prepared by me or 

under  my  direction  and  control. If I were to testify  orally  before  the Postal Rate  Commission, 

my testimony  would  be  the  same.  There  are  no  errors  or  errata in my  testimony. 
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RESPONSE OF MAIL ADVERTISING SERVICE ASSOCIATION 

THE UNmD STATES POSTAL SERVICE 
mmwmow WITNESS JURGENA TO INTERROGATORIES OF 

USPSIMASA-TZ-1. Please refer to your tsstimony at page 2, where you state  that your firm 
' recerrt tycompleted8329piecejobforr lerOeandimportant~~. '  Pleasedescribein 
deta i l thenahaeof thatpb,Muding,kR~~i t~to: the~ot thepieces; theMtureof the 
pieces,indudingtheuseofcdorandthepaptror~tod<type;thetypeofprintingorother 
pcessusedtoQroducethepieces;andthespecikworkyoutfinnperformed. 

USPSIMASA-72-1 R - p ~ n ~ r :  

The nature of this particular job for this cusiomer was the printing  and  mailing of 329 
personalied letters. Specifically, we printed persodied letters in black on 8 1/2 by 11 inch 
H i e  wstomer-provided letterhead. The letterhead  contained the customer's logo and  typical 
letterhead  information  printed in black The customer prwided an electronic  copy of an 
address list, as well as  a faxed copy of the list with  annotations  by  hand to indicaie to which of 
the addresses on the list the letter  should be mailed. Our employees then sorted the seiected 
addresses  alphabetically  by  company and splii them in half. The letters were printed on  a  laser 
printer and half of the addresses  were printed by  inkjet  printer in black ink on whiie  envelopes 
that  matched the customel's  letterhead. The corresponding  letters were inserted in these 
envelopes  and the envelopes  were  sealed  and  sent  by Fint Class Mail.  For  the  other  half of 
the addresses,  we prepared UPS shipping  documents using the customer's  account  and sent 
the letters in UPS second  day  air  letter packs. On approximately four subsequent  occasions, 
the customer  sent  by  +mail  several  additional  addresses to which we  sent  personalized letters. 

. .  

2 
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USPS/MASA-T2-3. Are  any of your wstomers'  mailpieces  entered  at  discounted  postage 
rates? If so, what  discount  levels  are  used  and  what  proportion  of  pieces  your firm prepares 
are  entered  at  each  discount  rate? If not, at what  rates is your  customers'  mail  entered? 

USPSIMASA-72-3 Response: 

Some of our  customers'  mailpieces  are  entered at  discounted  postage  rates.  The 
discount  levels  range  from  the  single  piece  basic  rates  (i.e.,  no  discount)  to  carrier  route/DDU, 
and  indude  all  or  most  discounted  rates in between. I do  not know the  proportion  of  the  pieces 
we  prepare  that  are  entered  at  each  discount  rate. 

4 
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USPS/MASA-T2-4. Would  you, or  your  customers,  be  willing  to forgo possible  higher  discounts 
for  which  your  mailings  might  qualify if entered  into the mail in the  traditional  way, in return  to 
access to  the  mail  categories  (including  waiver of the  volume  minimums)  now  applicable to 
Mailing  Online? 

USPS/MASA-T2-4 Response: 

The  portion of the  question  beginning  with  'in return' is ambiguous; I assume  that  you 
intend to ask whether  my  company  or  my customers would be willing to forego possible  higher 
discounts in order to use  Mailing  Online. I believe  that  some of my  customers  would be willing 
to forego  possible  higher  discounts  to  use  Mailing  Online.  My  company  would  not  use  Mailing 
Online  as  long as it is in direct  competition with us. 

5 
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USPS/MASA-T2-5. At p a g e .  4 you  state  that  many of your customers are large corporations 
that 'often send small  mailings, and they  have  suRfcient  sophistication  and  technical ability to 
Qrovide their mailings directly to USPS electronically without difficulty.' Do these customers' 
mailpieces  typically qua r i  for discounts deeper  than  automation  basic? If so, would  such 
cosfomers be  prepared  to forgo the deeper  discounts  for which they  generally  qualify  to  use 
Mailing  Online? 

USl"ASA-'2-5 Response: 

The quoted  testimony at page 4 referred to many of w r  customers Yor mailings that are 
under 5,000 pieces.'  These  customers'  mailings  that are under 5,000 pieces  occasionally, but 
infrequently, qualii for  discounts  deeper  than  aflomation  basic. I believe  that  some of my 
customers would forego d e e p e r  discounts, in the  infrequent  instances  when they are available, 
to use Mailing O n l i n e .  

.. 
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I, Richard  Jurgena,  declare  under  penalty  of  perjury  that  the  Response Of Mail 

Advertising  Service  Association  International  Witness  Jurgena  to  Interrogatories  Of  the  United 

States  Postal  Service  (USPS/MASA-T2-1-8),  attached  as  Exhibit A, is a copy  of  my  answers to 

interrogatories,  and  that it was  prepared  by  me  or  under  my  direction  and  control. If I were to 

testify  orally  before  the  Postal  Rate Commission,  my  answers to these  interrogatories  would  be 

the same.  There  are no errors or errata in my  interrogatory  answers. 

Date: /d4Ld f / f77  
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DIRECT TESTIMONY 

OF 

ROGER C. PRESCOTT 

My  name is Roger  C.  Prescott. I am Executive  Vice  President of .the economic  consulting - 

firm of L. E. Peabody & Ass0ciates;'Inc..  The firm's offices are located,at 1501 Duke  Street, . . 

Suite 200, Alexandria,  Virginia 22314. * I have  previously  presented  evidence before the Postal . . 

Rate Commission  ("PRC")  regarding Thiid Class  Bulk  Rate  Regular  ("TCBRR")  mail  rates in 

Docket No. R90-1,  Postal  .Rate  and  .Fee  Changes.  199Q ("R!30-1"), as  welkas Standard. (A) . . 

commercial  mail in Docket No. .MC95-1, Mail Classification  Schedule. ' 1995  Classification . . 

Reform I ("MC95-1") and  Docket No.:R97-1, .Postal.Rate and Fee Changes. 1997 ("R97-1"). In .. 

addition,' I have  on  .numerous occisions -presented  evidence  .before  the Surface .Transportation . . .. 

Board  (formerly  the  Interstate  Commerce  Commission)  on  economic  ratemaking  and  %ost  finding . . . . 

principles. My qualifications adexperience are described  in  Appendix A to this statement. . : . 
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. .1 I. PURPOSE OF TESTIMONY 

. . .  . .  . .  . .  

2 . . . The'United  States  Postal  Sen&  ("USPS'') has proposed  a  new  service  for Small officehome 

3 office ("SOHO") customers utiliziig the onliie, .electronic  transmission  of  data ("Mailig 

4 Online"). This new service  allows  the SOHO customer,  using  internet  access  and  machine 

5 readable  files,  to  submit  a  mailing  to the USPS where the mail  will be forwarded  to  a  USPS' 

6 subcontractor  for  production.  As  noted  by  the  USPS'  Witness  Garvey, Mailig Online  ''integrates 

7 -  . .electronic mail  collection,  mail  preparation  and  assembly,  and  traditional  hardcopy  mail 1 e 

8 delive ry..." (USPS-T-1, page 4). As  noted  by the PRC, Mailing  Online  "is  designed for short- . .. 

9 run (less than 5,000 pieces)  direct  mail  advertising,  invoices  and  solicitation  mailings." (PRC's 

10 October 7, 1998 decision,  page 1). 

11 The PRC approved  the  market  test for this service in its  decision in this proceeding  dated 

12 October 7, 1998. The PRC asked  for this current  round  of  comments  from  interveners  as  part  of 

13 the consideration of the  classification  and  rate  structure for the  proposed  next  phase of the Mailig 

14 Online  project, namely a two year  experimental  phase. 

15 I have  been  requested  by  Mail  Advertising  Service  Association  International  ("MASA")  and 

16 Pilney Bowes,  Inc. ("PB") to  review  and  respond to certain  portions  of  the  USPS'  direct  and 

17 supplemental  testimony  dated  July 15,  1998 and  January 14, 1999, the  USPS'  responses to 

18 interrogatories  and  questions  raised  at  the  hearings in this  proceeding,  the  USPS'  weekly  and  bi- 

19 weekly  reports on the  currently  ongoing  Mailing  Online  market  test  and  the  PRC's  October 7, 

20 1998 decision. My testimony  addresses  whether or not  the  USPS'  proposed  Mailing  Online 

21 service and  the  proposed  prices  that  will  be  charged  Mailing  Online  customers  will  harm 
. -_  
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USPS/MASA-T2-3.  Are any  of  your  customers'  mailpieces  entered  at  discounted  postage 
rates? If so, what  discount  levels  are used and  what  proportion  of  pieces  your firm prepares 
are  entered  at each discount  rate? If not, at  what  rates is your  customers'  mail  entered? 

USPS/MASA-T2-3 Response: 

Some  of  our  customers'  mailpieces  are  entered  at  discounted  postage  rates.  The 
discount  levels  range  from  the  single  piece  basic  rates  (i.e.,  no  discount) to camer  route/DDU. 
and  indude  all  or  most  discounted  rates in between. I do  not know the  proportion  of  the  pieces 
we  prepare  that  are  entered  at  each  discount  rate. 

4 
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USPsmAASA-T24 Would  you,  or  your  customers, be willing to  forgo  possible  higher  discounts 
for which  your  mailings  might  qualify if entered  into  the  mail  in  the  traditional  way, in return  to 
access  to  the  mail  categories  (including  waiver  of  the  volume  minimums)  now  applicable  to 
Mailing  Online? 

USPSIMASA-T24 Response: 

The  portion  of  the  question  beginning with 'in  return'  is  ambiguous; I assume  that  you 
intend  to  ask  whether  my  company  or my customers  would be willing  to  forego  possible  higher 
discounts in order  to  use  Mailing  Online. I believe  that some of my  customers  would be willing 
to forego  possible  higher  discounts  to  use  Mailing  Online.  My  company  would  not  use  Mailing 
Online  as  long  as it is in direct  competition with us. 
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USPSIMASA-72-5. A! page 4 you  state that many of your customers are large corporations 
that 'often send small  mailings,  and they have  suflicient sophistication and technical abilii to 
provide their maiinp directly to USPS elecbonically without diiculty.' Do thw customers' 
mailpieces typicafty qualify for diwunts deeper than automation basic? If so, would such 
cusfomers be prepared to forgo the deeper  discounts for which they  generally  qualify to use 
Mailing Online? 

USPSMASA-T26 Re~w-: 
The quoted  testimony at page 4 referred to many of our customers Yor mailings that are 

under 5,000 pieces.' These  customers'  mailings  that are under 5,000 pieces  occasionally, but 
infrequently, qwri for discounts  deeper  than  automation basic. I believe  that  some  of  my 
arstomers would forego deeper  discounts, in the infFequent  instances when they are available, 
to use  Mailing  Online. 

, 
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BEFORE M E  
POSTAL  RATE  COMMISSION 

WASHINGTON,  D.C.  20268-0001 

MAILING  ONLINE SERVICE Docket No. MC98-1 

DECLARATION OF RICHARD  JURGENA 
REGARDING  INTERROGATORY  ANSWERS 

I, Richard Juryena, declare under  penalty of perjury  that the Response Of  Mail 

Advertising Service  Association  International Witness Jurgena to  Interrogatories Of the United 

States Postal  Service (USPS&lASA-T2-1-8), attached as Exhibit A, is a copy of my answers to 

interrogatories, and that it was prepared by me or  under my direction and  control. If I were to 

testify  orally  before the Postal Rate Commission, my answers to these interrogatories would be 

the  same. There are no errors or errata in my interrogatory  answers. 
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4 My  name is Roger C. Prescott. I am Executive  Vice  President  of  .the  economic  consulting 

5 firm of L. E. Peabody & Ass0ciates;'Inc: The fm's  ofices are 1ocated.at 1501 Duke Street, . . 

. 6 . Suite 200, Alexandria,  Virginia 22314. I have  previously  presented  evidence  before  the Postal . 

.7'. . Rate Commission  ("PRC")  regarding  Third  Class  Bulk  Rate  Regular ("TCBRR") mail rates in 

. 8 Docket No. R90-1, Postal  .Rate and  .Fee  ChanPes.. 1990 ("BO-l"), as well,.= Standard. (A) 

9 - commercial  mail  in  Docket No. . MC95-1, Ma il Classlficatlon  Schedule.. 1995 Classiticatlpn . .  . ..  . .  

10. Reform I ("MC95-1") and  Docket No.:R97-1, Epstal.Rate and Fee C h a w  1997  ("R97-1"). In . . 

11. .. addition,'I have  on.numerous occisions .presented  evidence before the  Surface  .Transportation . ' . 

12 Board  (formerly the Interstate  Commerce  Commission)  on  economic  ratemaking  and tost finding . . . . 

13 ' principles. My qualifications  and.experience are described  in  Appendix A to this statement. . : . 
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-2- MASMPB-T-I 

1. P 

. . .  . .  . .  . .  
. - . The'united states  postal service ("USPS") has proposed  a  new  service  for small office/home 

O f i c e  ("SOHO") customers utilizing the  online,  'electronic  transmission  of  data  ("Mailing 

online"). This new service  allows  the SOH0 customer,  using  internet  access and  machine . 

readable files, to  submit  a  mailing  to  the  USPS  where the mail will be forwarded  to  a  USPS' 

subcontractor  for  production. As noted  by  the  USPS'  Witness  Garvey, M a x i  Online  "integrates 

. .electronic mail  collection.  mail  preparation  and  assembly, and traditional  hardcopy mail 1 

delive ry..." (USPS-T-1,  page 4). As noted  by the PRC, Mailing  Online "is designed  for  short- . .. . . 

run (less than 5,000 pieces)  direct  mail  advertising,  invoices  and  solicitation  mailings."  (PRC's 

October 7, 1998  decision,  page 1). 

The PRC  approved  the  market  test for this service in its  decision  in this proceeding dated 

October 7, 1998.  The  PRC  asked  for this current  round of comments  from  interveners  as  part  of 

the consideration of the  classification  and  rate  structure for the  proposed  next  phase of the  Mailing . 

Online  project, namely a two year  experimental  phase. 

I have  been  requested  by  Mail  Advertising  Service  Association  International  ("MASA")  and 

Pimey Bowes,  Inc.  ("PB")  to  review  and  respond to certain portions  of  the  USPS'  direct  and 

supplemental  testimony  dated  July 15, 1998 and January 14, 1999,  the  USPS'  responses  to 

interrogatories  and  questions raised at  the  hearings in this  proceeding,  the  USPS'  weekly  and  bi- 

weekly  reports  on  the  currently  ongoing  Mailing  Online  market  test  and  the  PRC's  October 7, 

1998 decision. My testimony  addresses  whether or not  the  USPS'  proposed  Mailing  Online 

service and the  proposed  prices  that  will be charged  Mailing  Online  customers  will harm 
. -. 
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1 . . competition. My  testimony also addresses certain issues  related  to  the  level 'of costs associated 

. 2 with the  Mailing Online service. My  analysis  and  comments  regarding' Mailiig Online are.. . . 

3 sulllfnarized  under  the  following  topics: . 

4 II . .  Identification of MASA and PB 

5 III. Summary and  Conclusions . . : 

6 IV. USPS' Estimates of the Mailiig Online Business 

7 V. Competitive Impacts of Vertical  Integration 

. 8  VI. Issues on Rates  and Costs for Mailing  Online . 

. . .  

. . .  
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MASA is  a  trade  association of approximately 670 companies  producing  mail for First-class 

and  Standard Rate mailers. MASA has a  direct  interest inchanges concerning First-class and  bulk 

. 'regular rate  Standard (A) mail, the  subclasses  that  will  utilize  Mailing  Online.  Many of MASA's - 

members are letter  shops, print shops  and  other mail preparation  companies of varying  size  that 

could  compete  .for  the  printing  and  production of the type  of mail. to  utilize  Mailing  Online. . 

. MASA members  provide  services  that  include  the  design  and  creation  of  mail,  printing  .services 

and  preparation of mail for submission to the  USPS. 

PB is  a  Connecticut-based  producer of postage  meters,  mailing  systems,  and  office  supplies. . 

PB is the  world's  largest  supplier of mailing  equipment  and  postage  meters. PB utilizes  various 

postal  services  to carry out its  operations,  which  include  a  service  called  DirectNET  that  provides . 

an  electronic  service  to  print  postal  mail. A specifbdescription of DirectNET was  included in 

the  Rebuttal  Testimony  of  PB's  Witness  Brand.dated  September 4, 1998 in  this  proceeding. 

. .  . .  . .  

. .  . .  . .  
. .  

. .  

In summary, as producers of mail,  both MASA and  PB are extremely  concerned  about  the 
. .  . . .  . . 

competitive  impact of the  Mailing  Online  service as proposed  by  the  USPS. 

. .  . .  . .  
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After a  thorough  review  of  the  testimony  and  data  presented  by  the USPS regarding its 

proposed  operation and potential  business  related to  Mailiig Onlie, I conclude  that  proceeding 

with  the  experimental  phase of. this project  will  competitively harm MASA and PB. Because.of - 

this competitive harm, it is my recommendation that the PRC reject the request for approval  .of . 

the  experimentd  phase  of.Mailing  Online as proposed  by  the USPS. If the  experimental  phase  of 

Mailing  Online is put  into  effect,  then  the  prices  charged to the  users  of Mailiig Onlie should be 

increased. 

My  specific  conclusions are as follows: . 

1.. Based on the USPS' own.data, 62% of Mailiig Online  pieces wouldbve been  mailed . 

million  worth  of  business from the  marketplace  to  a USPS controlled  operation  during  the .. 
experimental  phase of Mailing  Online.  Based on the USPS' projections for the. first five .. : 

years  of  operation,  the USPS will  divert $521 million worth of  current  printing  business 
from the  marketplace  to  the USPS' printing  subcontractors; . 

.- even  without  Mailing  Online. Thus, the USPS' Mailing  Online  service  will  divert $121 

2. . Mailing  Online  integrates  the USPS' monopoly  mail  delivery  service  with  the  currently 
. competitive SOH0 mail industry. In economic terms, the USPS would be practicing  what 

. is  called  vertical  integration. The vertical  integration  of  a monopoly service  with  a 
competitive  service is widely  held to be anticompetitive; 

3. Mailing  Online  provides  competitive  advantages to the USPS and itsselected  printers  that ' . 

include: gains'in market  information,  price  advantages  due to volume  discounts on postage . . 

rates,  potential  price  advantages due to exemption from sales and  income  taxes,  bidding . 

advantages for the  incumbent  selected printers and  geographic  advantages to selected 
printers. 
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1 4. lk Packaging!' Pack  and  SendY  and JKOM')', the PRC found  that  competition 
2 must be protected if the USPS expands  into  competitive  areas of business; 

3 . 5. If the Mailing 0nliie.service is to be  continued  into  the  market  experimental  phase,  the 
4 mark-up  of  printing costs should be increased  from 25 percent  to  a  range  between 47 
5 . -  percent and.60 percent in order  to  provide assurance against harm to competition  and to 
6 be  comparable  with  other  services  provided  by the USPS; 

7 6. Because  Mailing  Online  mail  will  receive  the  discount  postage  rates for automation  mail 
. .  and  because  the USPS' data  projects  that  some  current First-class mail  will  migrate to. 

9 Standard (A) mail  when  moving  to  Mailing  Online, a  "revenue  leakage"  will  occur. The 
10 revenue  leakage  will  cost  the USPS $43.1 million  in  revenues  during the experimental 
11 phase. 

12 7. The USPS is not  limited  to 5,000 pieces  per job or to  the SOH0 market  and  the  target 

* . . . * .  

8 

. .  

13 market is potentially  much  larger  than  the USPS has asserted. 

14 8. The charges  assessed  for  information  systems  costs  should be increased  from 0.1 cents  per. : 

16 should be recognized  for  Mailing  Online,  including  advertising  costs  and  any  credit  card 
17 service fees.. . .  a .  

15 impression to 0.41 cents  per  impression. In addition,  all  appropriate  attributable  costs 

. .  - _  . 

. .  . .  . .  . .  . .  

. " . . .. 

" PRC Docket No. MC97-5.  Provisional  Packaeine Service, Opinion and  Recommended Decision, March 31. 

'' PRC DocketNi (36-1. complaint of Coalition  Aeainst  Unfair USPS Competition.  Order No. 1145, December 

" PRC  Docket No. R83-1. E-COM Rate  and  Classification Chanees,  1983.  Opinion and  Recommended Decision. 

1998 (Packaeine Service). 

IG. 1996 ('Pack  and Senf). 

February 24, 1984 CE-COM"). 

- - _  
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N. YSPS' ESTIMATES OF THE MAILING O N L N  B- ' . .  

2 '  The  USPS'  direct  testimony,  supplemental  testimony  and  responses to interrogatories, . . 

3 presented its estimate  of  the  level  of  business for  Mailing  Online  over the. 1999 through  2003 time. .. . 

4 period.  These  projections  identify  the  volumes  (e.g.,  pages,  impressions,  mail  pieces),  printing - : 

- . 5 costs (including  information  systems costs) and  revenues.. The years -1999 and 2000aie considered 

6 the experimental  phase by the USPS.  Although theUSPS utilized 1999 as the start-up year  for . 

7 the  two  year  experimental  phase,  USPS'  Witness  Plunkett  recognized  that  .the  data  "reflect  the 

8 Year 1 and  Year 2 market.. . " (OCNUSPS-T5-4). For purposes of my testimony I have  also 

9 assumed  that  Mailing  Online  begins  in 1999. 

- 10 - . Table 1 below  separates  the  basic  characteristics  of the Mailing  Online  operations,  costs  and . :. 

11 revenues as presented  by  the  USPS  into two time  periods. First, Table 1 summarizes  the USPS' .. 

. .12 projected data for  the  initial  2  years of the  Mailing  Online  program, i.e., the experbental phase. 

13 Second,  Table 1 suinmarizeslhe USPS'  projected  data for the  subsequent 3 years (2001 through 

14 2003). 
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Table 1 
Summarv of USPS’ Proiected Data fo r M a h w  Online 

(Values in Millions) 

.. 

1. Volumes 
a.  Number of pieces!’ 
b. Nupber of paged’ ’ 

c. Number of Impressiod 

2. Aggregate  costsy 

3. USPS Mark-ufl 

4. USPS Mailing Online Revenues 
(L2 + L3) 

811.7 3,249.8 4,061.5 
3,391.2 13,577.6 16,968.8 
5,505.1 22,041.0 27,546.1 

$194.7  $645.7  $840.4 

$243.4  $807.1  $1,050.5 

!’ Attaclment to response  to OCANSPS-TS-10 and PBNSPS-TS-5, revised February 4, 1999 
c, USPS-T2. Exhibit A, page 10 of 28. 
!’ 1999-2000 from  Attachment to Response to PBNSPS-TS-5.  2001-2003 from Attachment  to 

Response to OCMUSPS-TS-16. Costs for all years  include  the USPS’ variable  information 
systems costs and  the costs for 2001-2003 exclude  inserter costs. 

As shown  in  Table 1 above,  the USPS has projected  that  during  the  experimental  phase Mailiig 

Online  will  generate 811.7 million  pieces of mail  reflecting 3.4 billion  pages  with 5.5 billion 

impressions. For the  experimental  phase, the printing costs, including  the USPS information 

systems  cost, are projected to equal $194.7 million and generate $243.4 million in revenues. For 

the entire 5 year projected  period,  the USPS projects 4.1 billion  pieces of mail  reflecting 17.0 

billion  pages  and 27.5 billion  impressions. The first 5 years of Mailing  Online are projected  to 

generate $840.4 million in costs and $1,050.5 million in revenues. . -. 
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In order  to place  the USPS' proposed Mailiig Online  operation into perspective, I have 

developed Table 2 below  which  compares  the  MailiFg Onliie projected  pieces  and  revenues for 

1999 with the volumes  and  revenues for some of the USPS' other  services. The data  for  Mailing 

Online  reflects the 1999 portion of the  data in Column (2) of Table 1 above..  The  Table 2 data  for 

the other services is based on the  revenue  and  volume data in Appendix G to  the PRC'sP97-I 

decision. 

Table 2 
Comparison of Pieces and Revenues 

. .  between  Mailinp Online and Other Service 

Amount  (millions) 
Item Volume Revenues 

(1) (2) (3) . 

1. Mailing  Online - 1999' . 295.7  $90.0 

Other Service$ 

2. Mailgrams 4.8 $4.7 . 

3. Standard  Mail (B) - Library  Rate 29.9  $49.4 ' 

4. Special  Services 
a. Insurance 30.2 68.3 
b.  C.O.D. 3.9 19.0 
c. Bulk Parcel  Return  Service 4.8  8.4 
d. Packaging  Service 2.5 43.1 

!' Atgtchment to Response to PBIUSPS-T5-5. 
R97-1 decision, Appendix G. 

Table 2 shows that the USPS' Mailing  Online  represents  the  pursuit of a  major new line of 

business for the USPS. The annual  number of pieces of mail  and  annual  revenues for Mailing ' 

Online represent  a  substantially  larger  business  than  currently  exists for.other services  such as 
-. 

26 
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mailgrams,  library  rate mail and  several  special  services; In other'words; although the USps 

states that it is targeting  the limited SOH0 market,  in  reality,  Mailing  Online is a  wide-reaching 

endeavor  that  represents  a  major  line  of  business for the USPS. 
. .  

. .  . .: . .  

Mailing  Online is intended  to  serve  current USPS customers as well as attract  new  customers. - 

As developed  by  the USPS, 62 percent of Mailing  Online  pieces  represent  existing  mail  that 

would  have  used  the USPS without  Mailing  Online.4'  Mailing Online is diverting  business  from 

private competitive firms to  the USPS' subcontractor.  Assuming that the  subcontractor  costs 

charged  by  the USPS are at competitive  price  levels  (Table 1, Lii 2), this diversion  from  private 
. .  

9 business  equals  approximately  $121  rnillio$'  during the experimental  phase  and  $521  millio@ 

10 during the five year  period from 1999 to 2003. The  magnitude  of such a diversion to  a  limited 

11 number  of USPS' selected  printing  companies'/  and  the  potential  economic  impact on the 

12 competitive  market for mail  preparation  services  should be taken into consideration  prior  to 

. .  

13 proceeding  with  the  experimental  phase of Mailing  Online. 

. .  

- Sce USPS  Witness  Plunkett  (USPS-T-5). Exhibit D, USPS  Witness Rothschild (USPS-T-4).  page 33 and L i b r q  

'' Table I .  Line 2. Column (2) x -62. '' Tablc 1 ,  Line 2. Column (4) x -62. - The USPS proposal anticipates 25 print shops would be utiiized  to perform the production of Mailing  Online  mail 

41 

Reference LR-I. page 38. 

- 71 

(USPS-T- 1 ,  2). 
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The USPS'  .stated  intentions for Mailing Onliie is  to  provide  the SOH0 market  access to an .. 

easy way to create  and  deliver  .mail. The USPS has stated  that  it  does  not  intend for Mailing 

Online 'to replicate  a  traditional  lettershop"  and  "wish(es)  to  avoi&. direct' competition  with - 
lettershops"  (MASAKJSPS-TI-15);  However,  the  merger  of  the USPS! mail delivery  function  and . . 

' the  actual  creation  of  the  mail  creates  problems for the  competitive  markets  served  by MASA and 

PB. 

The USPS!  proposed  Mailing  Online  service is designed to extend  the  USPS'  mail  delivery . . 

. service  backward  in  the  production  process  to  include  the  creation  of  the  mail. .In economic  terms, 

this is called  vertical  integration.  My  comments on the iinpact  of  the  USPS'  proposed  Vertical. . 

integration on competitive  printing  markets are discussed  under  the  following  topics: .: ' 

A. Definition  of  Vertical  Integration 

B. Problems  with  Vertical  Integration 

C. Past PRC  Treatment  of  USPS'  Integration  with  Competitive  Services . 

D. Conclusion 

I . 

A. DEFINITION  OF VERTICAL INTEGRATIOly 
. .  . -  

Currently, mail is produced  by  lettershops or private  companies  (a  competitive  industry)  and . 

given to  the USPS (a monopoly service) for ultimate  delivery  to  the  recipient.  Although  the ' ' 

USPS'  pricing  structure  may  provide  incentives for the  mailer  to  prepare  the  mail  in  a  certain  way . 

-(e.g..  rates  based  on  shape or worksharing  discounts),  the  USPS  currently has no control  over  the 
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actual production of  the  document  that  is  mailed. In other  words,  the  function  of.producing the 

.mail and the function  of  delivering  the mail are separate. 

When two (or  more)  functions in the  stages  of  production are merged  together  under 'the 

control of one company,  vertical  integration  occurs. In generic  economic terms, vertical - 
'ktegration: 

Refers to  a firm whose  activities  extend  over  more  than  one  successive  stage  of 
the production  process of  transforming  raw  materials  into final goods.  Vertical 
integration  can be  partitioned  into two types: backward  integration,  where  a f m  
extends itself  into  a  previous  stage  of the production  process  and  forward 
integration,  where  a firm moves  into  a  succeeding  stage  of  activity? 

- .  . .. 

.Backward  vertical  integration  allows  a fimi at  a  later  stage  of  production "to incorporate its . 

source of  supply.. . "2f. For  Mailing  Online,  the USPS is  integrating  backward'by  contiolling the 

printing stage  of  the  production  process  through  the  use  of USPS computer  software  and  contract 

printing services. 

. Specifically,  the USPS is  developing  and  paying for the  computer  hardware  and  software  that 

the customer  utilizes.  The  Mailing  Online  customer  enters  the  document  to be produced  and  the 
. -  . .  . .  . .  

list of addresses through  the USPS' internet  website.  Then, the customer  submits his payment 

to the USPS. After  receipt  of  the  document  and  mailing list, the USPS' computer  software  will . - 

- distribute the  mailing ro the  appropriate  printing  company.  (or  companies)  that  the USPS has 

._ 

The Dictionaw of Moclcrn Economics.  Revised Witios, David W. Pcarce, General Editor. The MIT Press. 
1983. 
Production and onerations rnanaeernent. A life cv& annrtmch , Richard B. Chase and Nicholas J. Aquilano; 

-_  
Richard D. Irwin.  Inc.. 1977. 

_ _  
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finished  document to the USPS for delivery to the  recipient. 

The two services  (production  and mail delivery) are clearly  formed  into  one  operation  because 

. the USPS software  and.printing  contractor(s)  must be u t i l i .  Once the product  submitted  by the. 

customer  is  printed, it must be mailed  and  delivered  by  'the  USPS, thus, integratiIig4he  services 

provided  by  the  USPS. 

B. PROBLEMS WITH 
VERTICAL  INTEGRATION 

Vertical  integration of the  production  process, in a  competitive.  environment,  does  not . 

necessarily  lead to a  decrease  in  competition.  Problems,  however, ' arise .when  a  monopoly 

function is combined  with  a  competitive  function. The following  quote  summarizes  the  overall . 

problem  when  a  monopoly  vertically  integrates: 
. .  

Of course  vertical  integration  Joses  its. innocence if there is an  aDpreciable degee 
gf market  control  at  even  one staee of the  production  process. It becomes a 
possible  weapon for the  exclusion  of  new  rivals  by  increasing  the  capital 
requirements for entry  into  the  combined  integrated  production  processes, or it . 
becomes  a  possible  vehicle  of  price  discrimination. In these cases new  vertical . . 
mergers are not  desirable ...( footnote omitted) (emphasis addedp . . . 

Vertical  integration  involving  a  monopoly  service can. lead to competitors being foreclosed 

from  participation in'a market.  For  the  foreclosure  to  diminish  competition,  "one or both  levels 

- involved  must  possess  some degree  of  market power"+'. The competitive  problem  with  vertical 

Ji!' The Oreaniz~tion of I n d w  , George J. Stigler,  The  University of Chicago Press. 1983.  page  303. ut fionomics of Reeulation  and Antitrust, 2nd  Edition, W. Kip  Viscusi. John M. Vernon  and  Joseph E. 
Harrington.  Jr..  The MIT Press, 1996 ("peculation and  Anfitrug').  page  229. 
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integration and  the  foreclosure created can also be problematic if it  "permit(s) an extension of that 

market  power  to  the  other  level" -lation  and Antitma, page 234). 

I discuss  the specific  problems of vertical  integration  related  to  Mailing  Online  under  the 

following two topics: . .  . .  . ._ . . '  
. .  

1. Advantages  for  the  USPS;  and, 

2. Advantages  for  the  USPS  Selected  Printers. 
. . .  . .  

. .  . 

1. Advantages for the WSPS 

The integration  of  the  USPS  with  the  services of the selected  printing  contractor(s)  produces 

several  advantages  over  mail  produced  by  the  competitors  of  Mailing  Online.  These  advantages 

are present in both  informational  gains  of  the  USPS  and  price  benefits r d i  by  the  USPS. 

Currently, the  USPS  has  incentives  to  assist  print  lettershops  and  other  mail  preparation 

companies in obtaining  mail jobs. If a  potential SOHO customer  is  searching for a  company  to 

provide mail production  services,  the  USPS  has  an  incentive  to  help  the SOHO customer, if  asked. 

After  Mailing  Online is operational,  the  USPS  will  have  a  financial  incentive  to steer the  customer 

to its own mail  production  service  under  the  USPS'  control. 

. .  . .  

, e .  
. .  . .  . .  

. . .. . .  

. Next,  the  USPS,.will be in  position  to  gain  valuable  access  regarding  mailing  habits  and . 

distributive networks for the  address  information  gained from customers.  who  submit jobs to . . - 

Mailing  Online.  This  information  will  allow  the  USPS  to  better  target  its  advertising for Mailing 
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Online or produce its own  mailings to solicit  business  from either. SOH0 customers or' the . . . 

recipients of Mailing  Online ma@'. . 

Under  the  USPS'  proposed  Mailing Onliie Service,  the  USPS has two additional  advantages 

over  other  competitors. First, the USPS' proposed  postage  rates for the  experimental  phase will. 

reflect  the  automation  discounts  even if volumes are not  sufficient to qualify for these' discounts. . . 

under  current  requirements.  Because  some  competitors  with  Mailing  Online  printers Will not be 

eligible for discounts,  these  competitors  will be at  a  price  disadvantage.  Second,  Mailing  Online . 

will  not  charge  sales  tax  and  the USPS does not pay  corporate  income taxes. Thus,  the  USPS  may 

be able to offer  lower  prices  than  its  competitors  who are subject  to  sales  and  income  taxes. - . 

2. Advantages for the 
YSPS' Selected  Printers 

The USPS intends to sign  contracts  with  selected  printers,  initially  targeted at up to .25 . 

locations, .who will  be  responsible  for  the  production of the.Mailing.0nline documents.  These . . 

printers are expected,  under  the USPS'  projected  operation,  to  produce  over 100,000 pages  per 

day. Thus, a small number of selected  printers  will  have or make  the  investment in capacity 

needed to meet  the  requirements  for  Mailing Onliie. The USPS has recognized  that."this  capacity 

is also likely  to  generate.  new  revenue  by  benefiting  their  [the  Mailing  Online printers] ability to . . 

satisfy  latent  and  emerging  demand  from  their  own or other  customers"  (MASA/USPS-T1-19@)). . 

This expansion of business  can  provide  the  selected  printer  with an advantage  when  the  USPS - 

IzI The LISPS' periodic  survey  called  the  Household Dq-Study allows the USPS to gather  information On mail 
roxivcd. However, thii information does not provide  the  same  marketing  opportunities as the  Mailing  Online 
data. 
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. decides  to  rebid  the  initial.  printing  contracts. This issue is another  element  of the vertical 

integration  problem as shown below: . .  

Thus  even  though  there may have  been  large  numbers  of  qualified  bidders at the 
outset, if the  winner  of  the  original  bid  thereafter  enjoys  a sunk cost adva&age, 

. parity  bidding at contract  renewal  intervals  cannot  be  presumed.  Instead,  such 
transactions  undergo a "fundamental  transformation".  What  had  been an er ante 
largexumbers bidding  condition  thus  becomes  a  small  numbers  supply  condition 
thereafter. Thii transformation is the main factor  that is responsible €or  the 
decision  to remove transactions  from  markets  *and  organize  them  internally.u' 

Finally,  the USPS proposes  to  select  printing  subcontractors  that are geographically  dispersed. 

This prevents  true  competition for the  subcontractors. In other  words, the second  lowest  bid in 

one geographic  area  would  not  receive  any USPS business for Mailing  Online  because  a  higher 

bid,  in  a  different  geographic area, was  selected  by  the USPS. This is another  advantage for the 

USPS' subcontractors. 

. .  

C. PAST PRC TREATMENT OF 
. USPS' INTEGRATION . .. 

WITH COMPETITIVE SERVICES 

Mailing  Online is not  the USPS' first attempt  to enter into  a service found in a  competitive 

market.  The PRC in the  past  has  instituted  protections to make sure that  the USPS' entry  into  a 

new line  of  business  does  not  decrease  the  level  of  competition. For example, i n - E E M ,  the 

PRC stated  that  "it  has  a  responsibility is for  preserving or promoting  competition" @D, page 

10). In Packagine  Service,  the PRC "recommended  changes  [that]  will  result  in  a  more  level 

'playing  field for competition  between  the Postal Service  and  private stores" (Packaeinp  Service, 

. . .  

.. 
. .  

.. 

l2' The Ncw Palenvc. A Dictionam of Economicg, E d i t e d  by John Eatwell. Murray Milgale and Pelcr Newman, 
Volume 4. page 810. 
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3 . In E-COM, the USPS proposed to print and mail electronic  telegrams.  Initially,  the USPS 

4 proposed  to  subcontract  the  -data  processing  operation  to  Western  Union  Telegraph Co. -but, this . 

5 was  changed  later  to  allow  qualified  common carrier access  to  the  system (E-COM, pages 4-5). 

6 Interveners  (including MASA) argued  that  the USPS' proposed E-COM service  would  compete . 

7 with  the  telecommunication  and  message  preparation  industries.  The PRC found  that  the USPS 

.8 was  involved in a  competitive  product, grantedgreater access  to  use  the  product  and  instituted  a 

9 higher  coverage  ratio  (i.e.,  increased  the  rates) than proposed  by  the USPS. The PRC then  found 

10 its "responsibility is to  recommend  rates  that  will  prevent  such inju ry..." (E-COM, page 22) and 

. 11 to protect  competition. 

12 In Packaging  Service,  the PRC found  that  the USPS' service  consisted  "of  two  'components: '. 

13 the sales/acceptance  transaction  and the packaging  operation".  (Packaging  Service,  page 4). 

14 This service is.posta1 in nature  because  the  service is performed by USPS employees at USPS 

15 facilities. In that  proceeding,  the PRC evaluated the appropriate  costs for the  USPS'  service  and * 

16 potential for competitive  harm. The coverage ratio proposed by the  USPS  was  found to  be 

17 . "inappropriate" and  a  higher  coverage ratio was  recommended for two reasons C P ' E s  

18 aC&!x&, page 25-26j. First, the  higher  coverage ratio (based on the  estimated  costs)  provided  a 

19 contingency in the  event  that  the  actual  costs are higher.  Second,  the  higher  coverage  ratio 

20 "leveled  the  playing field" with  USPS'  competitors. 
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1 . .. * In Pack and  Send, the PRC found  that  the  USPS'  service  of  providing  the  mailing container 

2 . and packing service "constitutes  mail  preparation for a  fee" pack and  Send,  page 15). In that 

3 proceeding,  like  Mailing  Online,  the USPS participated  in  the  creation  of  the  article  to  be  mailed. . . . . 

4 In Pack  and  Send,  the PRC also  found a high correlation  between  the  production  of  the article to 

5 be mailed  and the USPS receipt  of  postage  fees  for  the mail (Pack  and  Send,  page 19). This 

6 parallels the USPS' proposal  for  Mailing  Online  where  the USPS receives  postage  fees after the 

7 mail is  created  under  a USPS contracts'.  Ultimately,  the PRC concluded  that  "the  level  of [USPS] . 

8 fees have the  potential for causing  a  significant  impact on competing  stores  in  the  private  sector.. . " 

9 (Pack  and  Send,  page 19). The same  conclusion is applicable  to  Mailing  Online. 

10 D. CONCLUSION 

11 Mailing  Online  service proposed  by  the USPS will  extend  its  monopoly  power  backward  into 

12 the  production  process.  Specifically,  the USPS' proposal: 

13 1. Vertically  integrates  a  competitive  service  with  a  monopoly  service  which  can  be  anti- 
14 competitive  unless  safeguards are instituted; 

15 2. Provides  competitive  advantages to the USPS and  its  selected  printers  that  include:  gains 
16 in market information,  price  advantages  due  to  volume  discounts on postage  rates, 
17 potential  price  advantages due to  exemption  from sales and  income  taxes,  bidding 
18 advantages for the  incumbent  selected  printers,  and  geographic  advantages  to  selected 
19 printers; and, 

20 3. Contradicts  past PRC proceedings  which  support  the  protection  of  competition  when  the 
21 USPS ventures  into  competitive  services. 

f i l  Tl~c coverage ratio and contribution discussed herc  rclatod 16 Mailing  Online do not consider that thc usps also 
rcccives a contribution from the postagc  rates  chargcd  for Mailing Online  products. 



892  

2123 

I. 

-19- MASAPB-T-1 

..I . For  these reaspns, the PRC should  rigorously  examine  the  terms  and  conditions on which  the. 

2 . USPS .proposes  to  offer  Mailing Onliie in order  to  safeguard as filly as possible  against  the 

. . 3 realization of the  anticompetitive potential of Mailing Onliie. 
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. .VI. ISSUES ON RATES AND COSTS FOR MAILING O N L m  

In the  event  the USPS proceeds  with  the  experimental  phase,  several modiications should  be 

made  to  the  Mailing  Online rate structure to  assure  that no  competitive harm is caused  by  the 

USPS' proposed  service  during  the  two-year  experimental  phase. The specific  modifications . 

involve  revising  the 25 percent  mark-up  ratio,  treatment  for  revenue  'leakage"  in  the  postage  rates, 

revision  to  recovering  the  information  systems costs, addition  of  advertising costs to the  rates 

charged  customers  and  the  identification  of all USPS attributable costs. In addition, I critique  the 

USPS' assertion  that  the  target  market is limited  to SOH0 customers  with 5,000 piece  mailings. 

My  suggestions  and  comments on these  issues are discussed  under  the  following  tbpics: 

.. .. . 

.. . 

. .  
. I  

A. Revised  Cost  Mark-Up 

B. Revenue  "Leakage" 

C. Information  Systems Costs 

D. Mailing  Online Target Market 

E; Treatment of  Advertising Costs . 

F. Identification  of  Attributable Costs 

G. Summary 

. .  . .  

. .  

A. PEVISED COST MARK-UP 

The USPS has proposed  that the price structure  for  Mailing  Online,  exclusive  of  postage 

costs, should  equal  printing costs (including  a  factor  of 0.1 cents  per  impression  to  recover 

-. 
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1. variable  information system costs) markedap by 25 percent.ls/  According to  the  USPS'  Witness . 

- .2 . Plunkett,  the 25 percent  mark-up "is reasonable  and  appropriate".  Witness  Plunkett  further  claims . ' 

- 3 that several factors  favored  "a  moderate  cost  coverage at this. time"!  (USPS-T-5, page 18): 'The 

4 reasons  cited  by  Witness  Plunkett  to  support his a r b i m .  position  include: 1) the price sensitivity 

5 of the target  customers;. 2) the  experimental  phase is only 2 years; 3) the  introduction of new. . . . 

6 volumes to First-class and  Standard (A) mail;  and, 4) the USPS' costs  will be,lower because  of . . 

7 the ability  to  enter  at  destination  entry.  None of Witness  Plunkett's  reasons  support  the  proposed 

8 25 percent mark-up for the  experimental  phase.  A  higher  mark-up  is  warranted for several 

9 reasons. 

10 1. Precedent for Other Postal Service 

1-1 . Several  past and  current  precedents can be  reviewed  to  assist  in  determining the appropriate . . . , 

12 coverage  ratio  (or mark-up) for Mailing  .Online.  The  coverage  ratios  for  the  services  provided  by 

13 the USPS for money orders;  insurance  and  packaging are three examples  shown  below: . 

14 The USPS  currently  provides  money orders to  customers as a service.that is  outside  of the 

15 delivery of mail. This service  competes  with other companies. Inp97-1, the  PRC  found  that.a. 

16 coverage ratio of 147 percent  (Le.,  a  mark-up  of 47 percent) was  warranted. . This level of . 

17 coverage was  instituted, in part,  to  recognize  the mdest.m&m of the.purchasers  of  money  orders 

18 . (R97-1 Decision,  page 595). This reasoning  supports a significantly  higher  mark-up  than . 

19 currently proposed by  Witness  Plunkett. 

- I (J Thc 25 percent mark-up rcpresents a coverage ratio of 125 pcrcent. 
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1 If requested,  insurance  against  the loss or damage  of articles of mail (up to a value of $5,OOO) 

2 6 available to USPS  ctistomers. In p97-1, the  USPS'  Witness  Plunkett  suggested  that  the 

3 * - proposed '154 percent  cost  coverage  guards  against  improper  competition ..." and  that '...the 

4 proposed fee schedule is fair and  equitable for customers,  compe'titors,  and  the Postal Service, 

5 alike" (USPS-T40, page 7). The same  arguments can be made here that a 154 percent  coverage 

6 ratio for .Mailing Onliie would  be  fair  to  the  USPS  and its competitors. . .  

7 Similarly, in B97-1 the PRC set  rates for its  packaging service for non-breakable  and  fragile 

8 items  shipped  via  the  USPS  with  a  mark-up  ratio  equalling 55 percent (R97-1 Decision,  Appendix . 

9 G). In Pack and  Send  where  the  USPS first  requested rates for the packaging  service,  the.USPS 

10 proposed  a  mark-up of 60 percent  (Pack  and  Send,  page 20). . . 

11 2. Fixed Rates for 2 Years 

12 

13 
. .  

14 

15 

16 

17 

18 

19 

20 

The USPS has  stated  that  the Mailiig Online  rates  would be fixed for 2 years  during  the 

experimental phase. For the  rates  to  be set at  the  USPS  proposed  level,  the  PRC  must be 
.. . 

confident  that  no  competitive harm will  occur.  Rates in effect  for  two years (based on a mark-up 

of 25 percent) may  well be sufficient  to drive away  any current or potential  competition. No 

.evidence has been  provided to show  that  individual small lettershops, large printers or other 

services such as PB's DirectNET will  be  able to compete  successfully  with  Mailing  Online.  In 

light  of  the $121 million in revenues  that  the  USPS  will be drawing  away  from  current  printing 

companies during the  experimental  phase of Mailing  Online, caution should be exercised  and  a 

higher  coverage  ratio  included  in  the  prices  charged  by the USPS. 
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1 3. Uncertainty on Volume 

2 The USPS believes that it will  produce ,812 million  pieces  of mail and 5,505 million 

3 .impressions  during  the  experimental  phase  of  Mailing  Online.  .However, the market  research is 

I 

. 4 . not definitive and  the  market  test  phase  of  Mailing  Online  which  began in November 1998 has . 

5 shown  extremely  low  volumes. In order  to maximize the  possibility  that  the USPS’ start-up  costs 

6 are recovered,z’  Mailing  Online  should  receive  the  highest  mark-up  possible. 

7 Even considering Q& the  information  systems  costs  incurred of $22.5 million,  the USPS 

8 must  produce  large  volumes  to  cover  the  costs  incurred.  If  these  costs are not  covered,  then  other . 

9 - USPS services  must  recover  the costs. The  average  mark-up  equals 0..88 cents  per ,impressio#’. 

10 When the 0.1 cent per page  additive  charged  by  the USPS. is  included, the average  contribution 

11 to recover  the USPS’ costs  equals 0.98 cents  per  impression. In order  .to  recover the information . . 

12 systems  costs  of $22.5 million as shown in the USPS’ supplemented  testimony  during  the . 

13 experimental  phase,  the USPS will  need  a  volume of 2.3 billion  impression@’. .Based on the 

14 projected  ratio of impressions  per  page  of 1.62, the USPS will  need 1.4 billion  pages  to  cover  the 

15 information  systems c ~ s t s . ~ ’  

16 . To date,  the  Mailing Onliie market  test  provides  no  indication  that  the  expanded  experimental 

17 phase can approach  the  volumes projected by  the USPS. In the  twelve  weeks  of  reported  data for 

These costs included $22.5 million  in  information  systems costs for  the  experimental  phase. 

million. 
Lw Table I .  Line 3 revenue  for  the  mark-up of $48.7 million  divided  by  Table 1, Line IC. impressions Of 5.505 

Pi‘ $22.5 million  divided  by 0.98 cents per impressions. * 2.296 million  impressions  divided  by  the ratio of impreSsi0n.s to pages  from  Table 1. Line IC f Ub (5.505 
million + 3.391.2). 
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the market testsu' Mailing Online  had 116 transactions  producing 16,666 pages  with  total  revenues. 

.. (iicludig both  printing  and  postage costs) of $6,119.01. Mailing  Online  averaged  only' 144 . 

pieces per transaction. In addition, all 16,666 pieces  were  mailed First Class, thus, preventing . 

the market  test  from  providing  any data regarding Maiiig Online  products  shipped  with  Standard 

(A) rates. This indicates  a  level of uncertainty for the future  volumes  for  Mailing  Online. A 

higher mark-up  would  help  insure  that  the  initial costs are recovered. . .  

4. Other USPS Services 

A recent  United States General  Accounting  Office  ("GAO")  study  addressed the profitability 

of some of the USPS' new producg. The GAO  reviewed  the  profitability 'of 19 new USPS 

products for the 1995 through 1997 time  period. The GAO concluded  that 18 of the 19 products . 

lost money  over  the  time  period  studied  and  the  total loss equalled $84.7 million  (New  Products, 

page 19j. The potential loss of money or failure  to  recover  money  invested in new  products 

further supports  a  higher  mark-up  that  will  recover  the costs incurred  by the USPS more quickly. 

5. Maximizing Contributioq 

The USPS has not  shown  that  the Mailing Online  contribution ismaximized with  a 25 percent 

mark-up. USPS' Witness Rothschild  speculates  that  volume  will  decrease  by 31 percent if the .. 

. mark-up is increased  from 25 percent to 50 percent.a' In Table 3 below, I estimate the USPS' 

contribution from the mark-up  during  the.experimenta1  phase if the  mark-up is increased  to 50 

percent and  Witness  Rothschild's  speculation  regarding.volume  decreases  is r e a l i i .  

a' Data l ~ a s  been reported through  AP5. Week 2. 
z' GAO. Y.S. Postal Service.  Develonment and Inventorv of Ne w Products.  November 1998 ("flew ProdUCE*)- 

-. 

USPS-T-4. Table 15 and Table 16. 
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Table 3 
Estimate of USPS  Contribution from 

Mark-Up Based on Revised 
Mark-UD Ratlo I 1999 to 2Qnn 

Mark-UD  Ratio 
Item souice 2 z ? i X ! . %  
(1)  (2)  (3) (4) 

1. Volume - millions 811.7  560.6 

2. Aggregate  Costs  (millions) - . . $194.7  $134.5 

3. Mark-Up  Percent  Given . 0.25 0.50 

4. USPS  Contribution - millions  Line 2 x Line 3  $48.7 $67.3 

l' Rothschild.  USPS-T-4,  Table 15 and  Table 16. 

11 

Column (3) equals  Table 1 above. L&e 2. Column (4) equals  Column (3) x [Lime 
. l ,  Column (4) + Lime 1, Column (3)]. .. 

15 As shown in  Table 3 above,  under  Witness  Rothschild's  scenario  volume  is  decreased  from 

16 - 812 million  pieces  to 561 million  pieces  when  the  mark-up is increased  from 25 percent  to 50. 

17 percent The decrease  in  volume  also  decreases  the  aggregate  costs for printing  from $194.7 
. .  

18 million  to $134.5 million.2'  However, if the  mark-up is increased  from 25 percent  to 50 percent, 

19 the USPS'  contribution  from  the  mark-up increases from $49 million to $67 million. This further 

20 supports  the  position  that  the  mark-up can be increased  above  the  USPS'  prop0  and  still  provide ' 

21 . adequate  contribution to the USPS. 

a/ This reflects the assumption  that  all costs are  variable with volume  changes. . If  some  costs do not  vary with 
volume, the contribution  at  the 50 percent  mark-up  would increase. 
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6. Summary 

As shown  above, the 25 percent  mark-up  should be increased. The. appropriate  mark-up . . 

should  range  from 47 percent to 60 percent. This increase  will  prove  beneficial to the USPS and 

protect  competition. 

B. JU3VENUJ3 "LEAKAGE" 

The USPS  believes  that  Mailing Onlie will  service  existing  customers as well as attract new . 

customers. From the standpoint  of  revenues  from  postage,  the  discounts  provided  to  Mailing 

Onlie will  decrease  the  revenues for the 62 percent of  Mailing Onlie mail  that  would  have  used . 

the USPS even if Mailing  Online  did  not  exist.  Thus, 38 percent  of  Mailing  Online  business is 

new or incremental  business  which  will  increase  postage  revenues?d' In evaluating  the  revenues 

for postage  realized, USPS' Witness  Plunkett  stated  that: 
. .  

~~ . 

[tJhe.  overall  impact  of  Mailing Onlie on postage  revenue  includes this hvenue 
from new  pieces,  but  must  account for xevenue  leakage as a  result  of making. 
discounted  rates  available  to  Mailing  Online  customers.  (Witness  Plunkett,  page' 
7) (emphasis  added). 

.Witness  Plunkett's  Exhibit D calculated  the  amount  of  this  revenue  "leakage"  associated  with  the 

existing  mail (Le., the 62 percent). As shown in his Exhibit D, the  revenue  "leakage"  due to the 

application  of  automation rates for existing  mail equals.$l4.1 million in 1999 and $20.4 million 

in 2 0 w .  The total  revenue  leakage  equals $34.5 million. 

a/ This was recognized in USPS Witness Rothschild's rcs&&c to MASKS  interrogatory  MASAIUSPS-T4-4. 
My analysis is based on the totals shown in Witness Plunkett's Exhibit D. 
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In addition to the  revenue  'leakage"  associated  with  current mail receiving the automation 

discount as referred to by  Witness 'Plunkett,' a s&nd type of  revenue  "leakage"  also  occurs. 

USPS' Witness  Rothschild  acknowledges  that  some  existing  First-class  mail  will  migrate  to 

Standard (A) mail  when  converting to Mailing Online.='  Because  Standard (A) rates are less  than 

First-class mail,  postal  revenues will also be lost  from this migration?8/ 

Table 4 below.summarizes  the USPS' lost  revenues  during  the  experiment  phase  of  Mailing 

Online because of the  type  of  revenue  "leakage"  due to migration of mail  from First-class to 

Standard (A). 

. .  

. .  

2l' Tr 6/.1294-1295. 
?-w Thc contribution for Standard (A) Regular mail is I&s'&n First-class mail, thus the overall  contribution 10 

. .  

covcr institutional  costs  also  decr-. 
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Table  4 
Surnrnarv of Revenue  Leakage  Due to Mimatioq 

Item 
(1) 

pifference in Revenue Per Piece. 
1. First-class 

a.  Aggregate  Revenue 
b. Aggregate  Pieces 
c.  Revenue  Per Piece. 

2. Standard  (A) 
a. Aggregate  Revenue 
b.  Aggregate  Pieces . 
c. Revenue  Per  Piece . 

3. Difference  Between First-class and 
Standard  (A) - Per  Piece 

Vurnber of Pieces  Migrating 

f .  Percent  of  Existing  Mail 
of Total Mail 

i. . No. of  Existing  Pieces  in First-class 

i. Percent  of  Mail that Migrates 

1. Total  Pieces  Migrating - millions 

Revenue  'Leakage" 

%. Revenue  "Leakagem  due 
to Migration - millions 

I As  shown in USPS-TS-5,  Exhibit D. 
I MASAIUSPS-T44. 

ssmx 
(2) 

11 . . 
11 

Lla+ Llb 

l! 
11 

L2a + L2b 

Llc - L2c 

Y 

Llb x LA 

x 

L 5 X L 6  

L3 x L7 

Jeee 
(3) 

$33.170 
eL8ee 

xxx 

$36,784 
204.263 

xxx 

xxx 

xxx 

xxx 

* x x x  

xxx 

xxx 

rn 
(4) 

$63.745 
160.388 

xxx 

$63.305 
356.494 

xxx 

xxx 

. .  
xxx 

xxx 

xxx 

xxx 

. x x x  

mid 
(5) 

$96,915 
252.28i 
. $0.384 

$100.085 
560.751 
$0.178 

so.20c 

0.62 

.156.41E 

dm 

. 41,765 

$8.603 

PB'cross  examination  exhibit basedon LR-2, PBIUSPS-T4-CX-I,  [(aggregate  pieces  developed 
by the  study after Mailing Onlie by  4.086  billion.  TR611306.  divided  by  existing  pieces - 
developed  by  the study of 5.573  billion,  TR611309)  minus 11. 

Witness  Plunkett  identifies  an  average  difference  in rates per piece between First-class and 

Standard (A) of 20.6 cents  per  piece flable 4, Line 3). Based on Witness  Rothschild's  data, 41.8 
-_  
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million  pieces will migrate  (Table 4, Lime 7). The USPS will  lose an additional $8.6 million in 

revenue 'leakage" due to migration  (Table 4, Line 8). 

Table 5 below summarizes the total  revenue  'leakage". 

Table  5 
Summarv of Revenue Leakage 

. .  

1. Revenue  'Leakage"  due to automation  rates Text $34.5 

2. . Revenue  'Leakage"  due to migration Table 4, Line 8 fi 
3. Total L1 + L2 $43.1 

2133 

The total  revenue  leakage  applicable to Mailig Online equals $43.1 million.  The  issue  of  revenue 

leakage is important  because the revenue  lost  adversely  affects  the  contribution to institutional 
. .  

costs:  'Without  some  offset to the prices charged  Mailing  Online  customers,  the  currently  mailed 

portion  of  Mailing  Online  (i.e.,  the 62 percent)  will  cause  a  burden on institutional  costs. If, as 

shown  by  Witness  Plunkett,  new  mail  enters  the mailstream because  of the use of Mailing  Online 

(i.e.,  the 38 percent  new  mail  calculated by USPS) then  overall USPS revenues  will  increase. . .  
However,  if  the  new mail volumes do not materialize, then  the USPS will  be  financially  worse off 

after the  Mailing  Online  program  begins. 

C. INFORMATION SYSTEMS COSTS 

The USPS has  proposed  that  the  information  systems  costs be recovered  from  a  charge of 0.1 

cents per impression  based  on  the USPS' original  calculation  of  information  systems  costs.  In  the 
- -. 
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supplemental  testimony  of  USPS'.Witness Li, information  systems costs were  increased  to $11.1 . . . 

million for one  time costs and $11.4 million  for  'variable costs, or a total or $22.5 million (USPS- . . : 

ST-9, page 2). After  the  USPS'  supplemental  testimony on January 14,  1999, the USPS' charge . . 

for variable  information  systems  costs (0.1 'cents per  impression)  increased  to 0.21 cents'per. 

impression as shown in Library  Reference  LR-28. Ir.response to PB's interrogatories,  USPS' 

Witness  Plunkett  stated  that  0.21  cents  per  impression  "could be used" in lieu  of  the 0.1 cents per . . . 

piece  (PB/USPS-T5-6). 

Contrary to  the  USPS'  position,  the  .total  information  systems  costs  should be charged to . 

Mailig Online. This produces  a  cost  of 0.41 cents  per impression.z' Witness Plunkett 

recognized  that  the  one  time information systems  costs  should  not  be  treated as institutional costs * 

and that Witness  Seckar's  cost  estimates  recovered  the  costs  over  the first two years of  Mailing . .. 

Online  (OCA/USPS-T5-10).  Therefore, in order  to  recover the.costs as suggested  by Witness. .. 

Plunkett,  the  full  0.41  cents  per  impression  should  be  charged  for  Mailing Online. . .. 

14 D. MAILING ONLINE TARGET MARKET 

15 The USPS'  Mailing  Online  service is intended to  address  the  market for SOHO mail with less 

16 than 5,000 pieces per  job. The USPS has claimed that. the  use  of  digital  printing for Mailing 

17. Online  products cannot efficiently be used for jobs over 5,000 pieces  (OCNUSPS-T-1,  page 9). 

18 The USPS'  Witness H a m  also stated that "5,000 pieces  is  currently  typical  of the upper range" . 

19 (MAsA/USPS-T6-9).  Contrary  to  the USPS' position,.  Mailing  Online  need  not be limited to .the 

20 SOHO  market  of short runs of 5,000 pieces or less. 

2% $22.5 million + 5.505 million impressions (Table 1. Line IC). 
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1 . As noted  by  the  USPS'  Witness Hamm, "[olne of the keys to digital  printing is the  ability  to 

2 personalize the documents"  (MASA/uSPS-T6-9). The flexibility  of  digital  printing  to  allow 

- -  . ' 3 customization  and personalition also,  according to Witness Hamm, "produces  higher  response 

4 rates" (OCA/USPS-T6-4).  Therefore,  a  customer  could  choose  Mailing  Online to u t i l i  this 

. . 5 service  even if alternative  printing  methods were less  costly.  Furthermore,  the  USPS has 

6 acknowledged  that  the  future  technological  improvements in digital  printing  occur  rapidly  (USPS- 
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10 

. _  

11 
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. .  

T1, page 12). Even if the USPS is restricted to the SOH0 market, the advantages  of  the 

technology  and future improvements  may  well create broader  opportunities  for  the USPS in the 

future.  Any  broadening  of  the  market  served  by  Mailing  Online  will  create  additional  pressures 

on competition. 

E. TREATMENT OF ADVERTISING COSTS 
. .  

The advertising  for  Mailing Onliie will be encompassed  in  the  advertising  for  the  USPS'  Post 

Office Online  ("POL").  The  USPS'  advertising for POL  is intended to  utilize  several  advertising 

media  and  has  a  sizeable  budgert9'.  POL  is  comprised  of  Mailing  Online  and  another  service 

related to Express  Mail  and  Priority  Mail  called  Shipping  For  Mailing Onliie, the  USPS 

will  utilize  "targeted  advertising  in  various  media as well as on the  internet  itself'z'.  The  USPS' 

Witness  Garvey also called  the  marketing effort "dynamic"  and  tied  changes  to  the  marketing 

effort, in  part,  to  Mailing  Online (MASA/uSPS-T3-2). 

s/ The USPS' marketing plan is  incorporated  into  Library  Reference LR-16. Because  this  document  was filed as 
confidential, I have not identified any specific components of the cost of  advertising or the form of the 
advertising. 
A sunmary of POL is  shown in Witness  Wilcox's inteGogatory response OCA/USPS-T7-6. 
Witness  Garvey's  revised response to  Presiding  Officer's  Information  Request No. 2. Question 4W. XI 
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1 In response  to an interrogatory from the Office of  Consumer  Advocate ("OCA"), Witness . . . . 

2 Garvey claims "there will.be  no  advertising  specific  only  to  Mailing  Online..."' (OCMSPS-T1-. : . 

3  29). He claims that Mailing Onliie advertisements  will be part of existing  programs  and i f  * 

4 Mailing  Online  did  not exist, the USPS  would still incur  the  advertising  costs.  For  purposes  of 

5 allocating  advertising costs, Witness  Garvey's  position on advertising  misses  the.  point. . '  . 

6 .  Mailing  Online  will  benefit  from  the  advertising  developed for POL.  .While no  advertising 

7 costs may be incremental  to  Mailing Onliny', no  reason.exists for Mailing  Online  not  to  share 

8 in the costs  because  Mailing Onliie benefits  from  the  POL  cost  paid  by the USPS. 

9 The advertising for POL is designed  to  attract  customers'to  use  the  USPS'  Mailing Onliie and 

10 Shipping  Online  services. A potential  customer who  responds to the.USPS'.advertisements is  not . ' 

11 tied to a  specific  revenue  level or size of the  transaction  that  occurs  (i.e..,  number  of  pieces). 

12 Therefore, the  advertising is designed  to  attract  transactions  and  the  advertising costs should  be 

13 allocated on that basis. A transaction would  include: 

14 1. The placing  of an order with  Mailing  Online  or  Shipping  Online; 

15 2. Use  of the help desk for Mailing  Online  and  Shipping  Online; 

16 3. Use of POL website to track  Shipping  Online  packages;  and, 

17 4. Ordering  supplies.r?' 

z/ Realistically.  in  order to design an advertisement  including  Mailing  Onlinc.  some of the cost of.the design  and 
dissemination of the  advertisement is associated  with  Mailing  Online. 

35' nrc functions of POL are  graphically shown in OCA/USPS-T7-6. 
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In order  to  distribute  the advertisiig costs, the number of transactions  related to the 4 items 

discussed  above  should be tallied.  Then, the costs distributed to Mailing Onliie based on its 

percentage of the  total  transactions. . . . ... 

F. JDENTIFICATION OF A'ITRIBUTABLE COSTS 

In order  to avoid  burdening  other  mailers  (or  subclasses of mail) with  the  recovery of Mailiig 

Online costs, Mailing  Online  costs  should  recover all attributable costs applicable  to this function. 

While  institutional  costs are incurred  by  the USPS and  unrelated  to  any  type of USPS service, 

attributable costs are those costs that are distributed to a class,  subclass or special service. 

Attributable costs for a component  can, in some  cases,  be  related  to  more than one  class of service 

(e.g., First-class and  Standard (A)). InP90-1, the USPS recognized  that  attributable  costs  include 

variable  c0sts.S' 

. .  . .  

The USPS has  recognized  that  approximately  one-half of the  information  systems costs ($1 1.4 

millionw) are variable  costs.  However,  all  of  the  information  systems  costs  including  the  one  time 

costs are tied  directly  to  Mailing  Online  and  should  be  considered  attributable  costs. In addition, 

the  advertising  costs  discussed  above  should also be considered  attributable. To treat these costs 

otherwise  would  make  the  recovery of these costs dependent  upon  other  USPS services or ClaSSeS 

of mail. The USPS witness pludett recognized that  athe fixed informational systems costs will 

not  become  institutional"  (OCAIUSPS-TS-52). 

2S' W. USPS-T-13. pagc 5. w Witness Lim. USPS-ST-9. page 2. 
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In addition to the  above, Mailing Online  should also recover  any  specific costs ihcurred from 

its  operation. This includes credit .card service charges which  currently are not  included in any. 

of  the costs (or  a  reduction in revenues)  shown  by the USPS' witnesses.. The USPS was  asked  to . .. 

identify  the  service  charges  that USPS will  incur  resul-ting  from  the  credit cards utilized  by SOHO 

customers  to  pay for the Mailing  Online jobs submitted. (PB/USPS-Tl-l and PBRJSPS-T1-4). 

USPS has stated  that  it  will  pay  not  more than 3 % for bank card service charges?' This means 

that  based on the USPS projection of revenues for the experimental  phase of $243.4 million  (Table 

1, Line 4), the USPS will pay  up to $7.3 million for bank card service  charges ($243.4 million . 

x 3.percent). These charges, which  reduce the USPS' contribution from the  mark-up,  should be 

included as attributable  costs for Mailing  Online. . 

G. SUMMARY 

In summary, the USPS' proposal for the  experimental  phase for Mailing  Online  should  be 

modified in several  respects  to  properly  reflect  the  revenues  required  and  costs  associated  with 

Mailing  Online.  These  adjustments  include: 

1. Increasing  the  cost  mark-up to a range of 47 percent to 60 percent; . .  

2. Recognize  the  revenue  leakage  in  postage  received  by USPS of $43.1 million; 

3. Recognize that the USPS is not  limited to 5,000 pieces  per job  or solely to the  targeted 
SOHO market; 

4. Increase the charge to recover  information  systems  costs to 0.41 cents per impression; 

5.  Distribute  advertising costs between  Mailing  Online  and  Shipping  Online  based on the ' 

number  of  transactions for each  service;  and, 

SI USPS stipulated to thii maximum amount at the hearing on February 5, 1999. 
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6: Recognize all other  appropriate  attributable costs that are incurred by the USPS for 
Mailing  Online. 
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STATEMENT OF OUALIF'ICATIONS 

My  name is Roger C. Prescott, I am Executive  Vice  President  and  an  economist  with  the 

economic  consulting f m  of L. E. Peabody & Associates,  Inc.  The firm's offices are located 

at 1501 Duke  Street,  Suite 200, Alexandria,  Virginia 22314. 

I am a  graduate of the  University of Maine  from  which I obtained  a  Bachelor's  degree in 

Economics. Since June  1978 I have  been  employed  by L. E.  Peabody & Associates,  Inc. 

I have  previously  participated in various Postal  Rate  Commission  ("PRC")  proceedings. In 

Docket No. R90-1, Postal Rate And Fee Changes.  1990, I developed  and  presented  evidence to 

the PRC which  critiqued  and  restated  the  direct  testimony of the  United  States  Postal  Service 

. ("USPS") as it related to the development  of the proposed  rate  structure on behalf of third class 

business  mailers. I submitted  rebuttal  testimony in PRC  Docket No. MC95-1, Mail 

Classification  Schedule. 1995 Classification  Reform I, regarding  recommendations  of  intervenors 

in response  to  the  USPS'  proposed  reclassification of Third  Class  Bulk  Rate  Regular  ("TCBRR") 

rate structure. I also  submitted  rebuttal  testimony in Docket No. 97-1,  Postal  Rate  and Fee 

Changes.  1997 regardiig the  development  of  rates for Standard (A) mail. 

The firm of L. E. Peabody & Associates, Inc., specialis in  solving  economic,  marketing 

and transportation  problems. As an economic  consultant, I have  participated in the direction  and 

organization  of  economic  studies  and  prepared  reports for railroads,  shippers, for shipper 

associations and for state governments  and other public  bodies  dealing  with  transportation  and 

related  economic  problems.  Examples  of  studies  which I have  participated  in  organizing  and 

directing  include  traffic,  operational  and  cost  analyses in connection  with  the  transcontinental 
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movement  of  major  commodity  groups. I have also been  involved  with  analyzing  multiple car ' 

movements,  unit train operations,  divisions  of through rail rates and  switching  operations 

throughout  the  United States. The  nature of these studies  enabled  me  to  become  familiar  with 

the operating  and  accounting  procedures utilized by  railroads in the normal  course of business. 

In the course of my  work, 1 have  become familiar with the various  formulas  employed  by 

the Interstate  Commerce  Commission  ("ICC")  (now  the  Surface  Transportation  Board ("STB")) 

in the  development  of  variable  costs for common carriers with  particular  emphasis on the  basis 

and  use of Raid Form A and its successor, the Uniform Railroad  Costing  System ("URCS"). 

In addition, I have  participated  in  the  development and analysis of  costs for various  short-line 

railroads. 

Over the  course of the  past  twenty  years, I have  participated in the  development  of  cost  of 

service analyses for the  movement  of  coal  over the major  eastern,  southern  and  western  coal- 

hauling  railroads. I have  conducted  on-site  studies  of  switching,  detention  and  line-haul 

activities  relating  to  the  handling  of  coal. I developed  the carrier's variable  cost of handling 

various  commodities,  including  coal, in numerous  proceedings  before  the ICC/STB.  AS  part  of 

the  variable  cost  evidence I have  developed  and  presented to the  ICC/STB,  I  have  calculated  line 

specific  maintenance  of  way costs based on the Speed  Factored  Gross  Ton  ("SFGT")  formula. 

In October 1993, I presented the history  and use of  the SFGT formula at a  conference 

attended by shippers,  railroads,  association  members  and  Commission  staff. The conference, 

titled  "Maintaining  Railway  Track-Determining Cost and  Allocating  Resources,"  examined  the 

methodologies  used  to  determine  maintenance of way costs over freight  and  passenser rail lines. 
- .  
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I have  developed and presented  evidence to the ICC/STB related to maximum rates,  and 

"Long-CaMoh"  factors in several proceedigs. I have also submitted  evidence on numerous 

occasions & Ex Parte No. 290 (Sub-No. 2), Railroad Cost Rmverv Procedures  related to the 

proper  determination of the Raid Cost  Adjustment  Factor. 

In the two recent  Western  rail  mergers,  Finance  Docket No. 32549, Burlington  Northern, 

et al. - Control  and  Merger - Santa Fe Pacific  Comoration. et al.  and  Finance  Docket  No. 

32760, Union Pacific Comoration. et al. - Control  and  Merger -- Southern  Pacific  Rail 

Comoration et al., I reviewed  the  railroads'  applications  including  their  supporting traffic, cost 

and  operating  data  and  provided  detailed  evidence  supporting  requests for conditions  designed 

to maintain the competitive  rail  environment  that  existed  before  the  proposed  mergers. 
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RESPONSE OF MAIL ADVERTISING SERVICE ASSOCIATION 
INTERNATIONAuplTNY BOWES 

WITNESS PRESCOTT TO INTERROGATORIES 
OF THE OFFICE OF THE CONSUMER  ADVOCATE 

i 

ocA/MAsA@B-Tl-1. Please ref= to your testimony at page 10, lines 5-13. 

(a) Please  define "mail preparation services." 

(b) Please define  the  "competitive market for mail preparation services." 
(c)  Please confirm that some  of  the 62 percent of business  diverted fiom "private  competitive 

fums to the USPS' subcontracton"  could be diverted from firms that  prepare mail in- 
house as an  adjunct  to  major  business  activities,  such as insurance company  policy 
statements. If you  do  not confirm, please  explain. 

(d) Please  provide  any  studies, reports or other  evidence  showing  the  proportion of the $121 
million of business  during  the  experiment  diverted  fiom firms that prepare mail in-house. 

OCA/MASA/PB-Tl-l Response: 

(a)  The  phrase Wail preparation services" in  my  testimony refers to the physical production 
of  documents  to be mailed  including  any or all of the  following:  composition,  printing, 
stapling,  enveloping,  selection  of  recipients,  addressing, sorting, and  pIacement of 
postage on the  mailable  item. 

@) ?he phrase  "competitive market for mail preparation Sesvices" in my  testimony  refers to those 
private  companies  that  could  compete  for any of the services provided  by  Mailing Online. 

(c) confirmad. 

(d)  My analysis was based on data presented  by  the  USPS. I am unaware of any data presented 
by the USPS  that  identifies the proportion  of mail diverted h m  firms that  prepare  mail 
in-house. 



913 

2147 

RESPONSE OF MAIL ADVERTISING SERVICE ASSOCIATION 
INTERNATIONAUPITNEY BOWES 

WITIW3S PRESCOTT TO INTERROGATORIES 
OF THE UNITED STATES POSTAL SERVICE 

c 

USPS/MASAPB-TI-l. On page 4, lines through 6, you state  that 

Many of MASA's members arc ldter shops,  print  shops and other mail preparation 
companies of varying sizes that could compete far the  printing and production of the 
type of mail to uti& Mailing  Online. 

Please confmn that  some MASA members could compete to  become a Mailing  Online  printer under 
contract  to  the Postal Service. Ifyou do not cbnfixm, please  explain. 

USPS/MASAPB-TI-1 Response: 

.confirmed. 

.- - L 
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USPS/MASAPB-Tl-t Response: 
--.- - 

The Aggregate Cost figures are developed h m  the sources shown in footnote 3. The reference 

to footnote 2 on Line 2 of Table 1 should be changed to footnote 3. 

c 
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USPS/MASAPB-TI-3.  Please refer to  your Table 2, on page 9 of your testimony. Please co&p 
that Mailing  Online revenues of $90 million would be less than 0.2 peacent of total Postal Service 
rcvcnucs of about $60 billion. If you do not confirm, please explain. 

USPS/MASAPBT1-3 Response: 



4 

, 

USPs/uAsAPB-Tl-4. On page IO, lines 7 to 10, you estimate a diversion fiom private business of 
$121 million  during  the Mailing Online expaiment. Please collfirm that the $121 million estimate 
assumes @t all existing mail which uses Mailing Online is cUmntly using the mail prepaxation 
sewices of private businesses. If you do  not confirm, please explain why. If you do confirm, please 
explain the basis for this assumptiol~ 

USPS/MASAPB-T1-4 Response: 
-t' - 

provides mail preparation services or in-house by a private business that is a potential customer of 

the companies that  provide mail prepaxation services. 

e. . . - 

9 1 6  . 
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917 

2151 

-5- 

USPS/MAsApB-Tl-5. On page 10, lines 11 to 12, you n f a  to the "potential economic impact on 
the  competitive  market  for mail preparation savices''. c 

(a) -How do you  define  the  "competitive market for mail preparation services?" Please 
specify how it corresponds to the  approximately 670 companies that belong  to MASA? 

@) Please  provide an estimate of the  total  amount  spent p a  year on private mail preparation 
services. Please indicate  whether  your response is limited to MASA members. 

--.I 

USPS/MASAP&Tl-S Response: 

(a) The phrase  "competitive  market  for mail preparation services" is defined in  my  response 
to OCA/MAsA/PB-Tl-l. The 670 companies that arc members of MASA consist of 
part,  but  not all, of the  competitive  market  for mail preparation services. 

@) The total amount  spent per year  on  private mail preparation scryices was not needed for my 
analysis and, therefore, I have  not  developed  that  value. 
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USPSMASAPB-TIQ. PI- refa to  age 12, line 3 of your *OW, Where YOU state %when ~ W O  

(or more) hct ions in the stages of production are merged together  under  the  control  of  one 
company,  yertical  integration occurs.” 

(a) Please confirm that private printing  companies wiII supply MOL services  under  contract 
to the Postal Sexvice, rather than being mergdwith the Postal Service. If you  do  not 
ca-pleasecltplain. 

(b) By the use. of the word  “control”,  do  you  mean  that  the Postal Service  will  forbid Mailing 
Online  contractors h m  obtaining  other  printing  and  mailing  business on their own? 
Please explain any  affirmative response. 

USPS/MASAPB-T1-6 Response: 

(a) Not confirmed. Because the  private  printing  companies arc under contract  to the USPS 
and all of the  Mailing  Online jobs come  through  the USPS, the  printing  and  mail 
production  function is merged through vertical integration  with  the USPS’ mail  delivery 
function. 

@) No- 
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USPSMASAPB-T1-7. Pleasc refer to page 15, l i i  7-9 of your  testimony, where you argue 
the. 

Mailing Online will not charge sales tax and the USPS does not pay corporate 
income taxes. Thus, the USPS may be able to offer  lower price than its 
competitors who arc subject to sales and income taxes. 

(a) Please confirm that the Postal Sentice’s fee proposal for M a i l i i  onlint calls for 
marking up the costs of private printers. If you do not confirm, please explain. 

- (b) Please confirm that thesc private co~tractofs & subject to sales and corporate inwme 
taxes. If you do not confirm, please explain. 

(C) Would you agree that in pnparing bids  for  provision of MOL services, potential 
printing cOntractorS would include sales and coqwrate income taxes in estimating their 
costs? Pleast explain any ntgative answer. 

(d) Do you believe that any sales taxes amently apply to the sale of products and sewice 
over the Inttnrt? Please explain any affirmative answer. 

USPSIMASAPB-T1-7 Response: 

Not confumtd. Thc USPS will mark-up the price charged by the private  printer co- with thc USPS. 

 NO^ m-. WMMX or not tht private c o w r  pays salts Or corporate income 
tax is a function of several Wrs, i n c l u d i n g  the tax regulations of tbe state where the 
printer is located, the profitability of the company and, with nspcct to salts, the 
nature of purchasing  entity. 

Not mcessarily, as discussed in my response to part @). 

Yes. For example, the popular website called Amazon.com that sells books, music 
and videos states that Washington State and Nevada State laws require that we charge 
a sales tax on the full amount of the order.’ 

http://Amazon.com
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USPS/MASAPB-Tl-9. Please refer to Table 4 on page 28 of your testimony. In estimating the 
amount of revenue leakage d& to migration of volume h m  First-CIps Mail to Standard Mail (A), 
did you consider cost savings resulting fiom this migration? Pleasc explain any affirmative nsponse. 

USPS/MASAPB-T1-9 Response: 
.---: - 

No. Table 4 only calculates revenues. However, as noted in fmlnote 28 on page 27 of my 

testimony, the contriiution for Standard (A) Regular mail is les s  than First Class Mail. 

C. . . - 
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USPS/MAsApB-Tl-lO. Please refer to  page 32, line 6 of your  testimony, whcre you state  that 
"Mailing Online will benefit from the advertking  developed for POL7 

(a) In your view, does  the fact that a product benefits h m  an expenditure justify distriiuting 
at least part of that expenditure to the product.  Please e x p l a i n  your answer. 

ZZf - .. 
@) To the cxtent that Mailing Online makes it easier to use First-class Mail and Standard Mail 

(A), and incrtases FirstClass Mail and Standard Mail (A) volumes, will First-class Mail 
and Standard Mail (A) ' h e f i t  from" the  advertising of POL? Please  explain  any 
negative response. 

USPS/MASAPB-Tl-lO Response: 

. (a) In my testimony I used the word "benefit" to  mean  an expenditme intended  to increase 
demand for Mailing  Online. The fact that  a product benefits in the sense of experiencing 
increased dunand as a result of an expenditure justifies distriiuting  at least some part of 
the expendim, however  large or small, to the product. 



-1 1- 

USPS/MASAPB-TI-I 1 R~SPOUSC: 

The  sentence in my  testimony states that "...while na advertising costs may be incremental to 

Mailing  Online,  no reason exists for  Mailing Online not to share in the costs...." (footnote omitted). 

The term incremental refers  to  any  specific  adv&g costs that would not  have  been incurred but 

for the  addition of the  Mailing  Online  service. 

C. . - c 
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USPS/MASAPB-Tl-l2.  Please refa. to page 32, line 9 through page 33, line 3 of your testimony. 
Please assume that POL offas two savices, MOL  and  POL [sic], and that over a given time period 

there are 60 MOL transactions and 40 SOL transactions, as you defined transaction in this section 
of your testimony. Please hthcx assume that over that same period, advcrtisiig costs for POL total 
$100. Please wdmn that the distribution approach dtscn'bed on page 33, lines 1 to 3 would 
distriiutc $60 of advertising costs to MOL and $40 to SOL .Kyou do not confirm, please  explain. 

USPS/MASAPB-T1-12 Response: 

confirmed. 

.+ 
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USPS/MAsAPB-Tl-13.  Please  refer  to  your  testimony  at  page  24, lines 15  to 16,  where  you  claim 
that the Postal  Service "has not  shown that the  Mailing  Online  contriiution is maximized  with a  25' 
percent mark-up." 

(a) Do you  consider  contxibution maxlIlllzatt 'on to be a  relevant  criterion in establishment  of . .  
rates and ftes under  the  Postal  Reorganization  Act? Please explain your  answer. 

@) Please confirm that  the  aggregate cost figure of $194.7  million  you  use in your  Table 4 
excludes  those costs c h a r a c t d  as "fixed" by  the  Postal Service. If you  do  not 
confimz please  explain 

(c)  Please confirm that  your  Table 4 assumes that  aggregate costs drop in proportion to the 
drop in volume  when  moving fiom a  25  percent  to a 50 percent mark-up ratio. If  you 
do not confirm, please explain. 

(d)  Please  reconcile  your  assumption  about  the  relationship between volumes and  aggregate 
costs with  the  evidence  that high-cost options, such as documents  over 10 pages, 11 x 
17  inch  documents,  and  spot  color  documents,  decrease  disproportionately  when  moving 
fiom  a 25 percent to a 50 percent markup. See Tables 15 and 16 of witness Rothschild's 
testimony  (USPS-T4), and  Tables 1,2, and  3 of witness Seckar's testimony  (USPS-T- 
2). 

USPSMASAPRTI-13 Response: 

(a) No. M.aximization  of  contribution is not a  criterion of the Postal  Reorganization  Act. 

@) Confirmad, if the comct reference in the question is to Table  3 of my testimony. 
- .C 

c 

(c) Confirmed, if the  correct  reference in the  question is to  Table  3 of my  testimony. 

(d) The  change  in costs in  Table 3 was  based  on the average costs for  simplicity.  The data 
.. required to pcrfom the analysis shown in witness Seckar's &%it, and  utilized  by  the 

USPS' witness Plunketf are not  available in the USPS'data  for  projected  volumes  with 
the 50 percent  mark-up. 
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$ 

USPS/MAsAPB-Tl-14. Please refa to your testimony at page 23, lines 5 to 15, and fwtnotc 17. 
On l i i  5 you refer to 'USPS start-up costs", and in footnote 17 you state that '[tlhese costs 
included $22.5 million in information systems costs for the  experimental  phase." 

Please co&m that the information systems costs of $22.5 million consists of $1 1.1, 
million of  'one-time" costs, and $1 1.4 million  of  'variable* costs, as presented  by 
witness scckar at Tr. 8/1882. If you do  not cod, please  explain. 

Please confirm that witnesses seclcar and Lim consider the $1 1.1 million of 'one-timc. e 

costs to bc 'start-up" costs for M a i l i i  Online. See Tr. 511050-51 (witness Seckar 
considers information systems fmed costs to be 'one-tirnc start up costs for  the 
experimental period?; Tr. 8/1913 (Witness I im  states that  he 'sbare[s] Witness 
Seckar's views  that  one-time costs are essentially the start-up costs for MOL.*). If 
you do  not confirm, please explain. 

Do you consider the $1 1.4 million of 'variable* information systems costs to be start- 
up costs for Mailing Online? Please explain any af€ixmative response. 

Do you  consider  the $11.4 million of 'variable" information systems costs to be fmed 
costs regardless of  the  volume  of Mailing Online? Please  explain  any  affmmtive 
response. 

On page 23, line 9 of your testimony, you state tbat '[t]he  average mark-up aquals 
0.88 cents per impression." Please confirm that the markup for Mailing O W  is 
based on all printing costs, including paper, envelope, and insertion costs, as well as 
impression costs. If you do not confii, please  explain. 

USPS/MASAPB-TI-14 Respon~e: 

(a) Confirmed. 

_ .  
* (c) I have  not  made an assessment as to whether or not the 'variable" information systems 

costs should bc considered  start-up costs. However,  the $11t4 million qwntifid by 
the USPS' Witness L i i  is #cost incurd by Mailing O&c volume during the 
proposed  experimentaI  phase and should be rccoveTed by Mailing Online. 
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(a) Would you support a higher mark- c v a ~  if it dtcd in demased contribution for 
Mailing onlim, because of l O s t ' V O l ~ ?  

(a) Yes. 

(b) confirmtd. 
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1 

a 

&cause a quantifiable  causative rclafionsbip is shown between the cost and the product. The 

hypothetical does not provide  sufficient information to detennine whether an imxcase in volume 

nlatcd to improved image due to Priority Mail adveing reprcsem~ a quantifiable  causative 

relationship because of the rmmerous other factors that could  have impacted volumts. 

Y 

c 
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USPSMASAPB-TI-21 Response: 

(a) No. Thc USPS states that tbc '~ial print sites will be gtograpbically situated 
according to rlarurnA.... (USPS-Tl, page 2). If demand wananted, more than one 
printing company could be at a given location. 
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(b) What role, if any, docs the naxsity for printing wntxactors to meet performance 
deadlines that rquk aatry &Mailing online pieces to specific, gcugraphidy 
dispcma pod f i c i i  play m your analysis of %IC compttition'. 

(c) Do you believe tbat a printer bidding to bcmmc a Mailing Onlint contractor could 
haye its physical  plant located m New Mexico yet med the PerformanCt deadlines in 
Florida? 

i. I f s a , h o w c o u M t h e p r i n t a ~ t o b e c o m p c t i t i v c g i v c n t h c n e c d t o ~  
for substmtial transportation costs that primtrs in Floida would not nted to 
ioatr? 

ii. .Ifnat,howdoy~ncolrcilethiswiththtsfPtancnt,alsowpagel6ofyour 
testimony, that 'tbe secood lowest bid in ODC geographic area would not 
w i v e  any USPS busimss for Mailing onliot because a higher bid, in a 
diffennt geographic area, was selected by the USPS'? 

(a) what is your baclrgroslnd and cxpclicnce in govermncnt prowanent regulations. 
Pleascexplainindctail. 

for the subcontraaors' are cxplaimd in my tea IKUQC~Y thu the USPS' rtQuirrnatnt that the 

wirming bidda(s)'be geographically dispcrscd pnscorS a baaicr to competition for other bidders. 
: ,I 



e 
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(d) Simx 1956, LE. peabody & Associates, Inc. submit bids for COMultiDg services to 
state, local and fcdtral govanmnds. As part of assisting with thc preparation of bids 
and~onofammcts,Iamg~yfamil;ltwichthcreguIationsnquirad 
for the contracts relevant to our company. For purposts of this pmxuiiing I have 
rcviewcd the contract between the USPS and Vestcorn International lac. shown in 
USPS-LR-11 but my tedmony dots not atttrnpt to address tbe compUitivc 
c n v i r o ~  in which this centrad was negotiated. 

Y 
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(b)-(c) For my analysis, tk entire capacity of the print-ondcmaxi iadustry is not required. 
However, my testimony does calculate tbc diversion of b u s i  from current printing 
busimssestoMailingonlimto~angebctwetn$121millionforthefirst2ycarsarad 
$521 million over tht 5 year puiod is shown by the USPS. 

(b) In Qualitative or Quantitative terms, or both, what proportion of the entire capacity of 
tht prinmndanaud iduscry do you believe Mailing onzint contradors will generate 
purely to provide Mailing online scrvicts? 

(c) In pualitative or quantitative term, or both, what proportion of the printademand 
industry capacity do you believe Mailing Online co~tradors will generate to provide 
service other than for MaiIing Online? 

USPSMASAPBTl-24 Respon~e: 

(a) Bidders that arc not successful in obtaining a contract for the production of Mailing 
Onlinc documen& will not have any incentive to make iuvestmats in capacity related 
to Mailing onlint. As noted in Attachmmt No. 1 to Residing of f icers  Information 
Request No. 2, Question No. 5, digital printing offers several advantages. fir. 
6/1500-1502). These advantages arc independcnt of the USPS providing  the Maihg . 
Onl i i  service. 
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Priortofilingyourtcstimony,didyoureadtht bstimoniesof~Tayman,USPS- 
T-9. in Docket No. R97-1, or the commission's Opiion in Docket No. R97-1, at 
pages 21 to 23, concuning the Postal servicc's ILccd to rccovef prior years' losses? 

confirm tbat a private firm subjed to federal bome taxation can carry foryard its 
net operating losses for the past 15 yqrs and apply thcm against profits carned in 
subsequent ytars. If not confirmed, pleast errplain. 

ConfinnthatafirmsubjeatofeQral~~taxationcancarrybackoperatinglosses 
andoffsettbcmagainstprofitscarnedinprtviousyuus. Ifs0,wJntarcthegemral 
rules governing the extent  to which a private finn subject to federal income taxation 
may do so? If not confirmed, please explain. 

Assume for this subpan that the Postal service were subjed to federal income taxation 
since its inception. 

. ,  . 

i. Do you believe the Postal service w d d  have inaurcd tax liability for any of 
the years of its existence sincc 1971? If SO, plca~e state the fiscal year(s) in 
which you believe t h e ,  Postal service w d d  bave inwrcd tax liability, what 
income you believe would be subject to taxation, a d  tbt total tax liabiity. 
For each year in which you believe that thc Postal Service would bave 
inanrrdolx~ility,pleasealsosoltcwbetbaa;lch~~woUtdbavebtcn 

and provide SOP~ILW for your figures. 
sub~toanynfimdsductocarrybacklosses. P l ~ s h o w a l l c a l ~ o ~ ,  

ii. Assumtthat~Postalscrviced~notrttireitsentittpriorYears'Lossby 
the tnd of the cxperimentat paid Do you btlieve that the Postal Service 
w c r u l d p a y f c d c r a l i n c o m e t a x c s ~ t b t ~ p a i o d l  Ifs0,please 
CxpIain why the P d  SeMm would have any taxable net income. 

UspS/MAsAPB-Tl-27 Respon~e: 

(a) No. 

@Hd) I have not anal@ the impact of carry forward, cany back or rtcovery of prior 
years' lossts bascd on tk USh b c i i  subject to income tax because that calculation 
is not required for my testimony. The calculatim of the hypothetical taxes that the 
UspSw~dhavepaid(aadanypo~impactonpostalratts)wouldrequinanin- 
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COMMISSIONER  LeBLANC:  Does  any  participant’have 

additional  written  cross  examination  for  Witness  Prescott? 

MR. RUBIN:  Yes.  The  Postal  Service  does. 

. COMMISSIONER  LeBLANC:  Mr.  Rubin. 

CROSS  EXAMINATION 

BY MR. RUBIN: 

Q Mr.  Prescott,  we  are  providing  you  with  two  copies 

of  your  response  to  Postal  Service  Interrogatory T1-28. 

Have  you  been  able to review  those  responses? 

A Yes. 

Q And  if  you  were  to  testify  orally  here  today, 

would  those  responses  be  the  same? 

into 

A Yes,  they  would. 

Q Then I would  ask  that  those  responses  be  entered 

the  record. 

COMMISSIONER  LeBLANC:  Any  objections? 

MR. WIGGINS:  None. 

COMMISSIONER  LeBLANC: So ruled. 

[Designation  of  Additional  Written 

Cross-Examination of Roger C .  

Prescott  was  received  into  evidence 

and  transcribed  into  the  record.] 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202) 842-0034- 
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WITNESS PRESCOTI' TO INTERROGATORIES 
OF THE UNITED STATES POSTAL SERVICE 

USPS/MASApB-T1-28. Please refer to page  32, line 12 to page 33, line 3 of your  testimony, 
where you state that the  advertising costs for Postoffice O n l i i  should be distributed based on the 
percentage of traasactions for Postoffice Online, Mailing Online, and shipping Online. Consider 
a  hypothetical in which  POL provide only two services, Shipping Online (SOL) and Mailing 
Online (MOL). During year 1, SOL  had 25 transadions, and MOL had 50 transactions. During 
year 2, SOL bas 50 transactions and MOL has 50 transactions. Based on your approach,  which 
of the following methods should be used to distriiute the advertising cost to SOL and MOL,  for 
each of the scenarios (a), @), (e), and (d)  pnsentcd below? 

(1) 25/75 to SOL, and 50/75 to MOL, based on year 1 transactions? 

(2) 50/100 to SOL, and 50/100 to MOL, based on year 2 transactions? 

(3) all to SOL, based on the  changes in transactions from year 1 to year 2 for SOL  and 
MOL,  respectiveIy? 

(4) Another  alternative? 

Please  explain your choice. 

(a) During year 1 the Postal Smice spent $1 million on a M L  advertising campaign 
conducted during yeat 1; 

(d) During year 2 the Postal Service spent $1 million on POL  advertising  conducted 
during year 2. 

n 
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USPS/”B-T1-28 Respon~e 

I a s m e  based on the  example that the $1 d o n  for  advertising  for  the  two  services is 

determined to be the attributable  advertising costs, then  the  distribution of advertising costs 

between the two services in each  hypothetical  example is as followS: 

25/75 to SOL and 50/75 to MOL; 

25/75 to SOL and 50/75 to MOL, although it appears illogical that the USPS would ; 
prepay  for s e r v i c e s  to be incwred in a  subsequent  time period; 

For the $6OO,OOO spent in year 1,25/75 to SOL and Sol75 to MOL. For  the $4OO,OOO 
spent in year 2,50/100 to SOL and 50/100 to MOL; and, 

50/100 to SOL and 50/100 to MOL. 
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DIRECT  TESTIMONY  OF 

JAMES F. CALLOW 

STATEMENT  OF  QUALIFICATIONS 

5 My name is James F. Callow. I am a  Postal  Rate  and  Classification 

6 Specialist. I have  been  employed  by  the  Postal  Rate  Commission  since  June  1993, 

7 and  since  February  1995 in the  Office  of  the  Consumer  Advocate  (OCA). 

8 I have  testified  before  the  Commission in Docket Nos. R97-1,  MC96-3,  and 

9 MC95-1. In Docket No. R97-1, I proposed a restructuring  of  post  office  box  fee 

10 groups  to  better  reflect  costs  of  providing  box  service in high and  low  cost  offices. 

11 My testimony in Docket  No.  MC96-3  opposed  the  Postal  Service’s  non-resident 

12 surcharge  on  post  office  boxholders,  and  proposed  alternative  box  fees  designed  to 

13 equalize  inter-group  cost  coverages  and  reduce the disparity in cost  coverages  by 
. .  

14 box  size.  My  testimony in the  MC95-1  proceeding  summarized  the  comments  of 

15  persons  expressing  views  to  the  Commission  and  the  Office of the  Consumer 

16 Advocate  on  postal rates and  services. 

17 As a  Special  Assistant to former  Commissioner H. Edward  Quick, I 

18 participated in Docket  Nos.  R94-1,  MC93-2  and  MC93-1. In Docket No. R94-1, I 

19 was  assigned  responsibility for substantive  subject  areas  considered by the 

20 Commission in its Opinion and Recommended  Decision.  Specifically, I analyzed 

21 quantitative  testimony of the  Postal  Senrice with respect to the estimation  of 

22 workers’  compensation  costs  and  evaluated rate design proposals of the Postal 

23 Service and other parties related to special postal services. 
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1 Prior to joining the Commission, I held positions on  the legislative staff of a 

2 US Senator  and a Member of Congress from Michigan, and  served as an  aide to  the 

3 Governor of the  State of Michigan in Washington. 

4 I am  an  accountant by training. In 1985, I earned  an MS degree in 

5 accounting from Georgetown University. My course work included cost  accounting 

6 and auditing. In 1977, I obtained my BA degree from the University of Michigan- 

7 Dearborn with a double  major in political science  and history and a minor in 

8 economics. 

2 
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1 I. PURPOSE  AND  SCOPE OF TESTIMONY 
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This  testimony  addresses  the  postage  charges  for  Mailing  Online,  a  new 

service  offering. In the  absence  of  experience-based cost or volume  data,  the 

Postal  Service  proposes  Automation  Basic  discount  rates  (within  class  and  shape) 

for  all  Mailing  Online  mailpieces. The Commission, in its opinion on the  market  test, 

suggests  customer  rebates  of  otherwise appliwble postage rates where  daily 

"batching" of the  mailpieces  results in greater  depths  of  sort.  The  Commission's 

suggestion is in response  to  the  anti-competitive  effects  of  waiving  the  minimum 

volume  requirements  for  Automation  Basic  rates  requested by the  Postal  Service. 

I support  establishment  of  a  rebate  system  for  Mailing  Online  to  eliminate any 

anti-competitive . .  effects  and  promote  fairness  and  equity.  However, if the 

Commission  accepts  the  Postal  Service's  view  that  implementation  of  a  rebate 

system is problematic, I propose  an  alternative  to the Postal  Service's  Automation 

Basic  rates. I propose  that  customers  pay  either (1) rates for which their  mailpieces 

would  qualify if entered as hardcopy  directly with the Postal  Service  or (2) rates 

reflecting  the  greater  depths  of  sort  resulting  from  Postal  Service  batching  and 

presorting  during  the  experiment,  whichever is lower.  Rates  based  upon  the  Postal 

Service's  experience  would be phased in gradually,  with rates entirely  experience- 

based at  the end of  the  experiment. 

The calculation of postage  charges  can  utilize  a computerimplemented 

pricing formula  similar to the Postal Service's pricing formula for Mailing  Online  pre- 

mailing service  fees. My proposed pricing formula  relies  on  volume  data  from  the 

3 



, 

1 experiment  showing the extent of batching and presortation  achieved by the Postal 

2 Service. The data would be collected in tabular form by job type, and regularly 

3 updated by the Mailing Online system,  to  derive  experience-based  rates.  Tables 

4 containing the experience-based rates would be periodically referenced by 

949 

2 2 0 5  

5 computer, and incorporated into the proposed pricing formula. The computer- 

6 implemented pricing formula would calculate a firm fixed postage  charge for each 

7 mailing at the time the Mailing Online  transaction is confirmed. 

4 
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It. ESTABLISHMENT OF A REBATE  SYSTEM  PERMITS  ASSESSMENT OF A 
SPECIFIC  POSTAGE  CHARGE  FOR  EACH  MAILING  ONLINE  MAILING . 

In its 'Opinion  and  Recommended  Decision  on  Market  Test"  for  Mailing 

Online, the Commission  asks 

whether it would  be  feasible . . . to charge  currently  applicable 
mailstream  rates  to  Mailing  Online  mailings  that  are  initially  under  the 
current  threshold  volume  requirements  for  automation  discounts,  and 

8 .  then  make  an  appropriate  rebate  to  their  account  after  batches  are 
ultimately  formed. . 

PRC  Op.  MC98-1  at  27. 

The  Commission  suggests  the  rebate  system in response  to  what it views  as 

a 'potentially  serious  flaw in [the Mailing  Online]  rate  design."'  Under  the  Postal 

Service's  proposal,  an  assumed  single  average  discount  rate,  Automation  Basic 

(within  class  and  shape),  would  apply  to  all  mailings  prepared  using  Mailing  Online.* 

However,  not all mailings  are  expected  to  meet  the  minimum  volume  requirements 

for  Automation  Basic  rates.  At  least  with  respect  to  "small-volume"  mailings,  the 

exemption  of  Mailing  Online  mailings  from  the  minimum  volume  requirements 

permits  the  Postal  Service  to  compete  on  preferential terms3 

' PRC  Op.  MC98-1  at 35. 
As a new  service  offering,  there  is  no  data  over  an  extended  time  period 

with  which to confidently  estimate  Mailing  Online  volumes.  Consequently,  the 
Postal  Service  assumes  that  "[Automation  Basic  rates]  are  expected  to  be  more 
representative  than  any  other  existing  rate  of the type of mailpiece  that  will be 
produced  through  Mailing  Online."  Tr.  5/1137  (Plunkett,  OCA/USPS-T5-41  (b)). 

PRC  Op.  MC98-1 at 35.  'By  exempting Mailing'bnline mailings  from  the 
threshold  volume  eligibility  requirements  that  apply  to its competitors,  the  Postal 
Service  will  be  able to compete  for  at  least  the  small-volume  portion of the  market 
on  preferential tens.' 
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The  Commission  declined  to  recommend  an  alternative  to  this  "unilateral 

preference"  during  the  market  test?  However,  the  Commission  requested 

comments  on the competitive  effects of exempting  Mailing  Online  mailings  from  the 

minimum  volume  requirements in Notice of Inquiry  No. 1.' Moreover,  the 

Commission's  Notice  specifically  requested  comments  on  the  feasibility of  the 

rebate  system  raised in its opinion6 

The  establishment  of  a  system  to  provide  rebates  for  each  Mailing  Online 

customer  approaches  the  economic  ideal in terms  of  product  pricing. In theory, 

economic  efficiency  of the first  order  can  best  be  obtained if all  postal  customers 

pay  unique  rates  based  on  the  marginal  costs  of  their  respective  mailpieces.'  In 

practice,  this is generally  difficult.  Customer-specific  costs  are  unknown,  or  the 

costs  of  administering  a  customer-specific  rate  schedule  could  prove  prohibitive. 

Id.  'The  Commission  declines  to  require a  specific  alternative  to  this 

Notice  of  Inquiry No. 1 Concerning  Proposed  Mailing  Online  Experiment, 
unilateral  preference  during  the  market test. . .' 

(herein  'NOI"),  October 16, 1998, at 2. In Issue  No. 1, the  Commission  requested 
that  participants  supplement 'the record  concerning  the  justification  for,  and  the 
competitive  effects  of,  the  requested waiver. . . ' 

desirability of such [a  rebate]  alternative,  and to suggest  any  other  alternatives  to 
the  use  of  this  waiver  that  they  consider  feasible  and deSirable." 

' PRC  Op. R94-1 , Appendix  F,  at 2. 'For firms in competitive  markets, 
marginal  cost  prices  are  considered  to be economically  efficient  prices.  It is widely 
accepted in the  field  of  economics  that  marginal  cost prices lead  to the  most 
efficient  allocation  of  the  society's  resources (Le., economic  efficiency)." 

' Id. at 3. 'Participants  are  requested  to  comment  on  the  feasibility  and 

6 
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1 Postal  ratemaking  has  generally  dealt  with such complications  through 

2  varying  degrees  of  rate  averaging.'  However, in the  case  of  Mailing  Online,  the 

3  Postal  Service  proposes  an  assumed  single  average  discount  rate  (within  class  and 

4 shape) in place  of  five  different  rates.'  An  alternative  that  approaches  the  ideal is 

5 the  Commission's  suggested  rebate  of  the  otherwise  applicable  postage  charges. 

6 For  Mailing  Online,  a  rebate  system  removes  any  competitive  advantage  on 

7 the  part  of  the  Postal  Service  vis-a-vis  competitors  for  small-volume  mailings. In 

8 general,  under a  rebate  system,  each  customer  pays a postage  rate  for  which  their 

9 mailpieces  qualify  when  submitted,  and  then  receives  a  rebate  where  daily  batching 

10 of  mailpieces  produces  lower  presort  discount  rates.  Consequently,  there  is  no 

11 need  to  waive  the  minimum  volume  requirements othewise applicable  to  Mailing 

12 Online  mailings  for  any  presort  rates.  In  terms  of  pricing,  at  least, a  rebate  system 

13 places  the  Postal  Service  and  competitors  (or  possible  new  entrants)  on  an  equal 

14 footing in the  market  for  small-volume  mailings. 

' PRC  Op.  MC95-1,  para  3063.  "Averaging is an integral  part  of  postal 
ratemaking. It is  neither  possible  nor  wise to  try  to  establish  separate  rates for every 
piece  of  mail." 

' In the  absence  of  the  proposed  waiver  of  the  minimum  volume  requirements 
for  automation  basic  rates,  there  are  five  rates  for  which  Mailing  Online  mailpieces 
could  qualify.  The  five  rates  (and  their  abbreviations)  are: 1) 5-Digit  Automation 
(5B) for  First-class  Mail  letters/cards  and  Standard  Mail  letters; 2) 3-Digit 
Automation (38) for First-class Mail  letterslcards  and  Standard  Mail  letters;  3) 315- 
Digit  Automation  (3/5B)  for  First-class  Mail  flats  and  Standard  Mail  flats; 4) Basic 
Automation  Presort  (BB) for First-class  Mail  letterslcard9 and  flats,  and  Standard 
Mail  letters  and  flats, and; 5) Single  Piece  (SP)  for  First-class  Mail  letters/cards  and 
flats,  and  Standard  Mail  letters  and  flats.  Tr.  21251  (Garvey, POlR No. 1, Question 
1). The  abbreviations  are  found  on  USPS  Qualification  Reports. See Section 
P012.2.3  and  Section  P710.3.3.,  DMM 52, July 1, 1997. 
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A rebate  system  also  promotes  fairness  and  equity.  Because  customers  pay 

postage  charges  for  which  their  mailpieces  qualify, all customers  are  treated  the 

same  with  respect  to  the  minimum  volume  requirements for  presort  discounts, 

whether  they  use  Mailing  Online, a competitor's  'hybrid"  mail  service,  or  by 

comparison  to  hardcopy  mail  entered  directly  with  the  Postal  Service. 

The  Postal  Service  views  establishment  of  a  rebate  system  as  unacceptable 

on  grounds  of  feasibility  and  contrary  to  the  goals  of  convenience  and  simplicity  for 

Mailing  Online  customers."  According to the  Postal  Service,  a  rebate  system  would 

present  "formidable  challenges."" A rebate  system  would  require  customers  with 

mailings  below  the  current  volume  minimums  to  pay  single-piece  rates  for  First- 

Class  Mail  and  be  denied  access  to  Standard  Mail  rates,12  since  the  actual  presort 

level  is unknown  until  daily  batching  and  presortation  are perf~rmed.'~ 

Subsequently,  "[elach  customer's  qualifying  mailpieces  must  then  be  individually 

" Tr.  6/1427  (Garvey, NO1 No. 1, Issue 2). "The  Postal  Service  views [a 
rebate]  approach  as  unacceptable  both  because  of  the  immense  technical 
complexity  implicit in such  a  design  and  because it is contrary  to  the  goal  of 
simplicity  (finalizing  a  transaction  during  a  single  Web-site  visit.)." See also Tr. 
5/1123  (Plunkett, NO1 No. 1, Issue  1). "[A rebate]  alternative  thus  is  not  consistent 
with  the  goals  of  convenience  and  simplicity.' 

'' Tr.  6/1413  (Garvey,  OCNUSPS-T543(b)-(c)).  "Customer  accounting,  data 
gathering  and  data  storage all present  formidable  challenges." 

l2 Tr.  5/1123  (Plunkett, NO1 No. 1, Issue 1). 'Under  such a system, 
customers  whose  mailings  are  under  the  threshold  volume  would  be  charged  single- 
piece  rates for First-class Mail,  and  denied  access  to  Standard  Mail  rates  at the 
time  the  transaction is confirmed." 

occurs  at  the  end  of  the  day,  basically,  and  that  can  be  many  hours  after  the 
customer  has  logged  on  and  submitted  their job." 

l3  Tr.  611  520  (Garvey). The batching  and  presorting  of  the  customers'  jobs 
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evaluated  for rebatinghediting purposes,  and  those  credits  must  be  gathered  and a 

transaction  performed  to  adjust  every  affected  customet's  account."14  While  such 

tasks  might  not  be  that  difficult  with  a  single  print  site  and  limited  volumes,  the 

Postal  Service  maintains  that  complexity  grows  as  the  number  of  print  sites 

increases.15 

The Postal  Sem'ce  also  considers a  rebate  system  'incompatible"  with  its 

strategy of "simplicity  and  ease  of  use."16  Mailing  Online is designed  to  permit 

customers  to  complete  transactions  quickly  and  efficiently, in a  single  session." 

Each  aspect  of  the  Mailing  Online  transaction-"electronic  document  and list 

submission  with  real-time  verification,  online  document  proofing,  menu-driven 

finishing  options  and  firm  final  cost  quotes  and  real-time  payment  processing  are 

part  of  a  strategy  to  create  a  simple,  straightforward  service . . . .""  Essential  to  the 

l4 Tr.  611412-13  (Garvey, OCA/USPS-T543((b)-(c)). 
l5 Tr.  611427-28  (Garvey, NO1 No. 1 , Issue 2). While the  determination  of 

appropriate  discounts  with  batching  via  just  one  print  location  and  limited  volumes 
may  not be  that  difficult,  as  volume  increases  during  the  experiment  and the number 
of  print  locations  expands,  the  difficulties  of  tracking  and  matching  each  piece's 
origin  to its ultimate  qualifying  rate  would  multiply  the  complexity  many  times  over." 

'' Tr.  611428  (Gawey, NO1 No. 1, Issue  2). 'mhe inherent  complexity of such 
a transactional  model is incompatible  with  the Postoffice Online's  overall  strategy  of 
simplicity  and  ease of use." 

'' Id.  (Garvey, NO1 No. 1, Issue 2). The Mailing  Online  interface is designed 
to  be  highly  structured  and  automated so that  the  user's  experience is completed 
quickly,  efficiently  and in a single  session." 

Id.  (Garvey, NO1 No. 1, Issue 2). 

9 
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strategy  of  convenience  and  simplicity  is  a  firm  fixed  postage  charge,  which,  the 

Postal  Service  maintains, is precluded  by  a  rebate  system." 

The  benefits  of  establishing  a  rebate system-eliminating anti-competitive 

effects  and  promoting  fairness  and equity-are significant."  Nevertheless,  the 

Commission  may  find  the  Postal  Service's  views  compelling.  As a  result, I propose 

an  alternative in the  form  of  a  computer-implemented  postage  pricing  formula  that 

achieves  most of the  benefits of a  rebate  system  and  addresses  many  of  the  Postal 

Service's  concerns.  The  alternative I propose is not  offered in opposition  to  the 

establishment  of  a  rebate  system.  A  rebate  system is the  best  (most  efficient) 

approach. My proposal is second  best. 

l9 Tr. 5/1122 (Plunkett, NO1 No. 1, Issue 1). "The  Postal  Service  has 
determined  to  charge  a  firm  fixed  price  at the time  the  transaction  is  confirmed . . . 
[in  order]  to  provide  customers  a  convenient  and  simple  means  of  inducting  mail  into 
the  postal  system." See also Tr. 6/1520-21 (Garvey).  "The  batching  and  presorting 
of the  customers'  jobs  occurs  at  the  end  of  the  day . . . . So what  depth of sort  we 
might  achieve  and  what  possible  Postal  rate  we  could  offer  customers  based  upon 
that  commingling  and  combining is not  known  until  possibly  long  after  they  have 
logged off and  gone  away." 

volume  requirements  for  automation  basic  rates,  or  alternatives  thereto,  including  a 
rebate  system. See Presiding officer's Ruling  Granting  OCA  Motion To Compel, 
December 30, 1998. In its ruling,  the  Commission  stated  that it had  specifically 
requested  "more  evidence  on  the  issue  of  whether  the  objectives  of  the  waivers 
proposed  by  the  Postal  Service  could be achieved in other  ways, such as  a  rebate 
system for Mailing  Online  mail  that  meets  existing  requirements  for  bulk  discounts. 
('Issue  No. 2" in the  Notice  of  Inquiry).  The  Postal  Service's  responses  to  Issues 
No. 1 and  No. 2 in the  Notice  have  substantially  improved  the  record,  but  they  are 
frequently  overly  general  and  conclusoty.  Responses to the OCA'S interrogatories 
would  help fill the  critical  need  for  more specific information  on  the  need  for,  the 
impact  of,  and  alternatives  to,  the  unilateral  waivers of  discount  eligibility 
requirements  that  the  Postal  Service  seeks." Id. at 2. 

~~ ~ ~- 

2o Additional  evidence  appears  necessary  to  support  a  waiver  of  the  minimum 
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1 111. PRICING FORMULAS CAN  REDUCE  THE  RISK OF NET  REVENUE LOSS 
2 ASSOCIATED WTH NEW  POSTAL  SERVICES 

3 Setting  prices  for  new  postal  sewices is complicated  by the lack  of  cost  or 

4 demand  information.  Even  established  services  have  some  uncertainty  associated 
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with  their  costs  and  volumes.  This  uncertainty  arises  both  from  the  use  of  statistical 

sampling  for  cost  and  volume  estimation  and  from  the  need  to  forecast  costs  and 

volumes  for  future  time  periods.  However,  at  least  with  respect  to  established 

services,  there is a body  of  data  reflecting  actual  usage.  With  new  services,  there is 

no  cost  or  volume  experience  to  rely  upon  when  setting.prices. 

Postal  rates  and  fees  for  any  service  are  supposed  to  cover  costs. 

Uncertainty  with  respect  to  costs  can be compensated for by  establishing  a  higher 

margin  between  unit  costs  and  the rateqand fees  than  might  otherwise  be 

necessary in the  absence  of  such  uncertainty. In the case  of  postal  subclasses, 

compensation  for  uncertainty  often  takes  the  form  of  a  higher  mark-up  or  cost 

coverage2'  For  worksharing  rate  categories,  especially  new  ones,  compensation 

16 often  takes  the  form  of  discounts  that  reflect  "passthroughs"  at  less  than  the 

17 estimated  unit  costs  avoided." 

21 See  PRC  Op. MC97-5 at 51. 'While  the  Service  has  persuaded us that its 
estimates  of  the  costs  of  packaging  service  are  generally  reasonable, a coverage  of 
117 percent  provides  little  protection  against  the  contingency  that  costs  may  prove 
to be higher,  or  increase,  during  the  provisional  service  period." 

22 See  PRC  Op. R90-1 , para. 5946. 'The guiding'principles of the 
Commission's  tongstanding  approach  to  presort  passthrough  have  been . . . 
gradually  increasing  levels  of  passthrough, as improved  cost  estimates  became 
available." Accord PRC  Op. R94-1, para.  5317. The Commission  has  set 
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For  the  proposed  Mailing  Online  service,  the  Postal  Service  has  devised  an 

ingenious  mechanism  for  dealing  with  the  uncertainty  associated  with  unit  cost 

estimates  for  the  pre-mailing  services  of  a  Mailing  Online  job.  The  pre-mailing 

services  (e.@,  printing  and  finishing  options,  such  as  folding,  stapling,  tape  binding 

and  the  application  of  tabs  to  self-mailers,  and  inserting,  as  well  as  the  provision  of 

paper  and  envelopes)  are  performed  under  fixed-price  contracts  with  commercial 

printers.=  The  unit  costs  of  the  pre-mailing  services  are  thus  known  with  certainty.24 

However,  different  jobs  submitted  by  customers  will  consume  these  services  in 

varying  and,  at  present,  unpredictable  proportion^.^^ Some jobs will  require  printing 

on  both  sides  of  the  paper;  others  on  only  one  side.  Some  jobs  will  be  one  page; 

others  several  pages.  Some  jobs will use 85x1 1 paper;  others 8.5~14 or  11x17. 

Some jobs  will  be  black  and  white;  others will use  spot  color. 

discounts  to  reflect  less  than  100  percent  passthrough  of  cost  avoidance  because  of 
uncertainty  about  cost  estimates." 

23 The  first  such  fixed-price  contract  was  entered  into  on  August  19,  1998. 
See USPS-LR-ll/MC98-1. An  expected  total  of  25  contracts is to  be  awarded  by 
the  Postal  Service  by  the  end  of  2001.  Tr.  2/162  (Garvey,  OCA/USPS-T14(a)). 
'Confirmed"  that  the  Postal  Service  intends  to  issue  25  separate  solicitations  for  bids 
for the  25  commercial  print  sites  expected  to  be in operation  during  2001. 

24 USPS-LR-ll/MC98-1, 'Part 1 - Schedule, 1.1 Items  and  Prices,"  as 
amended. See also Tr.  5/1176-77  (Plunkett).  '(Mailing  Online] is a somewhat 
unique  product  relative  to  other  Postal  products in that  the  vast  majority  of  the  costs 
are, for all intents  and  purposes,  known  and  certain  insofar  as  they  are  enumerated 
in contracts  between  the  Postal  Service  and  third  party  vendors." 

Tr.  5/1103  (Plunkett,  OCANSPS-T5-35(t)-(i)).  'While  the  [Rothschild] 
survey  permits  reasonable  inferences  regarding  general  parameters, it does  not 
allow  informed  construction of precise  estimates of volumes  within  subclass/job- 
type/page-wunt  categories  as  contemplated in this  interrogatory.' See also Tr. 
21617 (Plunkett,  OCA/USPS-T5-28(b)). "mhe market  research  presented in USPS- 
LR-1/MC98-1  provides  no  guidance  regarding  which  finishing  options  customers 
might  prefer." 
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Given  the  large  number  of  paper,  printing  and  finishing  options  available  with 

Mailing  Online,  predicting  the  options  chosen  for  an  'average' job is a formidable 

task.%  An  "average' job is likely  to  have  substantial  variation. It  is also  extremely 

difficult  to  predict  the  frequency  of  each  possible  job  type,  and  then  determine  a 

weighted  average  cost  per  job  type.  Moreover,  charging the same  weighted 

average  cost  plus  mark-up  for  all  Mailing  Online jobs would  have  the  highly 

undesirable  effect  of  encouraging  customers  to  submit  high-cost  jobs  while  deterring 

low-cost jobs2' 

The  Postal  Service  proposes  that  the  pre-mailing  service  costs,  and 

consequently  fees  for  pre-mailing  services,  for  each  Mailing  Online job be  calculated 

separately,,  based  upon  the  specific  customer-chosen  options  for  each  job.28  Thus, 

the  pre-mailing  fee  for  each job is  the  specially  calculated  cost  plus 0.1 cents2'  per 

~ ~~~~ 

26 The  Postal  Service  calculates  that  there  are  approximately 3,000 different 
possible  job  options  for  customers  to  choose  from. See Tr. 611 354 (Garvey, 
OCA/USPS-T1-45(f)). There  are 'a total  of 62 job-type  batches.  The  page-count 
can be  equal  to  or  less than 48. Therefore  the  possible  page-countljob-type  batches 
equals 62 x 48 [=:] 3000." 

27 Tr. 511  134 (Plunkett,  OCANSPS-T5-39).  'Confirmed"  that  charging  a 
national  average  price (i.e.,  weighted  average  cost  plus  mark-up) for all  Mailing 
Online  jobs  would  have  the  effect  of  encouraging  customers  to  submit  high-cost  jobs 
and  detemng  low-cost  jobs. 

Tr. 5/1135 (OCA/USPS-T540(a)).  'Confirmed"  that  the  cost  of  pre-mailing 
services  for  each  Mailing  Online  job will be  calculated  separately,  based  on  the 
specific  paper,  printing  and  finishing  options  and  distribution  preferences  chosen  by 
the  customer  for  the  job. 

Based  upon  more  recent  estimates,  the  per  impression  information  system 
cost is 0.21 cents.  Tr. 811787 (Plunkett,  PBIIISPS-T5-6).  '[U]sing  the  new 
information  provided  by  witnesses  Lim  and  Seckar,  a  per  impression  cost  of 0.21 
cents  could  be  used.' 
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impression  (for  telecommunications  and  information  systems  costs)  times  a  cost 

coverage  of 125 percent.jO  Consequently,  the fee schedule  for  Mailing  Online is not 

a Single  price  (or  even a single  price  per  page) for every  job.  Nor is  the  schedule 

3,000 to 75,000 separate feesi.e., the  estimated 3,000 separate  prices  for  each 

possible  job  type  multiplied by  up to 25 commercial  printers  with  different  contract 

costs.  Rather,  the fee schedule  is, in effect,  a  formula  or  set  of  instructions  within 

computers  for  calculating  pre-mailing  fees  based  upon  the  characteristics  of  each 

While  the  proposed  Mailing  Online  fee  schedule  exists  as a single  paragraph 

in the  DMCSI3* in actuality it represents  nearly 75,000 different  fees  for  pre-mailing 

30 Request  of  the  United  States  Postal  Service  for a Recommended  Decision 
on a Market  Test  Classification  and  Fee  Schedule,  and  a  Recommended  Decision 
on  an  Experimental  Classification  and  Fee  Schedule  Mailing  Online  Service  (herein 
'Request"),  Revised  August 5, 1998,  Attachment B2 at 1 , "Fee  Schedule  981 , 
Mailing  Online." 

~~ 

Fees  are  calculated  by  multiplying  the  Mailing  Online  cost  coverage  of 125 
percent  times  the sum of  printer  contractual  costs  for  the  particular  mailing 
and 0.1 cents  per  impression  for  other  Postal  Service  costs. 
31 Tr. 5/1135 (Plunkett,  OCA/USPS-T5-40@)).  'Confirmed"  that  the  "fee 

schedule" for Mailing  Online  constitutes  a  formula  or  set  of  instructions to calculate 
the  pre-mailing  fees  based  on  the  characteristics  of  the  job. See also Decision  of 
the  Governors  of  the  United  States  Postal  Service  on  the  Recommended  Decision 
of  the  Postal  Rate  Commission  on  the  Market  Test of Mailing  Online  Service,  Docket 
No.  MC98-1  (herein  'Governors  Decision'),  October  16,  1998  at 4. 'The 
Commission  recommended  a  novel,  'floating'  fee  schedule,  which, in place  of 
particular  fees,  displays  the  formula  (discussed  above)  by  which  the  fees  are 
calculated  based on  the  prices set  forth in the  contract  between  the  Postal Sem'ce 
and  the  printer,  rather  than  fixed  fees  for  the  particular  contract  currently in place." 

supra note 30. 
32 See Request  Attachment 82 at 1 , 'Fee  Schedule  981 , Mailing  Online," 
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services  when  all 25 print  sites  are ~perational.~~ If the  Postal  Service  adds  a  single 

new  option-i.e.,  creates  two  choices  where  none  exists-the  number  of  fees 

doubles  to 150,000 (2 x 75,000). Adding  a  single  new  print  site  introduces  nearly 

3,000 new  fees.  By  proposing a  pricing  formula  rather  than  completely  enumerating 

all possible  fees,  the  Postal  Service  manages  to  make  a  highly  complex  fee 

schedule  appear  simple. 

The  appearance  of  fee-schedule  simplicity  can  be  maintained  for  Mailing 

Online  because  fee  calculation is  performed  by  computers." No Mailing  Online 

customer  or  Postal  Service  employee  need  calculate  the  fee  for a  particular job.35 

No customer  ever  sees  the  fee  calculations.  The  customer  simply  submits  a 

proposed  job  to  the  Postal  Service's  computers,  and  the  computers  reply  with  fees 

for  pre-mailing  services  and  a  postage  charge.36 

The  effect  of  formula-based  pricing  is  to  carry  cost-based  pricing  to  a  new 

level.  Each  Mailing  Online  mailpiece  is  charged a price  for  pre-mailing  services 

~ ~~ 

33 Tr. 5/1141 (Plunkett,  OCA/USPS-T1-64(d)).  "Confirmed  as  an 
approximation,  though I would  caution  that  prior  to  activation  of all 25 sites  the 
available  features of Mailing  Online  may  change in such  a way  as  to  change the 
number  of  possible  combinations." 

Tr. 6/1409 (Garvey,  OCA/USPS-T54O(c)).  'Confirmed  that  the  fees 
quoted  are  calculated  by  computer  at  the  San  Mateo  data  center." 

35 Tr. 711713-14 (Garvey).  '[Customers]  are  able  to  pick off of  pick  lists  on 
that  web  page  the  selections  that  they  want  and  while  they  are  doing so, they  see a 
[price]  response on the  screen to the  selections  that  they  have  chosen . . . . It is a 
totally  automated  and  instantaneous  process.' 

quote,  premailing  fees  and  postage  costs,  which  are then totaled  for  payment 
processing.' 

36 Tr. 611409 (Garvey,  OCA/USPS-T540(c)).  'Customers  receive a two-part 
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1 based  upon  the  unit  production  cost  of  that  piece.  Each  individual  Mailing  Online 

2 job covers  its own costs  and  makes  a 25 percent  contribution  to  institutional  costs.j7 

3 Consequently,  problems  associated  with  traditional  rate  averaging  are  reduced 

4 tremendously.  There is  a  reduced  likelihood  of  internal  cross-subsidization.38 

5 Moreover,  incentives  for  uneconomic  'cherry  picking"  among  competing  providers of 

6 service  are  eliminated.jg No competing  provider is able to consistently  offer a  lower 

7 price  unless  the  competitor  has  lower  costs  or  is  willing  to  accept  less  than  a 25 

8 percent  profit  margin.40 

9 Given  the  obvious  economic  efficiency  and  apparent  simplicity of a computer- 

10 implemented  pricing  formula  for  pre-mailing  service  fees,  why  not  apply  the  same 

11 approach  to  calculating  presort  discount  rates  for  Mailing  Online?  The  Postal 

12 Service  proposes  Automation  Basic  rates  for  all  First-class  Mail,  and  Automation 

j7 USPS-T-5 at 18. 'The [25 percent]  markup  would  be  applied  to  the  actual 
pre-mailing  costs  of  each  customer's  transaction. . . . This  markup  guarantees  that 
Mailing  Online  will  cover its attributable  costs  and  provide  a  contribution  to  cover 
institutional  costs." 

38 Tr. 5/1130-31 (Plunkett, NO1 No. 1, Issue 6). '[Nlearly all  of the  costs of 
Mailing  Online  are  incurred  on  a  unit  basis  [citation  omitted],  thus  reducing  the 
likelihood  of cross subsidization." 

costs,  the  Postal  Service will be  forced to use  an  average  national  price. In areas 
where  prevailing  prices  are  low  relative to the  Postal  Service  fee,  price  sensitive 
customers  might  use  other  providers. . ." 
competitor. . . may be  able to purchase  printing  capacity  from  printers who can 
more  easily  use  existing  equipment  and  space.  This  may  thereby  enable  such  a 
competitor  to  achieve  lower  costs  than  Mailing  Online.  Alternatively, . . . [a  digital 
printer]  business  might  enjoy  a  cost  advantage  because it would  presumably  charge 
a  rate  comparable  to  what  contractors  could  charge  the  Postal  Service  while  the 
Postal  Service's  fees  would  be 25 percent  higher.' 

39 USPS-T-5 at 3. 'In the  absence of a  markup  over  geographically  variable 

Tr. 5/1128 (Plunkett, NO1 No. 1, Issue 1). 'It is conceivable  that  a  potential 
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Basic  Destination  BMC  rates  for all  Standard  A  mai14'--regardless  of  whether  the 

Mailing  Online  mailing  qualifies  for  lesser  or  greater  discounts.42 in the  alternative  to 

the  proposed  discount  rates  for  all  mailings,  the  Postal  Service  apparently  fears  that 

it would  be  unable  to  offer  Mailing  Online  customers  the  convenience  and  simplicity 

of a  definite  postage  charge  at  the  time  the  transaction is confirmed." 

Consequently,  the  Postal  Service  believes its has  only two options: (1) a  highly 

averaged  single  discount  rate  (within  class  and.  shape)  for  all  mail,&  or (2) a 

41 For  purposes  of  the  experiment,  the  Postal  Service  has  effectively 

CHAIRMAN  GLEIMAN:  Okay. So one  could  reasonably  assume  that if the 
Commission  did  not  recommend  that  discount,  that  postal  management  when 
it presented  the  recommended  decision  of  the  Commission  on  the 

this  fact  that  the  Commission  chose  not  to  recommend  this  [DBMC]  discount. 
THE  WITNESS  [Plunkett]: I think  that's  a  fair  conclusion. 
Tr. 5/1164. The  Postal  Service's  action  follows  the  Commission's  decision 

abandoned its request  for  Automation  Basic  DBMC  rates for  Standard A mail. 

~ experimental  case  to  the  Governors  would  not  make  a  cause  celebre  out  of 

not  to  exempt  Mailing  Online  from  the  DBMC  discount  requirements  during  the 
market  test. See PRC  Op.  MC98-1  at  29. 

early in the  experiment,  may  not  exceed  the  500-piece  minimum  volume  established 
for the  automation rates. . . . If Mailing  Online  volume  exceeds  expectation,  or is in 
any  way  concentrated in a  particular  area, it is conceivable  that  printers  will  be 
presented  with  volumes  large  enough  to  qualify  for  larger  discounts  than  those 
offered  via  Mailing  Online. In the  event  that  this  happens,  the  predetermined  rates, 
i.e., automation  basic for First-class and  automation  DBMC  for  Standard Mail  would 
still apply.' 

Tr. 5/1122  (Plunkett, NO1 No. 1, Issue 1). The Postal  Service  has 
determined to charge  a  firm  fixed  price  at  the  time  the  transaction is confirmed. . . 
[in order] to provide  customers  a  convenient  and  simple  means  of  inducting  mail  into 
the  postal system.' 

44 Tr. 6/1429 (Garvey, NO1  No. 1 , Issue 3). "mhe Postal  Service  [is] . . . thus 
committing to a single  average  rate  category (within dass and  shape) for  all volume 
received  and  mailed.  The use of an average  rate is also  critical  to  completion  of a 
transaction in a  single  Web-site  visit . . .' 

'* USPS-T-5  at 11-12. "[l]n  some  cases a  printer's  daily  volume,  especially 
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contingent  rate  that  might  change  after  daily  batching  determines  the  depth  of  sort.* 

The  Postal  Service  imagines  a  cascade  of  problems  resulting  from  option two and 

thus proposes  option  one.46 

A postage  pricing  formula  offers  a  third  option  for  calculating  Mailing  Online 

postage  charges,  should  the  Commission  accept  the  Postal  Service's  views  with 

respect  to  a  contingent  discount  rate.  Formula-based  pricing  virtually  eliminates 

crude  discount  averaging.  Formula-based  pricing  preserves  convenience  and 

simplicity  for  Mailing  Online  customers  in  the  form  of  a  certain  price  up  front. 

9 Through  the  high-speed  data-processing  capabilities  of  computers,  the  Postal 

10  Service  could  implement  a  postage  pricing  formula  that  incorporates  Postal  Service 

11 batching  and  presorting  during the experiment  to  calculate  postage  charges  instead 

12 of assuming  one  presort  discount  rate  for  all  Mailing  Online  mailings. 

Tr.  511 140-41  (Plunkett,  OCA/USPS-T144(c)). "All the  parameters 
necessary  for  the  operation  of  the  algorithm  used  to  calculate  [pre-mailing]  fees  can 
be known  at  the  time  that  a  customer  presents  a  document for acceptance.  The 
same is not  true  of  postage  rates if rates  are  based  on  the  depth  of  sort  that  a 
customer's  mailing  attains  as  a  result  of dowment batching." See also Tr.  611521 
(Garvey).  "Technically  speaking, it would  be  possible  to  charge  many  different  rates . . . to the  customer  online.  The  problem  with  that is we don't  know what. . . 
ultimate  rate  they  should  be  charged until . . . perhaps  long  after  they  are  gone." 

Tr.  61141 0 (Garvey,  OCAIUSPS-T5-41  (d)).  "Confirmed.  These  sentences 
[from  the  Commission's  Opinion  and  Recommended  Decision  on  Market  Test,  PRC 
Op.  MC98-1 at 13-14]  reflect  issues  that  guided  the  Postal  Service's  decisions 
regarding  the  structure  of  Mailing  Online senn'ce." 

18 
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1 IV. IT IS BOTH  DESIRABLE  AND  FEASIBLE  TO  CALCULATE A UNIQUE 
2 POSTAGE  CHARGE  FOR  EACH  MAILING  ONLINE  MAILING 

3 In the  case  of  Mailing  Online, it is not  only  desirable but feasible to assess 

4 postage  charges  specific to each  customer's  mailing.  The  Postal  Service's  method 

5 of determining  pre-mailing  service  fees  for  Mailing  Online  suggests  how  a  unique 

6 postage  charge  for  each  customer's  mailing  could  be  calculated. 

7 The  use  of  high-speed  computer  data  processing  allows  the  Postal  Service  to 

8 propose  and  the  Commission to recommend  a  "novel,  'floating'  fee  schedule"  for 

9 pre-mailing  services  during  the  Market  Test.47  Computers  allow  the  Postal  Service 

10 to manage  approximately 75,000 prices  of 25 commercial  printers  for  nearly 3,000 

11 different  printing  options,  and  to  accommodate  changes in contract  prices  and 

12 printing  options  without  further  regulatory  Similarly, such computer 

13 capabilities  make it feasible  to  calculate  a  unique  postage  charge  for  each  Mailing 

14 Online  mailing. 

15 A. Setting  Postage  Charges  For  Mailing  Online On The  Basis  Of  Actual 
16 Experience  Eliminates  Both  Guesswork  And  Any  Anti-Competitive 
17 Effect  Of  Waiving  Minimum  Volume  Requirements  For  Automation 
18 Basic  Rates 

19 The  Postal  Service's  experience batctiing and  presorting  Mailing  Online 

20 mailpieces  should  be  the  basis for setting  postal  charges  during  the  experiment. 

~~ ~ 

' " Governors  Decision, at 4, supra note 31. 

Id.  'As  the  Commission  noted,  this  [floating  fee  schedule]  allows  for  the 
flexibility  needed to accommodate  the  potential  use  of  multiple  printing  contractors 
and to  accommodate  changes in individual  contracts  without  further  proceedings." 
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Using  volume  data  from  the  Mailing  Online  experiment, I propose a computer- 

implemented  pricing  formula  similar to that  which  exists  for  pre-mailing  fees. 

My pricing  formula  calculates  Mailing  Online  postage  charges  based  upon  the 

batching  and  presortation  experience  of  the  Postal  Senice.  At  the  outset  of  the 

Mailing  Online  experiment,  the  Postal  Service's  assumed  single  average  discount 

rate (e.g.,  Automation  Basic for  First-Class,  or  Automation  Basic  for  Standard A) 

would  apply  to  all  mailpieces.  Thereafter,  the  Postal  Service's  experience  batching 

and  presorting  mailpieces  would  gradually  be  reflected in the  postage  charge. 

Volume  data  on  the  level of  presortation  for  each  job  type  would  be  collected in 

tables.  The  accumulated  presort-level  volume  data  by job type  implies  a  weighted 

average  rate  for  that  job  type.  This  experience-based  weighted  average  rate  would 

periodically  be  incorporated  into  the  pricing  formula,  along  with  the  Postal  Service's 

assumed  single  average  discount  rate.  Subsequent  mailings  of  a  given  job  type 

result in customers  paying  postage  charges  reflecting, in part,  the  Postal  Service's 

batching  and  presorting e~perience.4~ If,  as  the  Postal  Service  assumes,  the 

proposed  Automation  Basic  rates  "are  appropriate  given  the  characteristics of the 

mail  pieces  produced  by  Mailing  then  the  discount  rates  calculated  under 

18 my pricing  formula  would  be  the  same  as  those  proposed  by  the  Postal  Service. If 

19 the  Postal  Service  can  batch  mailpieces  and  presort  those  batches  more  deeply 

Alternatively,  customers  pay  postage  charges for which  their  mailings  (of  a 
given job type)  qualify if entered  as  hardcopy  directly  with the Postal  Service, if that 
charge is lower  than  the  pricing  formula  calculation. 

so USPS-T-5  at 11. 
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1 than  necessary  to  qualify  for the proposed  discount  rates,  my  pricing  formula  would 

2 calculate  lower  discount  rates.  At  the  conclusion  of  the  Mailing  Online  experiment, 

3 

4 

5 

6 

7 

8 

9 

10 

the  pricing  formula  produces  postage  charges  that  are  entirely  based  on  experience. 

The  pricing  formula I propose  strikes a  balance  between  simplicity with 

competitive  advantage for the  Postal  Service,  on  the  one  hand,  and  greater 

complexity  with  fairness  for  both  customers  and  competitors,  on  the  other. In the 

case  of  Mailing  Online,  as  proposed,  postage  calculations  are  simplified  by  offering 

all customers  the  same  discount  rate-Automation  Basic  (within  class  and  shape)- 

at  the  time the Mailing  Online  transaction is confirmed.  However,  such  simplification 

has  a  price.  The  Postal  Service  reserves  a  competitive  advantage  for  Mailing 

11 Online  by  exempting  small-volume  mailings  from  the  minimum  volume  requirements 

12 for  Automation  Basic  rates  otherwise  applicable  to  such  mailings,  and  still  applicable 

13 to  the  mailings of competitive  service  providers. 

14 My pricing  formula  eliminates  any  competitive  advantage  on  the  part  of  the 

15 Postal  Service  and  thereby  promotes  fairness.  Mailing  Online  customers  pay 

16 postage  charges  for  which  their  mailings  qualify  when  submitted,  or  rates  calculated 

17 by the  pricing  formula  reflecting  the  Postal  Service's  batching  and  presorting 

18 experience  during  the  experiment,  whichever-is  lower.  Consequently,  my  proposal 

19 obviates  the  need  to  waive  the  minimum  volume  requirements  otherwise  applicable 

20 to  Mailing  Online  mailings. My proposal  also  eliminates  anti-competitive  effects 

21 caused  by  adopting  the  proposed  waiver.  Competitors  and  potential  new  entrants 

22 are  not  disadvantaged, as no preference is accorded  to  the  Postal  Service  versus a 

23 competitor in the  market  for  small-volume  mailings. 

21 
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My pricing formula  preserves  simplicity for Mailing  Online  customers in the 

form of a firm fixed postage  charge  when the Mailing  Online  transaction is 

confirmed, but adds  some  complexity  for the Postal Service. The pricing formula 

calculates  a  postage  charge  using  experience-based  weighted  average  rates  by job 

type derived  from  volume  data  from  prior  time  periods during the experiment  and 

applied in subsequent  periods.  Consequently,  a firm fixed postage  charge  can be 

offered when  mailings  are  submitted,  since the experience-based  rates  used in the 

formula  are  known and will be unaffected  by  daily  batching.  Simplicity  for  customers 

is thereby  preserved. 

Nevertheless,  the pricing formula  introduces  some  complexity for the Postal 

Service. In general,  the  determination  of  postage  charges is more  involved,  since 

12 customers  are  offered rates for which their  mailings  qualify when submitted  or rates 

13 calculated  by the pricing formula,  whichever is lower.  Moreover,  because the pricing 

14 formula relies on volume  data,  that  data  must be collected  by presort level for each 

15 job type by class. Limited rate  averaging  by job type  over  specified  time  periods is 

16 introduced in order  to  derive  the  experience-based  weighted  average rates used in 

17 the formula.  However, relative to a  rebate  system, the pricing formula  avoids the 

18 complications  associated with evaluating and adjusting  customer  accounts 

49 envisioned  by the Postal Services' 

'' See Tr. 611412-13 (Garvey,  OCA/USPS-T543(b)-(c)). See also note 14, 
supra. 
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Finally, my pricing  proposal  permits  verification  of  the  Postal  Service's 

assumption  that  Automation  Basic  is  the  most  appropriate  discount  rate  for  all 

Mailing  Online  mailings.  The  Postal  Service  predicts  large  volumes  of  mail  will 

permit  high  densities  and  levels of presortation  beyond  those  required  for  the 

proposed  Automation  Basic  discount  rate.52  Accordingly,  the  Postal  Service  intends 

to  test  this  hypothesis  during  the  Mailing  Online e~periment.'~ My proposal  also 

tests'this  hypothesis  using  available  Mailing  Online  data,  but  goes  one  step  further. 

In keeping  with  the  notion  of  an  "experiment," I propose  to  test a computer- 

implement  postage  pricing  formula,  using  data  from  the  experiment  to  derive 

experience-based  weighted  average  rates,  to  calculate  postage  charges  on  an 

ongoing  basis. 

, 

B. It Is Possible  To  Develop A  Pricing  Formula  To  Calculate  Postage  For 
Mailing  Online  That  Will  Initially  Generate  The  Postal  Service's 
Proposed  Discount  Rate  And  Then  Adjusts  Postage  To  Reflect  Actual 
Presorting  Experience  Over  The  Course  Of  The  Experiment 

The  pricing  formula I propose  calculates  postage  charges  for  each  Mailing 

. . -  .. 

Online  mailing.  The  formula is intended  to  guide  the  development  of  an  algorithm  to 

be incorporated in Mailing  Online  software.% 

'* Tr. a158 (Garvey,  MASA/USPS-TS-lO(b)).  'pVje  predict  that  large 
volumes of locally  destinating  mail  will  flow  through  the  MOL  system  and  allow  high 
densities  and  levels  of sort beyond  those  required  of  the  requested  basic  automation 
rate." 

the  market  test  and  experimental  service  periods." 

[the  pre-mailing  fee]  formulae  into  the  Mailing  Online  software  gives  rise to an 
algorithmic  formulation." 

53 id. (Garvey,  MASNUSPS-TS-lO(b)).  'We will  test  this  hypothesis  during 

54 Tr.  511 140  (Plunkett,  OCA/USPS-Tl-64(a)-(b)). 'mhe act of incorporating 
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1 Two  practical  results  are  obtained  from  this  pricing  formula.  First, it ensures 

2 that  all  Mailing  Online  mailpieces,  at a minimum,  receive  the  discount  rates  for  which 

3 the  mailings  would  qualify if entered  as  hardcopy  directly  with  the  Postal  Service. 

4 Second,  the  formula  automatically  adjusts  postage  charges  to  'reflect  the  actual 

5 batching  experience  of  the  Postal  Service  during  the  course  of  the  experiment. 

6 My pricing  formula  produces  a  blended  discount  rate  consisting  of  the 

7 proposed  Automation  Basic  discount  rate  and  an  experience-based  weighted 

8 average  rate  based  upon  Postal  Service  volume  data  from  batching  and  presorting. 

9 During  the  first  period  of  the  experiment,  the  postage  rate  is  the  same  for  all 

10 mailings-the  assumed  single  average  (i.e.,  Automation  Basic)  discount  rate 

11 proposed  by  the  Postal  Service.  Cumulative  depth  of sort data is collected  for  each 

12 possible  job-type/page-count  category.55  At  the  end  of  the  period, a  weighted 

13 average  rate for each  job-type/page-count  category is calculated  based  on  the 

14  actual  depth  of sort achieved  for  that  category.56  During  the  second  and 

i 

55 The  Postal  Service  states  that  there  are 62 Mailing  Online  job-types,  and  a 
maximum  of  48  pages  for  each  job-type,  resulting in nearly  3,000  job-typelpage- 
count  'batches."  Tr.  6l1354  (Garvey,  OCA/USPS-T145(f)).  However,  during  the 
operation  of  Mailing  Online,  not  all  job-typelpage-count  combinations  are  likely  to  be 
'commingled" or "batched,'  Tr.  7/1721-22  (Garvey); that  is,  'aggregated  into  a  single 
file."  Tr. 2l194 (Garvey, OCANSPS-Tl-l9(a)(ii)). The  Postal  Service  identifies 'co- 
mingled  batches,"  as  well  as  "separate  batches,' which consist of mailpieces  that 
have  not  been  batched  at  all. Tr. 6l1353  (Garvey,  OCA/USPS-T1-45(b)). I use  the 
term  'job-typelpage-count  category"  to  describe  the  nearly 3,000 job-typelpage- 
count  combinations  prior  to  batching,  since  all  job-typelpage-count  volume  data is 
relevant to my  proposal,  whether a  result of batching or not.  By  contrast, I reserve 
the  term  'job-typelpagecount  batch"  or  "batch' to mean'a  single  file of like 
mailpieces (i.e., the  same  job-typelpage-count)  that  have  been  batched. 

whose  elements  are  the  volumes of a  mailing  that  qualified for the  various  available 
56 "Depth  of sort" and  "level  of  presort"  are  defined  as 'a  vector  of  integers 
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subsequent  periods,  each  customer is offered  the  lesser  of its 'stand-alone"  rate or 

a  blended  discount  rate  consisting  of  the  assumed  single  average  discount  rate  and 

the  experienced-based  weighted  average  rate  for  the  submitted job type.  The 

specific  blended  discount  rate  offered is adjusted  by a  weighting  factor  applied  to 

each  formula  component  during  each  period.  The  weighting  factor  increases 

gradually  as  the  experiment  progresses,  resulting in more  'weight"  assigned  to the 

discount  derived  from  Postal  Service  experience  and  successively  less  "weight"  to 

the  assumed  single  average  discount  rate.  At  the  conclusion of the  experiment, 

postage  charges  are  entirely  experience-based. 

The  derivation  of  an  experience-based  weighted  average  rate is 

commonplace in the  determination  of  postage  charges,  and  a  familiar  process  to  the 

Postal  Service.  In  the case of hardcopy  mail  entered  directly  with  the  Postal 

Service,  where a  mailing  exceeds  the  minimum  volume  requirements, it will  qualify 

for some  or  all  of  the  various  presort  discounts  available.  The  mailer's  total  postage 

charge,  then, is the  sum  of  the  presort  discount  rates  times  the  number  of 

mailpieces  that  qualify  at  each  presort  level. In effect,  the  mailer's  total  postage 

charge  for  the  mailing  is  nothing  more  than  an  experience-based  weighted  average 

discount  rate  specific  to  the  mailing. 

In the  case  of  Mailing  Online,  the  derivation  of  the  experience-based 

weighted  average  rate  requires  the  collection  of  volume  data  showing  the  extent  of 

presort  discounts  (as  shown  on  a  Qualification  Report),  the  order  of  the  elements 
being  from  greatest  discount  to no discount." See Tr. 8/1773 (Plunkett, OCAIUSPS- 
T5-51 (d)). 
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1 batching  and  presortation  achieved  by  the  Postal  Service  during  the  experiment. 

2 Table I presents  a  simplified  rendering  of  the  data  necessary  by  presort  level  for 

3 nine  possible  job-type/page-count  categories.- In the  fully  operational  Mailing 

4 Online  experiment,  the  theoretical  maximum  number  of  tables  for  First  Class  would 

5 be 2,976 (48 x 62):' one  for  each  job-type/page-wunt  category  estimated  by  the 

- 6 Postal  Service. 

57 The  presort  levels  applicable  to  Mailing  Online  are  denoted  by  the 

58 See  Tr. 611354 (Garvey,  OCA/USPS-T145(f)).  However,  witness  Garvey 
abbreviations 5B,  3B,  3/5B BB, and SP in Table 1. See supra note 9. 

maintains  that, 'A fundamental  design  objective  of  the  MOL  system is to  combine all 
jobs  to  the  greatest  extent  possible . . . [allthough  differences in processing 
categories  and  handling  characteristics  are  likely  to  prevent  complete  combination  of 
all jobs-for the  foreseeable  future . . ." Tr. 6/1400. Some  features  likely to 'prevent 
complete  combination'  include  batching  letters  and  flats,  First-class  and  Standard A 
letters,  and  mailpieces  with  different  service  levels (i.e., nextday service  and  two-to- 
five day  service).  Tr. 6/1600-01. According  to  witness  Plunkett,  the  realization  of 
this  fundamental  design  objective  would  make  most  of the job-type  information 
unnecessary for purposes of determining  depth of sort. Tr. 8/1774 (Plunkett, 
OCAIuSPS-T5-51  (a)-@)).  Under  such  circumstances,  the  theoretical  maximum 
number  of  data  tables  estimated for my proposal  would be reduced to four.  First- 
Class  Mail  letters  and  flats,  and  Standard A Mail  letters  and  flats. 
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Table I 
"JG ONLINE "LOOKUP" TABLES FOR  FIRST  CLASS MAIL CONTAINING  PERIODIC  AND 

CUMUuTlVE VOLUME  DATA BY  JOB TYPE BY PAGE  COUNT BY PRESORT LEVEL 

Table IA.1. 
Volume by Job-Type,  Page- 

Count  and  Presort  Level 

Job-Type  AtPage-Count 1 
Volumes 

Presort Rates 

27.0 BB 
26.1 38 
24.3 SB 

Periods n (Cents) Level 
All Prior Period 

SP I 33.01 I 
Weighted  Average Rate I 

Table IA.2. 
Volume by Job-Type,  Page- 

Count  and  Presort  Level 

Level  I(Cents)l n I Periods 
56 I 24.31 1 /5 1 1 I 
Weiahted  Averaae  Rate 

Table IA.48. 
Volume by Job-Type,  Page- 

Count and Presort  Level 

Volumes 

228.0 
SP I 231.01 I 
Weighted Average Rate I I 

972 

2228 

Table l.B.1. Table I.BJ.l. 
Volume by Job-Type,  Page- Volume by Job-Type,  Page- 

. Count  and  Presort  Level  Count  and Presort Level 

I Job-Type  BIPage-Count 1 I I Job-Type  BJIPage-Count 1 ] 1-1 . . . Level (Cents) 
All  Prior  Period Rates  Presort Presort  Rates  Period  AlPrior 
Periods~ n (Cents) 

&ewI 

Volumes Volumes 

24.3 

Weighted  Average  Rate  Weighted  Average  Rate 

Table I.B.2. Table I.BJ.2. 
Volume by Job-Type,  Page- Volume by Job-Type,  Page- 

Count  and  Presort  Level  Count  and  Presort  Level 

Job-Type BPage-Count 2 Job-Type BJPageGount 2 
Volumes Volumes 

Presort  Rates  Period All Prior 

27.0 BB 27.0 BB 
26.1 38 26.1 38 
24.3  5B  24.3  SB 

Periods n (Cents) Level . . . Periods n (Cents) Level 
All  Prior Period  Rates  Presort 

I 33.01 I SP I 33.01 I 
ighted Average  Rate I Weighted  Average  Rate I I . . . 

Table 1.8.48. Table I.BJ.48. 
Volume by Job-Type,  Page- Volume by Job-Type,  Page- 

Count  and  Presort Level Count and  Presort  Level 

lBB I 228.01 I I 
SP I 231.01 I 
Weighted  Average  Rate I 
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1 The  presort-level  volume  data is collected  by  job-type/page-count  category 

2 each  period. At the  end  of  each  period,  the  volume  data is summed  with  data  from 

3 prior periods  for  each job-type/pagecount category.  The wmulative presort-level 

4 volume  data  by job-type/pagecount category  implies  a  particular  experience-based 

5 weighted  average  rate.  For  example,  suppose  that  data  collected  during  period  one 

6 revealed  the  volume  and  proportions  by  presort level for  job-type Npage-count 1 , as 

7 shown in Table 11. The  implied  experienced-based  weighted  average  rate  used in 

8 period two would be 27.6 cents ((0.25 24.3) + (0.25 26.1) + (0 20.3) + (0.25 

9 27) + (0.25 33)). Table I1 shows  the  derivation of the  experience-based  weighted 

10 average  rate in the last column. 

11 
Table II 

WEIGHTED  AVERAGE  RATE 
DERIVATION OF WPERIENCE-BASED 

Job-Type AIPace-Count 1 
Weighted 
Average 

Level (cents) (cents) of Total Volume 

5B 500 0.25 24.3 

6.750 27.0 0.25 500 BB 
0 20.3 0 0 3/5B 

6.525  26.1 0.25 500 38 
6.075 

Presort Rate Rates Percent 

12 

SP 
27.600 1 2,000 Total 

8.250 33.0 0.25 500 

13 The  presort-level  volume  data used to derive  the  experience-based  weighted 

14 average rates requires two data  sets. Both sets  consist  of  volume  data on the 

15 association of presort level with job-type/pagecount characteristics, as shown in 
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Table The first  set  consists  of  Mailing  Online  volume  data by presort  level  during 

the  current  period for each  job-type/page-count  category  (the  'Period n" volume 

column).  The  second  set  consists  of  the  cumulative  volume  data  for  each job- 

type/page-count  category  as  presorted  for all periods  other  than  the  current  period 

(the  "All  Prior  Periods"  volume  column).  The  cumulative  volume  data  and  rate 

information  are  used  to  derive  the  experience-based  weighted  average  rates  shown 

in each  "look-up"  table.  The  experienced-based  rates  are  used in the  formula  to 

calculate  the  blended  discount  rates  in  the  current  period. 

Consequently, for each  job-type/page-count  category, if x represents  the 

experience-based  weighted  average  rate,  and y the  assumed  single  average 

discount  rate  proposed  by  the  Postal  Service,  the  blended  discount  rate (D) for any 

mailing  of  the  job-type/page-count  category  is 

Equation 1 

'' The  Mailing  Online  system  will  produce  the  presort-level  volume  data  to 
derive  the  experience-based  weighted  average  rate  for  each  job-type/page-count 
category.  As  currently  configured,  the  Postal  Service's  processing  center  computer 
will  require  job-type,  pagecount,  address  list ZIP+4 Codes  and  print  site  ZIP  Code 
tables  to  permit  disttibution  to  print  sites,  batching,  and  the  presortation  of  batches. 
Tr. 811774 (Plunkett,  OCA/uSPS-T5-51  (a)-(c)).  Moreover,  the  Mailing  Online 
system is currently  being  modified to enable a Mail.dat  reporting  option.  (Garvey, 
OCAnrSPS-T1-72(c)(i)).  This  option  would  permit  reporting  on  the  association of 
mailing  statements on presort  qualification with batch  information.  Id.  'With  the 
eventual  advent of the  Mail.dat  utility,  depth  of  sort  information  for  non-qualifying 
mailings  will also become  available.'  Tr. 8/1770 (Plunkett,  OCA/USPS-T548(a)-(c)). 
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where w represents  the  weighting  factor  computed  each  period. 

The weighting  factor (w), applied  to  the  experienced-based  average  rate in 

each  period, is derived  as  follows:6o 

w 

Equation 2 

where N represents  the  total  number of periods,  and n represents  the  current  period. 

Conversely,  the  weight  applied  to  the  assumed  average  discount  is (1 - w). 

If the  experience-based  average  rates  are  recalculated  every  quarter  during 

the  experiment,6' N = 8, and  for  the  first  quarter, n = 1. The  numerator  then  equals 

0, reflecting  the  fact  that  there is no  accumulated  experience in the  first  quarter,  and 

the  denominator  equals  36,  i.e.,  the  sum  of  the  digits  representing  each  quarter (1 + 

2 + 3 + 4 + 5 + 6 + 7 + 8). Thus, in the  first  quarter,  the  weighting  factor (w) applied 

to  the  experienced-based  average  rate  is 0 (0/36),  and  the  weight  applied  to  the 

assumed  single  average  discount  rate is 1 (1 - 0). In  the  fifth  quarter,  i.e.  at  the 

beginning  of  the  second  year  of  the  experiment, n = 5, and  the  numerator  becomes 

6o This  formula-derived  weighting  factor  will  be  recognized  by  those  familiar 
with  the  Sum-of-the-Years'-Digits  (SYD)  method  of  accelerated  depreciation  for  real 
property.  The  SYD  method  uses a  decreasing  fraction in each  succeeding  period 
times  the  cost  of  the  property to calculate  the  depreciation.  The  formula  presented 
here  is  simply  the  accumulated  'sum-of-the-years'  digits"  method in reverse;  that  is, 
an  increasing  fraction in each  succeeding  period.  The  formula  thereby  gives  more 
of the  'depredation" (i.e., weight  for  experience)  to  later  periods  than  to  earlier 
periods. 

'' An adjustment  every  quarter is assumed  for  illustrative  purposes.  The 
exact  value  of N.could range  from two to continuous. A continuous  adjustment 
would,  of  course,  require  modification  of  the  formula  presented  here. 
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1  10, resulting in a  weighting  factor  of 10136 being  applied  to the experienced-based 

2 average  rate,  and a weight  of 26/36  (1 - (10/36)) applied  to  the  assumed  single 

3 average  discount  rate.  By  the last quarter, n = 8, and  the  weighting  factor  applied  to 

4 the  experienced-based  average  rate is 28136.= Table 111 shows  the  weighting 

5 factors  derived  from  Equation 2 that  are  applied  to the experience-based  average 

6 rate  each  quarter. 

Table 111 . 
DERIVATION OF WEIGHTING  FACTORS 

RATES 
APPLICABLE TO  EXPERIENCE-BASED  AVERAGE 

7 
8 
9 

1 Equation 2 I I Quarters I Numerator I Denominator I Factors I 

4 
1 0136 36 10 5 
6/36 36 6 

6 
21 7 

1  5/36 36 15 

28136 36 28  8 
2 1/36 36 

1. At  the  Beginning  of  the  Experiment,  Postage  Charges  for 
Mailing  Online  Would  Be  Based on the  Assumed  Ability of the 
Postal  Service  to  Batch  Jobs  for  the  Purpose  of  Presorting 

10 At  the  beginning  of  the  experiment,  the  pricing  formula I propose  "accepts" 

11 the  Postal  Service's  assumed  ability  to  batch'jobs for the  purpose  of  presorting. 

12 Moreover,  the  formula  'accepts"  the  Postal  Service's  assumed  single  average 

13 discount  rate for purposes  of  determining  postage  charges for Mailing  Online 

In the  "ninth"  quarter,  i.e.,  the  beginning of the  third  year  of  operation  of 
Mailing  Online,  and  every  quarter  thereafter,  the  weighting  factor  applied  to  the 
eqerience-based weighted  average  rate  is 1 (36/36). 
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1 customers.  Consequently,  for  the  first  quarter  of  the  experiment,  Mailing  Online 

2 customers  are  offered the assumed  single  average  discount  rate,  Automation  Basic 

3 (within  class  and  shape),  as  proposed  by  the  Postal  Service.  And  the  proposed 

4 pricing  formula  generates  the  same  postage  charge  as  the  Postal  Service  proposes 

5 to  offer.  For  example,  the First-class Automation  Basic  rate is 27 cents.  The 

6 discount  rate  calculated  by  the  pricing  formula is  also 27 cents (x(0) + 27(1-0)). 

7 During  the  first  quarter,  and  all  subsequent  quarters,  data  on  volumes 

8 actually  presorted by  the  Postal  Service  are  collected,  accumulated,  and  tabulated 

9 for  each  job-type/page-count  category.  The  data  collected  serves two purposes. It 

10 serves  to  verify  the  Postal  Service’s  assumption  as  to  whether  Automation  Basic is 

11 truly  reflective  of the characteristics  of  Mailing  Online  mailpieces. It also  permits 

12 derivation  of  the  experience-based  weighted  average  rate  for  each  job-typelpage- 

13 count  category  used in the  formula  to  calculate  postage  charges  during  the 

14 experiment. 

15 2. If Batching  Experience  with  Mailing  Online  During  the 
16 Experiment  Verifies  Original  Assumptions,  the  Postage  Pricing 
17 Formula Would Automatically  Generate  Charges  Based  Upon 
18 the  Original  Assumptions 

19 The  Postal  Service  claims  that  Automation  Basic is the  appropriate  discount 

20 rate  for  Mailing  Online  service.  At full implementation,  the  Postal  Service  expects  to 

21 obtain  sufficient  volumes  to  permit  batching  and  presorting  at  least to the 
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1 automation  basic  Under  such  circumstances,  the  pricing  formula  also 

2 generates  discount  rates  consistent  with  that  assumption.  For  example,  suppose 

3 the experience-based  weighted  average  rate  derived  from  data  during  the  first two 

4 quarters  for  a  certain  job-type/pagecount  category is 27  cents,  the  same  as the 

5 First-class Automation  Basic  rate  proposed  by  the  Postal  Service.  Then  the 

6  blended  discount  rate in the  third  quarter  calculated  by  the  pricing  formula  is  also  27 

7  cents  (27(3/36) + 27(1-(3/36))). 

8 3. If Batching  Experience  with  Mailing  Online  During  the 
9 Experiment  Differs  from  Original  Assumptions,  the  Postage 

10  Pricing  Formula  Would  Automatically  Adjust  Charges  to 
11 Experience 

12 One  of  the  desirable  characteristics  of  the  Postal  Service's  formula  for 

13  calculating  Mailing  Online  pre-mailing  fees is that  fees  automatically  adjust  as  the 

14  Postal  Service  experiences  changes in contractor  printing  costs.  Contract  costs  for 

15  the  various  printing  and  finishing  options,  as  well  as  ZIP  Codes  areas,  associated 

16  with  each  printer  are  stored in "look-up"  tables in the  Postal  Service's cornp~ter .~~ 

17  As  new  print  sites  are  added,  new  services  offered,  or  costs  of  existing  services 

Tr. Z572 (Plunkett,  MASWSPS-T2-3(c)). '[AB full implementation, 
Mailing  Online is expected  to  generate  tens  of  thousands  of  pieces  per  printer  per 
day  on  average. Thus it is expected  that  Mailing  Online  pieces will meet  the 
aforementioned  qualifications." See also Tr.  5/1  127  (Plunkett, NO1 No. 1, Issue  1). 
'In  fact,  we  expect  that in most  instances,  the  mail  may  be  presorted  more  finely  and 
dropshipped  more  deeply  into  the  system  than is necessary to qualify  for  the 
proposed  discounts.' .. 

Tr.  611384  (Garvey,  OCARJSPS-T1-59(b)).  'According to the  developer. . . 
'The  Wrrent System  uses a  print  site  table  that  defines  the  characteristics  of  the  print 
site.  This  combined  with  the ElP  Cbde of  the  addressee  determines  the  print  site 
destination  for  a  mail  piece." 
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change  during the course  of  the  experiment,  these  tables  are ~pdated.~' To 

calculate  the  pre-mailing  fees  for  a  particular  Mailing  Online  job,  the  computer  first 

uses  addressee  ZIP  Codes  to  determine  to  which  print  site(s)  the job  will be  sent.66 

The  computer  automatically  references  prices in the  'look-up"  tables  associated  with 

the  relevant  print  sites.  A  different  pre-mailing  fee  is  then  calculated  for  each  group 

of  mailpieces  going  to  different  print  sites. 

Just  as  the  pre-mailing  fees  of  Mailing  Online  adjust  to  actual  contractor  costs 

at  new  (and  existing)  print  sites, so too  will  the  pricing  formula I propose  adjust 

postage  charges  for  Mailing  Online  mailings  based  upon  actual  experience. 

Cumulative  data  on  the  Postal  Service's  experience  batching  and  presorting  the 

various  job-typelpage-count  categories  from all prior  quarters  permits  derivation  of 

an  experience-based  weighted  average  rate  for  each  category.  This  rate 

information is stored  in  "look-up"  tables  for  each  job-type/page-count  category,  as 

shown in Table 1. The  computer-implemented  pricing  formula  references  the  "look- 

up"  tables,  and  combines  the  relevant  experience-based  weighted  average  rate  with 

the  Postal  Service's  assumed  single  average  discount  rate  to  calculate  the  blended 

postage  charge  offered  to  Mailing  Online  customers. 

Continuing  the  previous  example,  the  .calculations  are  as  before.  However, 

for the  first two quarters,  assume  instead  an  experience-based  weighted  average 

rate of 26.1 cents  (i.e., a  First-class  Automation  3-Digit  Presort).  The  formula 

65 Tr. 6/1385 (Garvey,  OCA/USPS-T?-59(d)). 'mhe print  site  table would . . . 
simply  be  modified  to  reflect  the  addition  or  deletion  of  specialized  capabilities." 

66 Tr. 611384 (Garvey,  OCA/USPS-T159(b)). 
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produces  a  blended  discount  rate in quarter  three  of 26.925 cents (26.1  (3136) + 

27(1-(3/36))). Over  time,  the  experience-based  weighted  average  rate is expected 

to change. As a  result,  assume  that  the  experience-based  weighted  average  rate 

with  four  quarters of data is now 24.3 cents  (i.e., First-class  5-Digit  Presort).  The 

blended  discount  rate in quarter  five is 26.25 cents (24.3(10/36) + 27(1-(10136))). 

The change in the  blended  discount  rate  from  quarter  three  to  quarter  five 

illustrates  the two components  affecting  the  calculation of postage  charges.  The 

first is the  gradual  increase in the  weighting  factor  as  the  experiment  pr0gresses.6~ 

The  second  is  the  change in the  experience-based  weighted  average  rates  resulting 

from  Postal  Service  batching  and  presorting.  Both  components  could  work in 

tandem  to  produce  ever  lower  discount  rates,  as  shown in the two preceding 

examples.  Or  they  could  work  at  cross  purposes,  with  discount  rates  remaining 

constant  or  even  increasing  during  the  experiment. 

4. Batching  Experience  with  Mailing  Online  Late in the  Experiment 
Would  Carry  More  Weight in Postage  Calculations  Than 
Experience  Early in the Experiment 

The  Postal  Service  recognizes  that  as  the  experiment  progresses,  mailings 

submitted in a 'more  mature  environment'  are  likely  to be  more  representative of 

'permanent" job types  than  mailings  submitted  earlier in the  development  of  Mailing 

Online.m As the  Postal  Senrice  states,  '[cJommon  sense  suggests . . . that 

~ 

67 See Table 111 for  the  derivation of the  weighting  factors, supra 1V.B. 
68 Tr. 611363 (Garvey, OCAAJSPS-Tl-52(b)). 'I can  agree  that jobs 

submitted in a more  mature  environment  should  be  more  similar  to  permanent  jobs 
than  those  from  earlier in the  market  test" 
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individual users'  respective  and  collective  experiences  would  mature  over  time  to 

provide a  clearer  picture of demand and common job characteri~tics.'~~ 

These  same  expectations  are  relevant  to  implementation  of my postage 

pricing formula. During the latter stage  of the experiment,  more  complete  data on 

'demand  and  common job characteristics" will be available upon which to base 

postage calculations. For example,  as the experiment  progresses, the cumulative 

volume data will weigh more heavily in the calculation  of  postage  charges  under  the 

pricing formula.  This is a  consequence  of  the  larger  weighting  factor  applied  to  the 

experience-based  weighted  average  rate.  To  see  this,  suppose the experience- 

based weighted  average rate remains,  as in the previous  example, at 24.3 cents. 

However, in quarter  eight,  the  weighting factor increases to 28/36. Consequently, 

the formula  produces  a blended discount rate of 24.90 cents (24.3(28/36) + 27(1- 

(28136))). 

69 Id. 
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1 V. CONCLUSION 

2 I support  establishment  of  a  rebate  system for Mailing  Online  because it is 

3 the  best  approach. In the  alternative, I propose  a  computer-implemented  postage 

4 pricing  formula  that  incorporates  Postal  Service  batching  and  presorting  during  the 

5 experiment  to  calculate  postage  charges.  The  alternative I propose  achieves  most 

6 of  the  benefits  of  a  rebate  system,  while  addressing  many  of  the  Postal  Service’s 

7 concerns  regarding  implementation of such a system. The formula  eliminates  the 

8 anti-competitive  effects  of  waiving  the  minimum  volume  requirements  for  Automation 

9 Basic  rates  proposed  by  the  Postal  Service.  At  the  same  time it preserves 

10 convenience  and  simplicity  for  Mailing  Online  customers in the  form  of  a  firm  fixed 

11 postage  charge  at  the  time  the  Mailing  Online  transaction is confirmed. 
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ANSWERS  OF  OCA WITNESS JAMES F. CALLOW 
TO  INTERROGATORIES MASAIOCA-T100-1-9 

MASNOCA-TI 00-1. Would  your  pricing  proposal  require  USPS  to  incur  additional 
costs  for  MOL in the  following  categories  listed  below?  ExRlain  the  reasons  for  each  of 
your  answers. 

(a)  Designing  software  to  implement the  pricing  proposal; 
(b) Acquiring  hardware to implement  the  pricing  proposal; 
(c)  Maintaining  hardware  for  implementation of the  pricing  proposal; 
(d)  Maintaining  and  updating  software  used  to  implement  the  pricing 

(e)  Loss  of  revenue  as a result of lower  postage  rates  than  under  the USPS 
proposal; 

proposal in some  or all instances. 

A. (a)  Implementation of my proposal  would  require  some  code  modification by 

the  Postal  Service's  system  developer.  Code  modification  would  be  concentrated in 

two principal  areas.  First,  under my proposal,  Mailing  Online  customers  would  pay 

rates  for  which  their  mailpieces  would  qualify if entered  as  hardcopy  directly  with  the 

Postal  Service.  This  proposal  would  require  the  Postal  Service  to  presort  mailings  at 

the  time  they  are  submitted.  At  present,  the  Postal  Service  creates  separate  batches 

for  each  print  site  before  presortation.  Tr. 6/1600 (Garvey).  There  is  no  technical 

barrier  to  modifying  the  code to switch  the  order of presortation.  The  Postal  Service 

confirms that it would  be  "technically  possible"  and  "physically  feasible" to chb ae a 

Mailing  Online  customer a postage  rate  for  which the customer's  mailing  would  have 

qualified if submitted in hardcopy.  Tr. 711669 (Garvey); see also Tr. 61141  1 (Garvey, 

OCAAJSPS-T542(b)). 

Second,  my  pricing  formula  uses  experience-based  weighted  average  rates. 

The  derivation of experience-based  weighted  average  rates  requires  the  use of presort- 

level volume  data  by  job-type/page-count  category.  The  Postal  Service  states  that  the 
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nerxt major release oftbe Mailing Online software win cdw vdume data by 'batch 

w @e.* P- ) by p d  kvel. Tr. WlT11 Ipkmkstt, OCARISPS-TS 

$9). TOthe~ntthevdumcdataisna4cdiededin'boi<-up'tabies,thefdlowing 

d e  modification would be requid: (1) cdled each quarter the presort4evel vdume 

data by jobtype!pagecount  category in 'kok-up' tables, see OCA-T-lo0 at 2526, 

Gnes 19-20, and 1-6, respectively, (2) calculate  experience-based  weighted  average 

rates  for each job-type/pagecount  category  from  all  quarterly  presort-kvel  volume data 

at the  end  of each quarter, see OCA-T-100 at 2829, lines 1-15, and 18, respectively, 

and (3) program the processing  center  computer  to  reference the experience-based 

weighted  average  rates  from the jobtypelpagecount categories  relevant  to  customer 

mailings in order  to  calculate  the  blended  discount  rate. See OCA-T-100 at 34, lines 

10-1 7. 

@) It appears  that the Postal Service  would  not need to incur  additional costs 

to acquire  hardware in order to implement my proposal. The Postal Service claims it 

has  over  estimated the capacity for (and costs of) Mailing Online. Tr. % E O  (StireWalt). 

(c) It appears the Postal Service would not incur any  additional  hardware 

- maintenance oosfs. The hardware used to implement my proposal  would be the  same 

Mware relied  upon by the Postal Service to implement  Mailing  Online.  Since  the 

necessary  hardware is already in place (or planned for placement) to operate  the 

Mailing  Online service, no  special or additional  maintenance' as a  consequence Of 

implementation of my  proposal  would be required. 
.. 

- 
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mailing service print site 'lookup' tables. See OCA-T-100 a t  33-34, lines 12-17, and 1- 

6, respectively. The amount  of,maintenance required for new jobtype 'look-up' tables 

would be compaable  to the maintenance required to add new jobtypes to pre-mailing 

service f e e  print site tables. 

(e)  here could be a s m a l l  loss of revenue,  or a hrge gain in revenue.  Based 

upon bmeekly reports of the market test f i l e d  through  February 25,1999, only two 

mailings could have  reduced  revenues by qualifying for deeper discounts  than 

Automation Basic. A rate reduction of 0.9 cents  and 2.7 cents would have  been 

available for 956 and 177 pikes, respedivety-a  revenue reduction of about 14 

dollars. More importantly, however, the prospect of deeper discounts foi Gualifying 

mailings under my proposal may attract greater volumes. The result would be new net 

revenue  aintriiutions to the Postal Service. 
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MAWOCA-T100-2. 'Have y w  determined or estimated any ofthe costs of 
implementing  your  pricing  proposat in any of the categories fisted below? tf  so, 
describe what you have done to determine or estimate the qsts and the resub. If not, 
explain why you have not done so. 

(a) Designing sa&are to implement the pridng -1; 
@) Acquiring  hardware to implement the priang  proposal; 
(c) Maintaining  hardware for implementation of the pricing  proposal; 
(d) Maintaining  and  updating software used to  implement the pricing 

(e) Loss of revenue as a result of lower postage  rates  than  under the USPS 
proposal; 

proposal in some or all instances. 

A (a) No. Implementing my proposal involves three simple tasks: 1) accessing 

the presorting  program  that is already  part of the Mailing Online system, 2) accessing 

volume  data  that is already  being  collected,  and 3) performing simple arithmetic (i.e., 

the calculation of the  blended discount rate  via  Equation 1). Modification  of  the code for 

. each of these  tasks should  take no more  than a few minutes. See OCAIUSPS-T1- 

72(a)-(c). Nevertheless, determining whether the d e  modification  would involve 

additional  costs  that can  be estimated  requires  knowledge of the method of determining 

payments  to the system  developer (i.e.* a general fixed-price contract,  a  job-specific 

payment,  an  houriy rate,  etc.) for work performed. This information is not  known  to  me. 

(b) No. I have  not  estimated  any  hardware  acquisition costs specific  to the 

implementation of my proposal because no additional hardware will be necessary. See 

my response to MASA/OCA-T100.1@). 

(c) No. I have  not  estimated  any hardware maintenance costs specific  to  the 

implementation  of my proposal becauh no additional or special  maintenance will be 

required. See my response to MASAIOCA-TI  00-1 (c). 
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(d) No. See my response to MAsAIocA-TlOO-l(d).~ The iMXementa1 cost of 

maintaining the code would be negriibk, if any. f 

(e) See my respmse to MAsAIocAITloO-1 (e).  Moreover,  volume  data at 

the  level of detail necessary to estimate  any  changes in revenue  under  my  proposal  are 

not available. fhe Postal Senrice provided no volume  estimates  by  presort  level. See 

Tr. 611360 (Garvey,  OCANSPS-T149(b)(iii)).  Nor  does the Postal Service's  market 

research  matlow  informed  amstruction  of  precise  estimates  of  vo~umes  within 

subdasstjob-type/pageunt categories.'  Tr. 5/1103 (Plunkett. OCARISPS-T535(f)- 

0). See elso Tr. 2617 (Plunkett,  OCARJSPS-T528(b)). This informatiok-presort- 

level volume  data  by  job-type/pagecount category4 necessary to determine  any 

changes in revenue,  either positiie or negative. 

c 
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MASAIOCA-T100-3. Confirm ttrat your proposal would require MOL rates to be 
r e c a l c u l a t e d  to reflect the additional costs incurred in implementing your proposal. 

< 
A Unable to confirm. I do not unders&nd the  phrase 'MOL rates to be 

recalculated' as used in thii context There are Mailing Online premailing service fees. 

f ternailing service fees offemd to customers are determined by formula whose 

elements are contract printing costs, information' system costs, and a 25 percent mark- 

up. If my proposal increases Mailing  Online  information system costs related to 

software  design and maintenance, the increase would be too small to affect the pre- 

mailing f e e  formula. 

There are also postage  rates. I do not propose  to  change the singlepiece .. or . 

presort  discount rates recommended by the Commission and approved by the 

Governors  pursuant to Docket No. R97-1. Under my proposal, Mailing  Online 

customers would pay postage charges based upon those rates. Mailing  Online 

customers would pay  postage charges for w h i c h  their mailings would  qualify under 

current rates if entered as hardcopy di- with the Postal S e r v i c e ,  or Gzstaae charges 

consisting of a blended  discount rate calculated by the pricing formula, whichever is 

lower. 
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MAWOCA-Tloo.4. Refemng to page 20 line 15 through page 21 line 2 of your 
testhony, have you estimated or pmjeded the effect your pricing p r o p o s a l  would have 
on the postage rates available for Mailing Online, either as afwhde or for any part icular  
das& or job type? Ifso, provide your estimates or pmjectbrts and explain how you 
arrivedatthem. tfnat,whynot? 

A No. See my response to MAW0CA-T100-3. 



9 9 0  

2251 

ANSWERS OF O C A W E S S  JAMES F. C A u O w .  
TO INTERROGATORIES “A-TloO.1-9 

A lmplementation of my proposal would  require  modest code modification. 

However, it should not take long to complete such work and  should  not  delay  the 

experimental service. See my  response  to  MASNOCA-TlOO-2(a). 

.. 
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MAWOCA-T1tXM. contimr that the USPS p m  p r o p o s a l  gives a competitive 
advantage to MOL as compared with cOmpefitive senrice providers by exempting small-. 
d u m  mailings from the minimum  vdume requirements for &tomation Basic rates. 

A Confirmed. See OCA-T-lOOs footnote 3. quoting PRC Op. MC98-1 at 35. 

991 
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MASAfOCA-TIOO-7. wsth respecttoyourpridna propod: 

AutomatiortBasiratesduringthelirstquarterofthe I period; 
mrm that binning in e secend q Z X %  quarter rates, Mi* 

are b a d  on a waiver ofthe M i  volume requirements to Automatiorr Basic  rates, 
mi1 be one of the two factors affecting MOL rates; and 

given to MOL in the USPS  proposal  through the wa'nrer of minimum  volume 
requirements. 

pbyed by  the  assumed  single  average d h u n t  rate in determining  rates  under  your 
proposal. 

(a)  Confirm ttrat the proposal wives the minimum volume requirements  for 

. (c) State whether your proposal wouM  eliminate the compefifive  advantage 

' (d) Explain  the basis of your  answers,'with particular reference to the  role 

A (a) Confirmed.  During the first  quarter,  the  minimum  volume  requirements to 

qualify for Automation  Basic rates will be waived  for  mailings with volumes below the 

minimum  volume  requirements.  Under the proposed  pricing  formula,  customers 

submitting  such  mailings  would  pay  Automation  Basic  rates. If a  customer  submits a 

mailing with volumes in excess of the minimum  volume  requirements,  the  customer 

would  pay  rates for which the mailpieces  would  qualify if entered in hardcopy  directly 

with the  Postal Service. 

(b)  Partially confirmed. Refer to Equation 1 on  page 29. There ~ r t  two rate 

components-x,  representing the experienoe-based  weighted  average  rate,  and y, the 

assumed single average dwnt r a t ~ n d  a  weighting fador, w, affecting  the 

calculation of the blended d-unt rate offeted to Mailing  Online  customers.  During  the 

second  quarter, the pricing formula @e., Equation 1) wiif use experiencebased 

weighted  average rates (x)  derived from the first quarter prekt-leuel volume  data  of 

submitted  mailings.  The  experience-based  weighted  average'rates  used in the  formula 

ma 
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may of may not be based upon mailings where the minimum volume mquirements  have 

beenWed. F o r e x a m p l e , t h e ~ w e i g h t e d p m a g e r a t e f o r a  

QarticuhrjoMypelPagecount category may be  derived entire)y frun mailings that 

exceed the min'mum  volume  requirements.  Attemativety, the experience-based 

weighted  average rateforthatjoMyp@ag"~nt megory may be derived  from 

mailings where  only  some  of  the  mailings  ex- the minimum  volume  requirements. It 

is also  possible  that  the  experience-based  weighted  average  rate  for  the  particular job- 

type/pagecount  category  may be derived solely from  mailings  that. did not  meet  the 

minimum  volume  requirements. 

In this  latter case, the experience-based  weighted  average rak used in the 

priang formula  during  the  second  quarter  would be the single  piece  rate.  The  result for 

a customer  mailing  the  particular  job-type/page  count  category is a blended  postage 

rate  that is greater  than  the Automation Basic  rate  proposed by the Postal Sewice. 

, (c) Yes. At the end of the Mailing  Online  experiment, the weighting  factor (w) 

applied to the  experience-based  weighted  average  rate  equals 1 (36/34), an? the 

weight  applied to the assumed  single  average  discount  rate  equals 0 (1-(36/36)). See 

OCA-1-100, footnote 62. Moreover, the experiendased weighted  average  rate 

would be derived from presort-level  volume  data cdlected during the entire  experiment. 

Should the Mailing  Online  experiment be extended, customers would continue to pay 

postage  rates for which their  mailpieces  would qualify if enter& as hardcopy  directly 

with the  Postal Service, or the historic  experiencebased  weighted  average  rates 

- .  

- 



derivedattheendoftfreexpxhnt 

(d) See OCAT-100 at pages 29-31, tines 914, Iiqs 1-14, and lines 1-6, 

rsspectiveb. 
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A The emphasized word, greeter, should be changed to 3 m t e r T  An appropriate 

erratum will be filed. The entire, correded sentence should read, Puring the  second 

and  subsequent periods, each cus tomer  is offered the l e s s e r  of its 'stand-alone*  rate or 

a  blended  discount  rate  consisting of the  assumed  single  average  discount  rate  and  the 

experiencebased  weighted  average  rate for the  submitted  job type.' 
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MASAIOCA-TlOO-9. Under your prqmml: 
(a)  Would any MOL arstomer'pay a hgher postage rate for any mailing  than. 

would be avaihbk to it if its manii were detivered to USPSP hard copy,  separately 
from any athermeilings? Ifso, explaii in what dnxrmnoeS an MOL customer  would 
payahgherrateandwhy. dfnot,exp&hwhynot' 

WOUM any MOL wstomr pay a tower postage  rate for any miling than 
would be available to it if its mailing were delivered to USPS in hard COPY, Separately 
from  any  other  mailings? If so, explain in what  circumstances  an MOL customer  would 
pay a 'lower rate and why. If not, explain why not. 

A. (a) No. Under  my  proposal, a Mailing  Online  customer  would  pay (1) a rate 

for which hisher mailpieces  would  qualify if entered  as  hardcopy  directly with the  Postal 

Service or (2) a rate  reflecting  the  greater  depths of sort resutting from Postal  Service 

bathing and  presorting  during  the  experiment,  whichever is lower. 

@) Yes. A customer  could  pay  a  lower  rate  for  any  Mailing  Online  mailing 

under  the  following  circumstances:  where, in any  quarter, the postage  pricing  formula 

@e.,  Equation 1) produces  a  blended  discount  rate lower than  would be available to 

that  mailing if entered in hardcopy  directly with the  Postal  Service. 
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PWOCA-TlOO-f . Have  you  analyzed  whether  any  increase  in  computing  capacity (i.e., 
program size, memory requirements  and/or  increased  processing time) will be required 
of the MOL design  in  order to apply your pricing  formula? 

(a) If you  have  and  an  increase  in  capacity  appeark to be required, what will 
the  cost  consequences of adoption of your proposed  pricing formula be? 

(b) If you have  not, why not? 

A (a) - (b) See my response MASAIOCA-TlOO-l(b), and MASAIOCA-T1 00- 
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PB/OCA-Tl00-2.  Please  confirm  that  your  references to the  "competitive  advantage  on 
the part  of  the  Postal  Service"  and  the  extent  to  which  your  pricing  proposal  eliminates 
that  advantage (e.g., OCA-TI00 at 21, lines 14-15) refers  only  to  a  Postal  Service 
advantage  related to postage  rates  and  not  other  advantages  that  the  Postal  Service 
might  have  because of, for  example,  vertical  integration  of  the  Mailing  Online  service 
with  postal  services  over  which  the USPS has  a  statutory  monopoly. 

A. Confirmed.  My  comments  are  confined  to  the  elimination  of  competitive 

advantage  with  respect to postage  pricing. I did  not  consider  the  extent  to  which  other 

sources of  advantage  could  affect  competitors. 
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PBIOCA-TlOO-3. Wrth reference to your Table 1. please confirm that each of the 
subsidiary tables  presented at page 27 of your  testimony lists rates for the first ounce of 
First-class  mail with the exception of the 3/5B lines which have rates for Standard A 
mts. 

A Confirmed. An appropriate  errata will be filed. See my response to PBIOCA- 

Tl00-8 for a discussion of rates in Table 1. 

c 
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PB/OCA-Tloo-4. How many total j o b - w a g e c o u n t   a n d  presort level tables would 
be required to reflect all of the rates  that might result from your postal pricing proposal? 

provide any work papers  associated with that calculation. 
(a) Please show how you  calculated  your answer to this interrogatory and 

A (a) The number of 'look-up" tables and  experience-based weighted average 

rates  can be considered  synonymous. As a result, there would be 2,976 (48 x 62) 

'look-up" tables for each job-type/page-count category in First-class,  and  2,976 (48 x 

62) 'look-up" tables for each.job-type/pagecount  category in Standard A l a  total of 

5,952 (2,976 x 2)  tables. In practice, however, the total  number of 'look-up" tables 

could be reduced by collapsing tables with the same rate columns. See my response 

to PB/OCA-TlOO-8. Even with collapsed tables, the total number of experience-based 

weighted  average  rates  referenced by the pricing formula would be 5,952. 

The total number of experience-based weighted average  rates calculated here- 

5,952-assumes no  change in the number of job-type/page-count  categories  proposed 

by the Postal Senrice. If the  Postal Service is successful  designing software  to  batch 

most job-types, the  absolute  number of experience-based weighted avcfqe rates 

could ultimately be reduced  to four: First-class Mail letters and flats, and  Standard A 

Mail letters  and flats. See OCA-T-100, footnote 58. 

c 
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PWOCA-T100-5. Would  each of these job-typelpageaunt tables have to be updated 
quarterty to calculate  the  quartedy  rate  revisions  that  you  recommend? 

8. 

A No. At the end of each  quarter, the Postal Service's processing  center  computer 

would  automatically  calculate  (in  a  matter of seconds)  a  new  experience-based 

weighted  average  rate  only for those  job-typelpage  count tables for which  .new  presort- 

level volume  data  had  been  collected  during  the  quarter. 
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PB/OCA-TlOM. Have you  made  an  estimate of the costs associated with whatever 
updating  would be required to implement your reammended quartedy  changes in job- 
type, pagecount rates? 

(a) If so, what is that  estimate? ! 
@) If not, why not? 

A (a) - (b) No. See my response,  to  MASNOCA-TlOO-2(d). 
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PBIOCA-TI 00-7. Do you recommend that  destination  entry  discounts  as w e l l  as 
presort level discounts shouM be included m the calculation of "experience-based 
weighted  average rates" OCA-TlOO at 28, lines 13-14? 

contained in your  answer to interrogatory PBIOCA-TlO0-51 
(a) If so, would this require  more jobtypelpagecohnt categories  than 

(b) If not, why not? 

A (a) - (b) No. It is my understanding  that,  for  purposes of the experiment, 

the Postal  Service  has  effectively  abandoned its request  for  Automation  Basic DBMC 

rates for Standard  A  mail. See Tr. 5/1164. For  that  reason, I did  not  consider  whether 

or how destination  entry  discounts  should be  used in the  derivation  of  experience- 

based  weighted  average  rates. 
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PBIOCA-T100-8.  For  Fimt-Cbss  mail,  would  each  incremental  ounce  of  weight  require 
a separate  lookup  table  for each of the  categories  of  that  mail? 

< 
A NO. There will be a 'bok-up' table  for  each  job-type/pagecount  category. 

Moreover,  there will  usually be several  job-type/pagecount  tables  within  each 

incremental  ounce of weight. The number of job-typdpagecount  tables  within  each 

ounce is determined  by  the  paper  size  and  number of pages in  a mailpiece. 

Each  mailpiece  in  a  mailing  will  belong  to  a  particular  (and  the  same)  job- 

typelpagecount  category (i.e., mlook-up' tables).  The  job-type/pagecount  determines 

how  each  mailpiece will appear  and its weight  and  shape.  Job  type  specifies  the 

printing  and  finishing  options, as well  as  paper size. Page  count  specifies  the  number 

of pages. 

WRh respect to paper  size,  there  are  30  possible  letter-size (8.5~11) job  types, 

2265 

and 30 possible  legal-size (8.5~14) job types.  Tr.  6/1353  (Ganrey, OCAIUSPS-TI- 

45(f)).  There  are also two possible  newsletter-sue (1 1x17)  job  types.  Tr.  611354 

(Garvey, OCANSPS-T145(f)). 

WRh respect to page  count.  each 8.5~11 sheet  of  paper  weighs  0.2  ounces; 

each 83x14 sheet of paper  weighs 0.254; and,  each  11x17  sheet of paper  weighs  0.4 

ounces.  Similarly,  a No. 10 (letter-size)  envelope  weighs 0.2 ounces,  and  a  flat-size 

(9x12)  envelope  weighs  0.4  ounces.  Tr. 31098-1 100  (Plunkett,  OCAIUSPS-T5-29-31). 

Accordingly,  Table 1 might be organized a as  follows: Job types  A-AD  would 

consist of letter-size job types, 1 through  48  pages.  Job types'AE-BH would  consist of 
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legal-size  job types, 1 through 48 pages.  Job types BI and BJ would  consist of 

newsletter-size job types, 1 through 48 pages. I 

The per piece  First-class  Mail  rates for letter-size, mal-size and  newsletter-size 

job types by  page  count  are  shown in Attachment 1. Whin  the  letter-size  job  types  A- 

AD, the First-class firstounce single-piece,  Automation  Basic  Presort,  %Digit  Presort, 

and 5-Digit  Presort  rates  would  apply to mailpieces  with 1 to 4 pages  weighing 1 .O 

ounce or less (0.2 02. per  page  times 4 pages  plus  a 0.2 of. No. 10 envelope).  The 

First-class first-ounce  single-piece,  Automation  Basic  Presort,  %Digit  Presort,  5-Digit 

Presort and  the  additional  ounce  rates  would  apply to mailpieces  with 5 pages  weighing 

1.2  ounces. Tr. 5/1101  (Plunkett,  OCANSPS-T532(a)). For mailpieces with 6 to 8 

pages  weighing  between  1.2  and  2.0  ounces (0.2 02. per page  times 8 pages  plus  a 0.4 

OZ. flat-size  envelope), the First-class flats  single-piece,  Automation  Basic  Presort, 315- 

Digit Presort  and  additional  ounce  rates  would be applicable.  Similarly, for mailpieces 

with 9-13.14-18,19-23,24-28,29-33,-38,3943, and 4448 pages  (each  group of 5 

pages  plus  a  flat-size  envelope  representing  ounce  increments 3 through lo), the First- 

Class  flats  single-piece,  Automation  Basic  Presort,  3/5-Digit  Presort  and  additional 

ounce  rates  would be applicable. 

WRhin the  legal-size job types, A€-BH, the First-class firstance, Automation 

Basic  Presort,  %Digit  Presort, and 5-Digit  Presort  rates  would  apply to mailpieces  with 1 

to 3 pages  weighing  1.0  ounce or lesst(0.254 02. per page  times 3 pages  plus  a 0.2 of. 

No. 10 envelope).  The First-class first-ounce,  Automation  Basic  Presort,  3-Digit 
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Presort,  5-Digit  Presort  and  the  additional  ounce  rates  would  apply  to  mailpieces  with  4 

pages  weighing  1.216 ounces. Tr. 31101 (Plunkett,  OCAIUSPS-T5-32(b)).  For 

mailpieces  with 5-6 pages  weighing  between  1.216  and  1.924  ounces  (0.254  oz.  per 

page  times  6  pages  plus  a  0.4 02. flat-size  envelope),  the  First-class  flats,  Automation 

Basic  Presort,  3/5-Digit  Presort  and  additional  ounce  rates  would  be  applicable. 

Similarly,  for  mailpieces  with  7-10,  11-14,  15-18,  19-22,23-25,26-29,  30-33,  34-37,  38- 

41.42-45,  and  46-48  pages  (each  group  of  pages  plus  a  flat-size  envelope  falling  within 

ounce  increments  3  through  13),  the First-class flats  Automation  Basic  Presort, 3 5  

Digit  Presort  and  additional  ounce  rates  would  be  applicable. 

Within  newsletter-size job types BI and  BJ,  the First-class first-ounce, 

Automation  Basic  Presort,  3-Digit  Presort,  5-Digit  Presort  rates  would  apply to 

mailpieces  with 1 to 2 pages  weighing 1 .O ounces or less  (0.4  oz.  per  page  times 2 

pages  plus  a  0.2  No. 10  envelope).  The First-class first-ounce,  Automation  Basic 

Presort,  3-Digit  Presort,  5-Digit  Presort  and  the  additional  ounce  rates v z l d  aoply to 

mailpieces  with  3 to 4  pages  weighing 1.6 to 2.0  ounces.  Tr. 511 101 (Plunkett, 

OCAIuSPS-TS-32(c)).  For  mailpieces with  5-6,7-9,  10-1 1, 12-14, 15-16, 17-19,20-21 , 

22-24,25-26,27-29, and 30-31  pages  (each  group of pages  plus a flat-size  envelope 

falling  within  ounce  increments 3 through  13), the First-class flats  Automation  Basic 

Presort,  3/5-Digit  Presort  and  additional  ounce  rates  would be applicable.  For 

mailpieces  with 32-34,35-36,37-39,4041 , 4244,4556, and  47-48  pages  (each 

group  of  pages  plus  a  flat-size  envelope  falling  within  ounce  increments  14  through 201, 
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the  under  two-pound  Priority Mail rate would apply. 

Attachment 1 simply  calculates the per piece  First-ClaSs Mail rates  for  letter-size, 

legal-size and newsletter-sue job types by  page  count.  The  rates in Attachment 1 

appear in the 'look-up'  tables.  Under  my  proposal,  these  rates,  when  combined  with 

presort-level volume data collected  quarterly by job-typelpagecount, are used to derive 

experience-based  weighted  average  rates  at  the  end of each  quarter. The experience- 

based  weighted  average  rates,  located in the "look-up" tables,  become an input  to  the 

postage  pricing  formula (i.e.,  Equation 1). 

I 
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Attachment 1 to PBlOCA-TloM) Page 1 of 2 
FIRSTCUSS MAL RATES FOR MAILING ONLINE JOB-TYPEPAGECOUNT "LOOKUP" TABLESiI 

Rates par Piece (Including  Addition81 Ounce Rate) 
I 

Job-Typepage Count 
Addition81 
Ounce 

Ad011 48 

(cenW b e l  Ounces NmletterSbe (11x17) LegrlSke (8.5xl4) LetterShe (83x11) 
Rates Presort 
22.0 Rate: B i W l 4 8  AE-BWl48 

Letters (Pages) Letters CI Lette'rr (Pages) Letterr (Pages) 
58 

33.0 SP 
27.0 BB 

24.3 

58 46.3 
48.1 

BB 49.0 
SP 55.0 

Fiats 
3/58 49.0 

52.0 
SP 55.0 

3/58 71 .O 
74 .O 

SP 77.0 

14 26.1 38 . 1 1-2 1 -3 

5 38 2 4 

Fiats (Pages) Flats (Pages) Fiats (Pages) 

6-8 BB 2 3 4  5-6 

9-1  3 BB 3 5-6 7-1 0 

2.58 

99.0 SP 
96.0 
93.0 

35B 115.0 
118.0 

SP 121.0 

3/58 137.0 
140.0 

SP 143.0 

3/58 159.0 
162 0 

SP 165.0 

14-10 BB 4 7-9 11-14 

18-23 BB 6 10-11 15-18 

24-28 BB 6 ' 12-14 19-22 

e 
29-33 BB . 7 15-16 23-25 
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Atbchment 1 to PBIOCA-11004 (tontinuodd) Page 2 of 2 

3/58 

275.0 SP 
272.0 88 12  27-29 4245 
269.0 

3 5 8  291.0 
4648 30-31 13 

297.0 SP 
294.0 BB 

3248 320.0 Priority <Zlb 
Mail 

Notes: 
I/ This  attachment is not a "look-up"  table. It only  contains the rates  appearing in the  "look-up" 

tables.  These  rates,  when  combined with presort-level  volume  data  collected  quarterly  by job- 
typelpage  count,  are  used to derive  the  experience-based  weighted  average  .rates  in each look-up" 
table. 

b 
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PB/OCA-TlOO-Q. How would  you  create  lookup  tables  for  Standard  A  flat  size  mail  to 
which the pound rate applies? 

4 

A . The jobtypelpagecount 'look-up'  tables for Standard A letter  and  flat  size  mail 

would appear similar to those in Table I of'my testimony. See OCA-T-100  at  27.  The 

number of subsidiary  tables and the  presort  levels in each  table  would be the same. 

However, the  column of rates  would  be  different. 

The  "look-up"  tables  for  Standard  A  letters  and  flats  could  be  organized in the 

same  manner  as the tables  for  First Class  Mail. Job types  A-AD,  AE-BH  and  BI-BJ 

would  consist of letter-sue,  legal-size and  newsletter-size job types,  respectively. 

There  would be 1 through 48 pages  for  each job type. 

The  Standard  A Mail rates  for  letter-size,  legal-size  and  newsletter-size  job  types 

by page  count,  above and below  the  breakpoint,  are  shown  in.Attachments 1 and 2. 

For  letter-sue  mailpieces  with 1 to 5 pages,  legal-size  mailpieces  with 1 to 4 pages,  and 

newsletter-size  mailpieces  with 1 to 2 pages, the Standard  A  minimum  per  piece  rate 

for Automation  Basic,  %Digit  and  5-Digit  letters  would  apply.  For  letter-size ilAlpieces 

with 6 to 14  pages,  legal-size  mailpieces  with 5 to 1 I pages, and newsletter-size 

mailpieces with 3 to 7 pages, the Standard  A  minimum  per  piece rate for  Automation 

Basic,  and  3/5-Digit  flats  would  apply. A 14 page  letter-size  mailpiece, 11 page  legal- 

sue mailpiece and a 7 page  newsletter-size  mailpiece all weigh 3.2  ounces  or  less. 

The single  piece First-class rate,  and  additional  ounce  rate  (where  applicable).  could 

be paid by  some  mailpieces. 
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For  letter-size job types A-AD  with  page  counts 15-48, legal-size job types AE- 

BH with page counts 1248, and newsletter-size job types Bl+J with  page  counts 848, 

the Standard A Automation  Basic  flat  and 3/S-Digit  Bat  rates would be set  based  upon 

the weight  (number of pages  and  envelope)  of  the  mailpiece  and  the  per  piece  rate. 

However, there  are  exceptions. In the  case of newsletter-size  mailpieces, the under 

one-pound  Priority  Mail  rate  would  apply  to  a  single  piece  mailing  weighing  more  than 

13 ounces but less  than 16 ounces. In addition,  Standard B rates  would  apply to 

newsletter-size  mailpieces  weighing 16 ounces  or  more;  that is,  newsletter-size 

mailpieces  consisting of 39 to 48 pages. 

Attachments 1 and 2 simply  calculate all the  Standard A rates  that  appear  in  the 

job-type/page-count  “look-up”  tables.  Attachment 1 shows the  minimum  piece  rates  for 

job types A-ADl letter-size  letters  and  flats,  with  page  counts 1-14; job types AE-BH, 

legal-size  letters  and  fiats,  with  page  counts 1-11; and, job  types BI and BJ, newsletter- 

size letters and flats,  with page counts 1-7. Attachment 2 show the rates  for  pound 

rated pieces  for  letter-size,  legal-size  and  newsletter-size job types by page wunt and 

weight. All pound rated  pieces  are’flats. 

The  Standard A mail rates in Attachments 1 and 2 would be used in the same 

manner as the First Class mail rates  found in Attachment 1. See my  response to 

PB/OCA-Tl00-8. Under  my  proposal,  these  rates, when.  combined with  presort-level 

volume  data  collected  quarterly  by  jobrtype/page-count,  are  used to derive  experience- 

based weighted  average  rates  at  the  end of each  quarter. The experience-based 
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weighted  average  rates,  located  in the 'look-up' tables. become an  input to the postage 

pricing formula (Le., Equation 1). f 
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Revised $3-99 -. 
Athchnmrt 1 to PWOCA-TloO8 Page 1 of 1 

STANDARD (A) MNl  RATES FOR MAILING ONLINE JOB7YPEPAGECOUNT “LOOK- 
UP TABLESI! 

“ m u m  P k a  Rat. (for pkcu wighing 32985 odnas or k u )  

JottTypJpage Count 
A-ADll-14 I AE=BWl-11 I BIsJI1-7 I I Automation 1 

I 
LetterSke NumktterSbe Legrl4ke 

(8.5~11) (11x17) (8.5~14) 
Letters (Pages) Letters Letters (Pages) Letters (Pages) 

I 58 I 16.0 
14 1-3 1-2 1 

BB 
38 

SP I 17.6 
18.3 
33.0 

14 11 7 
3/58 20.3 

Notes: - 11 This attachment is not  a “b0k-u~- table. It only contains the rates appearing in the 
%ok-up” tables. These fates, when combined with pnswt-level volume data 
collected quarterly by job-typelpage count an used to derive the 
experience-based weighted average  fates in each 7Ook-u~- table. 
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PBIOcA-T100-10.  Would each printing site charge the same postage rate without 
regard to the characteristics of mail at that site? 

. (a) If so, would  further  de-averaging to calculate individual postage  rates for 
each site be more equitable to the m a i l e r s  whose m a i l  enter& the postage stream from 
a particular site? 

A Yes. Presently, in the case of First-class mail, postage rates paid are not based 

on the location of entry. The same would be true for Standard A mail-assuming no 

destination entry discounts. I do not propose to change  these features of the current 

rate schedule. Nor do I propose OBMC rates for Mailing  Online. Under my proposal, 

Mailing Online mailpieces of the same  job-typelpageaunt entered at the same time 

would  pay the  same postage rates regardless of the location of the print site. 

(a) No. This is not my proposal. My proposal is designed to remove the 

penalty  for customers submitting  mailings  through  Mailing  Online; that is, the inability of 

customers to obtain deeper discount rates where their  mailpieces would  qualify if 

entered in hardcopy directly  with the Postal Senrice. 
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USPs/ocA-T100-1. Please refer to your statement on page 7, lines 6-7* "For Mailing 
Online, a rebate system removes any cOmpetitive advantage on the part of the Postal 
Service vis-a-vis ComQBfjtorS formalCvdume mailings." 

(a) PW identify each postal senria cornpetstorb wtmm you refer, 
regardless of whether each is a s m a l l  part ofa largertinn, a single firm, a group of firms 
or a n  industry. 

factors upon which you rely in concluding that they COllsfiMe competitors. 
@) For each competitor identified in rw~onse to part (a), please identify all 

A- (a) - (b) In preparing my testimony, I was not referring to any particular 

Postal Service competitor. i do not amsider it necessary to identify any competitors 

(existing or otherwise) to conclude that the proposed waiver of the minimum volume 

requirements for Automation Basic  rates would create  an  advantage for the Postal 

Service in the small-volume portion of the 'hybrid: m a i l  market. Consequently, I did not 

rely on  any "factors' with respect to  any particular competitor. Rather, I relied on the 

Commission's finding that, 'bw exempting Mailing Online mailings from the threshold 

volume eligibility requirements that apply to its competitors, the Postal Service will be 

able to  compete for at  least the small-volume portion of the market on preferential 

terms.' PRC Op. MC98-1 a t  35. 
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USPS/OCA-TloO.2. 
(a)  Under your pricing  formula, what exkting mail categorywould  be used to 

dassify a batch corrsisting of a single mailpiece  that the customcI intends to enter as 
Standard (A) Mail? 

single mailpiece, it consisted of: 
@) Wwld your answer to part (a)  change if instead of a batch consisting of a 

i. 100 pa-? 
ii. 201 p - m ?  
iii. 350 p*kces? 
iv. 501 pieces? 

A (a) I understand  this  question to be asking how the rate for a single  mailpiece 

of Standard A Mail would be determined. In general, a customer  submitting  a  single 

Standard A mailpiece to Mailing  Online  would  pay  either (1) the rate for which  that 

maitpiece would  qualify if entered  as  hardcopy  directly with the Postal Senrice or (2) a 

blended  discount  rate  reflecting  the  greater  depths of sort resulting  from Postal Service 

batdring  and  presorting  during the experiment,  whichever is lower. In the  first  quarter, 

since there  would be no  experienoe-based  volume  data, the single  Standard  A 

mailpiece  would  pay  the  Standard A Automation  Basic  rate. In the second  quarter, 

when  an experiendased weighted  average  rate  could be derived  from iiirs; duarter 

presort-level  volume data, the customer  would  pay  the  lower of the Wand-alone’  rate 

(Le.,  the First-class single-piece rate) or a blended  discount  rate  consisting of the 

proposed  Automation Basic discount  rate  and  the  experience-based  weighted  average 

rate. 

(b) No. 
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USPs/ocA-TlOO-3. tf a cusfomer wishes b entet 100 pieces as Standard (A) Mail, 
how would the Mailing Online postage rate be determined using your priang formula? 

(a) Towhatextent,il~ny,isywranswlerbsseduRorrconside~ofthe 
senrice standard preferred by 8 Mailing Online atstomen 

@) To what extent, if any, b your artswer dependent upon the degk of 
batching attained by the Mailing Online system? Please explain your response fully. 

A As posed, this question  cannot be answqred with the specificity it deserves. 

There is insufficient information in the question to determine the postage  rate under my 

proposal. For example, the number of pages in the mailpiece would determine its 

weight and shape, both affecting the rate. 

The determination of the  rate to be paid by a customer submitting 100 pieces of 

Standard A Mail (or any  amount of Standard A or First-class Mail) involves three steps. 

First, the rate for which the mailpieces would qualify if entered as hardcopy directly with 

the Postal  Service  must be determined.  Second, a blended  discount  rate is calculated 

by the postage pricing formula (i.e., Equation 1). T h i r d ,  a comparison of the two rates is 

made, with the lower rate  offered to the customer. To further discussion, the following 

examples are provided. 

Example 1: Assume the lo0 mailpieces of Standard A Mail belong in Job-Type A and 

each mailpiece is one page @e., Page Count 1). JobTpe A consists of letter-size 

(8.5~1 I) inailpieces. Assume further that  the 100 mailpieces a re  submitted to Mailing 

Online during the first quarter of the eperiment 

Since the 100 piece mailing falls below the minimum volume  requirement for 
8. 

Standard A Mail, the mailing would qualify as 'if entered as hardcopy" for the First- 
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customer. The postage pricing h u l a  uses the propod Standard  AAuttnnation 

Basic rate (18.3 cents) and the experience-basd  weighted  average  rate.  However, 

there is no 'ex-&enceS in the first quarter with whii  to derive a weighted  average  rate. 

Consequently,  the  blended  discount  rate  calculated  by the pricing  formula  would be 

18.3 cents (x(0) + 18.3(1-0)), the  Standard  A  Automation  Basic  rate proposed by  the 

Postal Service. 

h m p k  2: A S S U ~  the same facts as Example 1, except that the 100 mailpieces  are 
., ~ .*-. - -  - .I . . . . , . . . . .  ._..  * . . . . . . . . ,  

3.. ...~ 

submitted to Mailing  Online  during the second  quarter  of the experiment.  Assume 

further that,  during  the first quarter, Job-Type AIPage-Count 1 was a very  common job 

type. and all (100 percent) ofthe mailpieces were presorted to the SDigit level. At the 

end of the  first  quarter,  there  would be an  experience-based  weighted  average  rate of 

16 cents (1.00 x 16 cents) in the Job-Type APage-Count 1 'look-up" table. 

The  rate  for  the f 00 mailpieces as "if entered as hardcopy' would  again be the 

First-Class firstounce singlegiece rate (33 cents). The postage  pricing hrmula would 

then  calculate the blended  discount  rate to compare with the %ardcop)r  rate. In the 

second  quarter,  the  blended  discount rate for  the 100 mailpieces  would be 18.2 cents 

(16(1B6) + 18.3(1-(1/36)). This rate  would be Mered to the.wstomer. - 
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mailpieces is 18 pages  and  weighs  four ounces. Each  mailpiece is a  fiat.  Again, 

assume  the  mailpieces  are  submitted  during the first  quarter ?f the  experiment 

The  rate as 'if entered as hardcopy'  must  first be determined.  Since  the 100 

piece  mailing falls below  the  minimum  volume  requirement  for  Standard A Mail, the 

FirstT.Ciass fourounce single-piece rate (99 cents)  would  apply.  Then the  blended 

discount  rate  must be calculated for comparison to determine  the  lowest  rate  offered  to 

the customer:  The  pricing  formula  uses  the  proposed  Standard  A  Automation  Basic 

'rate (27.4 cents)  and the experience-based  weighted  average  tate:  However, There is 

n6 'experience' in the first  quarter  with  which to derive  a  weighted  average  rate. a Consequently,  the  blended  discount  rate  would be 27.4 cents (x(0) + 27.4(1-0)), the 

Standard A Automation  Basic rate for  a  four  ounce  flat  proposed  by  the  Postal  Service. 

Example 4: Assume the  same  facts  as  Example 3, except  that  the  100  mailpieces  are 

submitted  to  Mailing  Online  during  the  second  quarter of the  experiment.  Also  assume 

that,  during  the  first  quarter,  Job-Type Wage-Count 18 was  a  very  common job type, 

and all (100 percent) of the mailpieces were  presorted to the 315-Digit  level.  At  the  end 

of the first quarter, there  would be an experience-based  weighted  average  rate  of 23.2 

cents (1 .OO x 23.2 cents) in the JobType  Wage-Count 18 'look-up"  table. 

The rate  for the 100 mailpieces as 'if entered  as  hardcopy"  would  again  be  the 

First-class foursunce single-piece rate (99 cents).  The  postage  pricing  formula  would 

2 2 8 8  

then calculate the blended  discount raze to compare with  the 'hardcopy"  rate. In the 

second  quarter, the blended  discount  rate  for  the 100 mailpieces  would  be 27.3 cents 
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(23.2(1/36) + 27.4(1-(1/36)). This  rate  would be offered to the customer. 

(a) The Postal  Service  has  proposed service standards  (i.e., cutoff times, 
I 

print Site  processing times, etc.)  for Mailing  Online  mailings. Those same service 

standards  would be applicable to customer  mailings  under  my  proposal. I do  not 

propose to change  those  service  standards. 

(b)  My  postage  pricing  formula  uses  experience-based  weighted  average 

rates to calculate  a  blended  discount  rate.  Experience-based  weighted  average  rates 

are derived from presort-level  volume  data  collected  during  the  experiment.  Presort- 

level volume data is  collected  from  mailings  where  the  Postal  Service  has  batched 

mailpieces. To the  extent  the  Postal  Service  can  batch  mailpieces  and  presort  those 

batches  more  deeply  than  necessary  to  qualdy  for  the  proposed  Automation  Basic 

-. . ~, ~ - .  .~ ~ . , *__  . . _ ~ _ , ^ 1  ~ .. 

discount  rates, the experience-based  weighted  average  rates  used in the  pricing 

formula will reflect  the deeper  discount  rates  achieved. 

The  other  source of presort-level  volume  data  is  mailings  which  have  qualified  for 

rates as if entered in hard  copy  directly  with  the  Postal  Service.  Volumc-  data  from 

these mailings will also be reflected in the  derivation of the  experience-based  weighted 

average  rates  and, in turn,  through  the  pricing  formula. 



ANSWERS OF OCA WITNESS JAMES F. CALLOW 
TO INTERROGATORIES USPS/OCA-T100-1-8 

2290 

, 

USPSOCA-T.too-4. 
(a) Please confirm that the Postal SenriceL proposed use ofthe basic 

automation presort categorks requires  both waiver of Vdurnqminknums and 
fwbeamnce from still deeper d w m .  
least  during the first period when  autDmation basic rates appv  Please explain. 

minimums  as the weight of actual experience overcomes the starting  points.  Please 
explain  your resp0nr;e fully. 

from  deeper  discounts. 

competitive  advantage,  or  competitive  disadvantage,  for  Postal  Service  competitors. 
Please  explain  your  answer  fully. 

(9 If elimination of the forbearance from deeper  discounts  constitutes  a 
competitive  advantage for the Postal  Service, bow do  you  reconcile  this  condusion with 
your  assertion  that  "setting  postage  charges  for  Mailing  Online on the basis  of  actual 
experience  eliminates ... any  antCcompetitive  effect of waiving  minimum  volume 
requirements ...." Please  explain  your  answer  fully. 

@) Would your pricing appmach imolve a waiver ofthe volume minimums, at 

(c) Does your pricing formula  diminish the impact  of the waiver of volume 

(d) Please confirm  that  your  pricing  forinula would eliminate  the  forbearance 

(e)  Would  elimination of the forbearance  from  deeper  discounts  constitute  a 

A (a) Confirmed. 

(b) Yes. See my  response to MASA/OCA-Tl00-7(a). 

(c) Yes. See OCA-T-lo0 a! 29-31,  lines 9-14, lines  1-14,  and  lines  1-6, 

respectively. 

(d) Confirmed. 

(e) - (9 Neither.  Eiiminating the mpetitive advantage availabb only to 

the  postal Senrice, as proposed in Mailing  Online, and penitting the Postal  Service to 

offer deeper presort discounts, as I have proposed, wates a %vel  playing  field,'  at 

least  in  terms of p o s t a l  pricing. Under my proposal, the Postal Service would no  longer 

be abb to offer  Automation  Basic rat4 to small-volume  mailings that did  not  qualify. 

Neither  could  competitors.  Similarly  under  my  proposal,  the Postal Service would be 
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ANSWERS OF OCAWITNESS JAMES F. CALLOW 
TO INTERROGATORIES USpsK)('A-TloO-l-8 

USPSIOCA-Tloo-5. Piease refet to your statement on paw 16, lines 6-8: "No 
mpeting provider is able to ams*ktenUy ofkr a kwer price unless the anpetitor has 
bweroostrorkmrlingtoacceptkssthana25petcentprofj!margin.[footnote 
mMedJ. 

(a) PleasecmfumthatthePos2alSenriceis~contra~toprovide 
printing senrides for Mailing  Online. 

@) 'Please amfirm that any such contractors hoping b make  a.profit  on  their 
Mailing  Online print jobs must build a profit  margin  into the price with which they  bid  on 
a Mailing  Online oontrad 

(c) Please confirm that, as a result of the need to bu*M a printer's  profit 
margin into contract prices,  the  total  marlr-up  on the printer's costs (as  opposed  to 
contract prices) is greater  than 25 percent. 

(e.g., Pitney Bowes or  some MASA members) should be able  to  provide  printing 
services from an  internal  rather  than  an  external source. 

profits  greater  than 25 percent  while still  keeping  premailing prices below  the  proposed 
Mailing  Online fees. . 

(d) Please  confirm  that  at  least some potential  Mailing  Online competitors 

(e) Please  confirm  that a Mailing  Online competitor may be able  to  realize 

A (a)  Confirmed. 

(b) - (c) Not  confirmed. I have  no  knowledge of what  might  motivate a 

printing  contractor  when  fashioning its bid. 

(d)  Confirmed. 

(e)  Confirmed. 

.. 
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USPS/OCA-TlW4. 
(a) please confirm that the Postal servioe fees and postage for Mailing 

Onlinep~kes,asproOased,msanthatthepdceofttrefirst 'Ipiece(withishape, 
w e i g h t a n d p r i r n d r e r g ~ ~ ~ i P m e c s m b ~ ~ ~ , ~ ~ m .  

(i) PkmseamfirmthatunderthePostalSenrioepricingproposa1,ajob 
~~~ondaytenaf thee~r imentmnr ldbepr ioedthesameasi t  
muld be if rsubmStted on day 100 (assuming no change in undertying 
printer contracts). 

(ii) 'Please confirm  that  under your Qria'pg formula, a job submitted  on  day  ten 
ofthe experiment would not be priced the same as it would be if submitted 
on day 100 (assuming  no  change in underiying  printer  contracts). 

@) Please  confirm  that  the  Postal  Service justifies its approach, in part. by the 

(c) Please confirm  that  your  pricing  formula for Mailing  Online  postage  does 
flat  rate  pricing typical of digital  printing. See, e.g., l r .  2/147; Tr. 7/1668,1701,1727. 

not  preserve this characteristic of flat  rates  over  time  (assuming no change in 
underlying  printer  contracts). 

and one  cons*sbng of 2000, would  respective  job  sizes  have  any  impact  on  per-piece 
handling costs? Please explain  your  answer fully.~ - - -. .. . -  

(d) Of two otherwise  identical  Mailing  Online jobs, one consisting of 20 pieces 

A (a) Confirmed. 

(i) Confirmed. 

(i i) Not confirmed. The determination of postage  under  my  proposal 

would be the same for the duration of the  experiment.  Customers  would  pay  the  lesser 

of their 'stand  alone-  rate or the  blended  discount  rate  calculated via the  postage 

pricing formula. However, the blended  discount rate may or may not  change  over time 

with changes in the  experience-based  weighted  average  rate  and  the  increase  in  the 

weighting fador. See OCA-T-100 at 35, lines 6-13. 

(b) confirmed. . .  

(c) Confirmed.  Under my p?oposal, the pricing formula was specifically 

designed to adjust  postage  rates to reflect the batching  and  presorting  experience of 
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TO IKlERROGATORlES USPS!OCA-T100-1-I) 

the Postal Service during the experiment, so as to eliminate the Postal Service's 

competitivesdvirntageh~MlalCvdumeportiolldthe~~ilmarketovertime. 

(d) It depends on w h e t h e r  the Mailing  Online job types can be merged before 

printing. If merged, p#ces from either  mailing  should  have the same processing costs. 

If not merged, the  larger  mailing cwld'have lower costs by generating full  trays. This 

would be true  under my proposal as well as  under the Postal Senrice's  proposal. 

. 
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TO INTERROGATORIES USPSOCA-T100-18 

USPs/ocA-TlOO-7. 
(a) Please OocIfirm that it would theontically tk possible to establish one or 

moreratecateg~uniquebo~Online. 
~ ~ t h a t y o u r - f o m u ~ f o r M a j i n g ~ p o s & g e w w M  

Ckdyendupcharg'icwtmerspostageratesthatdonot~exactfywithany 
existing mail categories. 

(c) Please w h i n  whether you W i v e  your proposal, if adopted, would 
constitute the estaMishment of one or more rate degories unique to Mailing Online. 
Identify all fadors that you rety upon in formulating your opinion. If you considered any 
factors only to reject  reliance  upon !hem, please identify those and explain your 
reasons for rejeding  them. 

(d) Please confirm that  rate categories unique for Mailing Online .could 
conceivably be established in this Commission  proceeding, or in a later one. 

. (e) Please compare  and contrast the respective  pluses  and  minuses of 
establishing  unique mail categories for Mailing Online in this proceeding as opposed to 
any  request for a permanent Mailing Online service. 

A (a) Confirmed. This is not my proposal.: . :-. - . 

(b) It is true  that  the blended  discount rate calculated  under my pricing 

formula would not  correspond to any  rate  that  exists  at  present.  Since this is a n  

experimental case, I a m  proposing an  experimental pricing formula to calculate a 

blended  discount  rate. 

(c) I did not  consider  whether, or to what  extent, my  pricing formula would 

constitute one or more rate categories. I am proposing an  experimental pricing formula 

to calculate a blended discount rate in the amtext of a n  experimenta1 case. 

(d) Atthough this question  appears to require a legal  conclusion, I believe the 

Commission has the authority to recommend changes in rates .. and dassifications 

during this proceeding, or subsequenfproceedings. 

(e) I gave  no consideration to the  establishment of Mailing Online as a 
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-c 

USPsK)cA.TlOO-8. 
(a) Under your pridng h u h  for Mailing Ontine postage, coukl one  outcome 

be use of saturation rate categories for some pieas? P h q !  ucplaii your answer fully. 
@) Would use ofsaturetion rate categories be a OOinQetitive advantage or 

dbadvantagefotthePostalServioeoranyatherpmiders? 

A (a) No. Under the Postal S e W s  proposal, satumtion rate categories are 

not  available for Mailing  Online mailpikes. The same is true under my proposal. I 

propose  that customerr pay  'rates for which their mailpieces  would  qualify if entered as 

hardcopy directly with the Postal Service.' (emphasis  added) See OCA-TI00 at 3, 

lines 14-15. However,  customers am submitting their mailings  through  Mailing  Online 

and, as a consequence, they w i l l  not  qualify for saturation  rates. 

(b) The inability  to offer saturation rates would appear to place the Postal 

S e t v i c e  at a competitive  disadvantage. 
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it  Or  Mr.  Rubin  or  one  of  you  all  will,  but  let 1 s move'  on. 

Let's  let  the  Postal  Service  begin  first  then. 

MR. HOLLIES: Thank  you,  Mr.  Presiding  Officer. 

CROSS  EXAMINATION 

BY MR. HOLLIES: 

Q Good  morning,  Mr.  Callow. 

A Good  morning. 

Q Would  you  please  turn  to  your  response  to 

USPS/OCA-T-100-8? 

A I have  it. 

Q In  part A of  that  interrogatory,  you  indicate  that 

saturation  rates  would  not  be  available  under  your  proposal; 

is  that  correct? 

A That's  correct. 

Q Your  proposal  involves a formula  to  calculate 

postage  charges  for  Mailing  Online  customers  that  gradually 

increases  the  importance  of  experience  and  decreases  the 

importance of the  starting  rates;  is  that  right? 

A That's  correct. 

Q And  as  stated  in  the  portion  of  your  testimony 

referred  to  in  the  response,  customers  would  pay  the  lower 

of  what  their job would  qualify  for  as  hard  copy  or  the 

blended  rate; is that  correct? 

A Correct. 

Q Okay. And by  the  end  of  the  experiment,  that 
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change  in  weighting  would  mean  that  rates  were  fully 

determined  by  experience;  right? 

A Yes,  in  terms  of  the  formula. 

Q If  we  assume  that a given  mailing  would  qualify 

for  saturation  rates  when  presented  in  hard  copy,  under yo1 ur 

proposal,  they  would  still  pay  saturation  rates,  would  they 

not? 

A I don't  understand  this  question.  Saturation 

rates  are  not  available  for  Mailing  Online.  It's  not 

something I considered,  because  my  proposal  deals  with 

automation-compatible  mail,  and  saturation  rates  as I 

understand  it  occur  in  another  subclass. 

Q Thank  you. 

,A,. There  might  be  some  confusion  with  the  way  that 

quoted  phrase  was  stated. I think a more  complete 

exposition  would  be  that  customers  pay  rates  for  which  their 

automation-compatible  mail  pieces  would  qualify  if  entered 

as  hard  copy  directly  with  the  Postal  Service. I never 

intended  to  propose  the  introduction  of  any  other 

subclasses. 

Q I appreciate  that.  Thank  you. 

Let's  turn  away  from  what a mailing  would  qualify 

for  if  presented  in  hard  copy  and  turn  back  to  the  formula 

side  of  the  rate  alternatives  in  your  proposal,  and  let's 

add  in a few  assumptions.  First,  assume  that  we  are  at  the 
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end  of  the  experiment so that  the  experience  factor  has  a 

weight  of 1 and  the  startup  factor  has  declined  to  a  weight 

of  zero.  Are  you  with  me so far? 

A  Okay. Go ahead. 

Q At  this  point  the  postage  rate  would  be  based 

entirely  on  experience;  right? 

A  Correct. 

Q And  those  mail  categories  and  rate  cells  which 

experience  larger  volume  would  likely  generate  greater 

discounts;  right? 

A I'm  sorry, could  you  repeat  that  again? 

Q Sure.  Basically  if  a  lot  of  volume  comes  in  in  a 

particular  mail  category  or  rate  cell,  that  would,  'based  on 

the  experience  factor in your  formula,  ultimately.lead  to 

greater  discounts  for  that  category  or  rate  cell  of  mail; 

correct? 

A  Yes.  The  experience-based  weighted  average  rate 

would  reflect  that fact, that  there  were  deeper  discounts. 

Q And  the  experienced-based  weighted  average  rate  is 

used  in  the  pricing  formula. 

A It's  the x in  the  pricing  formula. 

Q Now  let's  make  some  assumptions  about  what  mail 

categories  have  been  used  over  the  course  of  the  experiment. 

Assume  that  at  the  beginning  of  the  experiment  Mailing 

Online  volume  consists  of  pieces  that  if  submitted  as  hard 
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for  various  rate  categories  across  both 

3 First  Class  mail.  Now  this  would  be 

consistent  with  the  Postal  Service  goal  of  providing  access 

to  automation  rates  for  smaller  mailers;  is  that  right? 

A  If  you  had  hard-copy  mail - -  if  you  had  mail 
received  the  mail  would  be  collected  in  the  lookup  tables  by 

presort  level,  and  you  would  calculate  a  weighted  average 

rate.  I'm  not  certain  I'm  answering  your  question,  but - -  

Q I  guess  I'm  pointing  here  to  how  the  mix of mail 

categories  might  change  over  time  from  the  outset  of  the 

experiment. 

A  Okay. 

Q To later  on.  Can  you  comment on that? 

A  Yes. Our.-- the  way  we've designed.the formula  is 

that  mail  would  be  collected  quarterly,  and  at  the  end  of 

the  quarter  you  would  calculate  a  weighted  average  rate.  At 

this  point  in  time  we  don't  know  what  the  presort  levels 

would  be  that  are  used  to  calculate  the  weighted  average 

rates.  You  could  have  a  lookup  table,  a  job  type  page  count 

lookup  table,  where a l l  the  mail  that  came  in  was  very  small 

and  would  show  up  only  in  the  single-piece  category.  You 

could  have -- or  in  single-piece  presort  level.  It's  not  a 
presort  level,  but  at  that  point.  You  could  have  another 

category of mail  that  was on  another  job  type  page  count 

category  that  was  used  extensively,  and  therefore  the  Postal 
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Service  was  able  to  batch  or  that  large  quantities  of  mail 

came  in,  for  example,  the  five-digit  level.  That  would  be 

reflected  in  the  presort - -  or  in  the  experience-based 
weighted  average  rate. 

If  that  were  true  throughout  the  experiment,  at 

the  end  of  the  experiment  that  would  be  the,  if  you  will, 

the  x  or  the  experience-based  rate  used  in  the  formula,  and 

because  of  the  weight,  it  would - -  the  weight  would  be 1. 

And  the  weight  applied  to  the  automation  basic  rate  would be 

zero. 

Q So if we  look  at  a  single  job  type  page  count 

clas's  of job, and  over  time  we look at  how  the  discount 

varies  for  that - -  let's  make it a  very  popular  example. 
The  discount  would  increase  over  time;  correct? 

This  is  now  prior  to  the  end  of  the  experiment. 

This  is  when  both  weights  are  in  play. 

A  If  you  assume  that  beginning  in  say  the  first 

quarter  all  the  experience-based  weighted  average  rate  was 

let's  say  five  digit  and  it  remained  at  five  digit  through 

the  experiment,  the  weighting  factor  would  continually 

ratchet  up  and  make  more  and  more  weight  apply  to  that. 

-. I guess - -  I think  this  gets  at  something  in  my 
testimony  maybe  if  you'd  be  willing  we  could  point  to  it. 

Table 3 on  page 31, and  in  the  last  column,  the 

factors,  those  fractions  show  the  weights  that  are  applied 
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to  the  Equation 1 on  the  bottom  of  page 2 9 .  And as  those 

factors,  those  fractions  increase,  more  weight  is  applied  to 

the  experience  based  weighted  average  rate,  and  less  applied 

to  the  automation  basic  rate  proposed  by  the  Postal  Service. . 
Q Okay. So, to  take  your  example,  if  the  starting 

point  is  automation  basic  and  the  end  point  is  five 

digit, - -  
A  Yes. 

Q - -  that  means  over  time  the  discount  would 
increase,  right? 

A  Yes. 

MR.  HOLLIES:  Thank  you.  I  have  no  further 

questions  at  this  point. 

COMMISSIONER  LeBLANC: I see Mr. Bush  is  not  here, 

so we  have  the  new  man on the  block.  If  you  will  introduce 

yourself  for  the  reporter,  please,  and  you  may  begin. 

MR.  HIMELES:  Thank you, Mr.  Presiding  Officer. 

Martin  Himeles,  Mr.  Bush's  partner  from  Zuckerman  Spader  on 

behalf of the  Mail  Advertising  Services  Association. 

CROSS-EXAMINATION 

BY MR. HIMELES: 

Q Good  morning,  Mr.  Callow. 

A Good  morning. 

Q Mr.  Callow,  I  want  to  first  ask  you  some  questions 

about  the  number  of  different  job  type  page  count  categories 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

13n31 ~ ~ 3 - n n 7 4  



1043 

a :, , 2306 

1 that  exist  under  your  proposal.  First,  on  page 24 of  your 

2 testimony,  you  indicate  that,  based  on  the  testimony  of 

3 Witness  Garvey,  the  total  number  of  job  type  page  count 

4 categories  would  be 62 Mailing  Online  job  types  times 48 

5 different  page  possibilities,  for a total  of  about 3,000, is 

6 that  right? 

7 A That's  correct. 

a Q And  am I also  correct  that  that  would - -  those 
9 

10 

11 

12 

1 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

3,000 would  exist  for  both  First  Class  and  Standard  A? 

A Correct. 

Q So that  would  be a total  of  roughly 6,000, is  that 

right? 

A Slightly  less,  yes.  Slightly  less  than 6,000, 

that's  correct. 

Q Slightly  less.  In  fact, if I have  done  the 

multiplication  right,  it  is 2,976, rather  than 3,000, and it 

would  be  that  number  multiplied  by 2, which  is  just  under 

6,000, correct? 

A That's  correct. 

Q Now,  for  each  of  those 6,000 different  job  type 

page  count  categories,  and I am  referring  to  them  as 6,000, 

treating  the 3,000 in  Standard A and  in  First  Class  as  being 

different,  during  each  period  your  proposal  would  require a 

24 separate  determination  of  the  weighted  average,  is  that 

25 correct? 
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A  We  need  to  be  clear.  Only  if  there  were  new  data 

entered  during  the  quarter  would  there  be  a  calculation  of  a 

new  weighted  average  rate.  If  there  were  no  new  data,  there 

would  be  no  need  to  calculate. 

Q So, in  other  words,  if  a  quarter  goes  by  in  which 

there  are no mailings  within  a  particular  job  type  page 

count,  then  there is nothing  to  calculate,  is  there? 

A  That's  correct. 

Q But  there  would  still  be'a  requirement  to  change 

the  weighting  of  experience  for  the  new  quarter,  isn't  that 

right? 

A  Yes,  it  should  be  automatic,  the  Postal  Service's 

computer  should  simply  calculate,  provided  there  is-  new  data 

to  calculate. .. . .  . 

Q Okay.  But  if  there  is  no  new data, would  it  not 

still  be  necessary  to  calculate  a  new  weighted  average  which 

would  be based.on the  same  underlying  data  but  different 

weightings  for  experience  and  for  the  starting  rate? 

A I guess I am  not  quite  sure I understand  your 

question.  Let  me - -  there  was  a  question  on  this,  and  I 
can't  quite  pinpoint  it  here now, but  maybe  this  will  help. 

If  we  turn to page 27 of my  testimony,  which  is  Table 1 and 

contains  nine  examples  in  First  Class of the job type  page 

count  lookup  tables,  the  third  column  is  period  end.  During 

the  quarter,  data  would  be  entered  in  that  column.  At  the 
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end of the  quarter,  you  would  calculate - -  that  data  would 
basically  move  over  to  the  all  prior  periods  column  and  you 

would  calculate  a  weighted  average  rate. 

And  if I understand  your  question  correctly,  if 

there  were  no  data,  zeroes  would  move  over  to  the  all  prior 

periods  column,  at  which  point,  if  there  existed  a  weighted 

average  rate  from  a  prior  period,  that  weighted  average  rate 

would  still  be  there,  there  would  be  no  change  in  that 

weighted  average  rate. 

Q Okay.  Perhaps  it  is  my  terminology  that  has 

created  some  confusion.  The  weighted  average  rate  is  one  of 

the  factors  that  is  used  in  calculating  the  blended  discount 

rate,  is  that  correct? 

A For  clarity, I call  it  a  component  only  because I 

called  the W the  weighting  factor,  and  that  is  visible  in 

the  formula,  or  the  equation  which  is  on  page 29. So for  my 

own  purposes, I call  the X and  the Y components  and  the W a 

factor,  a  weighting  factor. 

Q Okay.  But  the  blended  discount  rate  would  be  the 

rate  that  would  be  available  except  in - -  that  would  be 
available  to  the  Postal  Service,  is  that  correct? 

A The  blended  discount  rate? 

0 Yes. 

A Yes. 

Q And  is  it  not  also  the  case  that  during - -  at  the 
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end  of  each  quarter,  that  blended  discount  rate  would  have 

to  be  recalculated,  even  if  there  were  no  new  data,  based  on 

the  increased  weight  for  experience  and  the  decreased  weight 

for  the  assumed  simple  average? 

A Yes, the W would  change,  but  that  changes 

regularly  by  quarter. 

Q Yes. 

A  And  experience  based  weighted  average  rates  change 

by  quarter  to  the  extent  there  is  new  data  for  those 

experience  based  weighted  average  rates. 

Q Okay. So for  each  quarter,  there  would  be  a 

fairly  simple  calculation  to  be  made  in  job  type  page  count 

categories  in  which  there  is  no  new  data,  based  on  the 

change  in  the  weighting,  and  a  more  complicated  calculation 

to  be  made  in  job  count - -  job  type  page  count  categories in 

which  there  is  new  data,  is  that  fair? 

A I guess I would  say  it  is  a  very  simple 

calculation  by  each  table  and  the  computer  would  take  care 

of  it  almost  instantaneously, I would  think,  because  you 

simply  calculate  weights  and  apply  them  to  the  rates,  and 

you  get a weighted  average  rate. To the  extent you  have 

four  numbers  instead of, you  know,  no  change, I guess  you 

could  call it complicated,  or  more  complicated,  but I don't 

think  the  computer  would  cause  much  difficulty - -  it  would 
cause  much  difficulty  for  the  computer. 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

l ? n ? \  n ~ ?  nn- A 



2310 

Q Okay.  I  want  to  come  back  to  that  point.  But  let 
I e 

1 

10 

11 

m 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

me  ask you  this,  how  does  your  formula  treat  non-merge  mail 

pieces? 

A  The  same  as  merge  documents. 

COMMISSIONER  LeBLANC: Mr.  Himeles,  I  am  sorry  to 

bother  you.  You  have  to  pull  that  mike  a  little  closer  or 

something  for us. Thank  you  very  much. 

MR.  HIMELES: I'm  sorry, Mr.  Presiding  Officer. 

BY MR. HIMELES: 

Q As  you  understand it,  Mr.  Callow,  are  non-merged 

mail  pieces  batched? 

A  They  are  intended  to  be  batched.  They  are  not 

batched  as  of  yet.  The  Postal  Service,  based  upon  the  data 

we've  seen,  has  not  been  able  to  batch  those. 

Q Okay.  And  in  your  testimony, on page 24, when  you 

refer to  the 3,000 job-type counts at footnote 55, 

cite  to  Witness  Garvey's  testimony  at  OCA/USPS-T1-45(f)? 

A Correct. 

Q Do you  have  that  in  front of you? 

A  The  footnote  or  the  citation? 

Q The citation.  If  not,  I  have  a  copy  that  I  can - -  
A ,  I believe I have  it  here  someplace. 

Q Okay. 

A  I  guess I have  the  relevant  table  where  he 

calculates  the  number of job-type  page  count  categories. 
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Maybe  it  would  be  easier - -  
MR.  HIMELES:  Mr.  Presiding  Officer,  may  I  tender 

to  the  witness  a  copy  of  OCA/USPS-T1-45? 

COMMISSIONER  LeBLANC:  Please.  It  might  be 

helpful  if  you  could  give  the OCA counsel  a  copy so they 

could  make  sure  they're  on  the  same  sheet  of  music  here. 

MR.  HIMELES:  Certainly,  Mr.  Presiding  Officer. 

COMMISSIONER  LeBLANC:  Thank  you. 

THE  WITNESS:  Thanks. 

BY MR.  HIMELES: 

Q Now,  Mr.  Callow,  if  you  look  at  the  answer  of 

Witness  Garvey  to  part (f) of  that  interrogatory,  that  is 

the  calculation  that  you  were  referencing  in  your  footnote. 

Is  that  correct? - -. , .  

A  Correct. 

Q Now,  if  you'll  look  at  his  response  to  sub-part 

(b),  he  indicates,  does  he  not,  that  all  non-merged  jobs  are 

treated  as  separate  batches. 

A  Correct. 

Q And  he  indicates  generally  that  current  and  future 

system  development  is  focused  on  improved  functionality, 

including  the  capability  to  combine  all  like  documents  into 

commingled  batches? 

A Correct. 

Q But as of this  time,  the  data  that  you  have  seen 
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from  the  market  test  indicates  that  non-merged  jobs  are 

still  being  treated  as  separate  batches.'  Is  that  right? 

A  Yes. 

Q And you  don't  know,  I  take  it,  when, if  at  all, 

the  software  will  reach  the  point  of  having  the  capability 

to  batch  non-merged  jobs. 

A  I  have  no  idea. 

Q And  if,  during  the  experiment,  at  the  time  it 

begins  or  throughout  the  course of 'the  experiment, 

non-merged  jobs  are  still  not  being  batched,  how  would  they 

be  treated  in  your  proposal? 

A  There  would  be  no  difference  between  merged  or 

non-merged  under  my  proposal.  The  data  used,  collected  in 

the  job-type  page  count  categories  come  from  qualification 

reports,  and  those  qualification  reports,  whether  they 

reflect  non-merged  or  merged  batches,  would  simply  get 

entered  into  the  look-up  tables,  and  then  the  weighted 

average  rate  would  be  calculated. 

Q Okay.  Let  me  see if I  understand  that. 

If - -  let's  assume  that  we  have  a  one-page  mailing 
that  is  non-merge  and  is  of  common  job  type.  Let's  say  it's 

all  black,  letter-size.  Would  that  be  included in the 

job-type  page  count  category  for  all  black  letters  that  are 

one  page? 

A Correct. 
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And  now,  all  black  letters  that  are  of  the  merged 

variety - -  let's  assume  that  there  was a high  quantity  of - -  
a large  quantity  of  those - -  strike  that.  Let's  assume  that 
we're  in  quarter  five,  and so the  rate  that  your  formula 

would  be  calculating,  the  blended  discount  rate,  would 

include  experience  from  the  first  four  quarters,  correct? 

A Correct. 

Q And  let's  assume  that,  during  the  first  four 

quarters,  there  was a substantial  volume  of  one-page  merge 

mail  pieces  in  that  category,  and  as a result,  five-digit 

discount - -  five-digit  zip  code  discount  rates  were 

available,  okay? 

A Okay. 

. . ..: Q.. Now,  if  you  have a-non-merge mailing,  would  that 

receive  the  same  rate  as  the  merge  mailings  in  that  job-type 

page  count  category? 

A It  would  be  calculated  the  same,  yes. 

Q Okay.  And so - -  just  to  make  it  more  specific, if 
we're  talking  about  first-class  mail,  then  the  discount  for 

five-digit - -  the  discounted  rate  for  five-digit  is 24.3 

cents  for a one-ounce  mailing? 

A Yes. 

Q And of course,  the  single-piece  rate  is 33 cents. 

Now,  let's  suppose  that,  in  quarter  five,  there  is 

a mailing of a one-page  non-merge  mail  piece  and  the 
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quantity  is 400. That  would,  if  it  were  mailed  in  hard 

copy,  qualify  only  for a 33-cent  single-piece  rate. IS that 

correct? 

A Correct. 

Q And  that's  because  the  quantity - -  the  minimum 
quantity  requirement  of 5 0 0  pieces  has  not  been  satisfied. 

Is that  right? 

A Correct. 

Q Now,  in  mailing  on-line,  unless  and  until  the 

software  reaches  the  point  at  which it can  batch  that 

mailing  with  others,  the  actual  rate  that  would  apply  in  the 

absence  of  your  formula - -  let  me  rephrase  that. 
If a member  of  MASA  were  to  take  that  mailing  and 

attempt  to  get  the  best  possible  postage  rate  for  it,  the 

best  that  he  could  do  would  be 33 cents. Is that  right? 

A Yes. 

Q And as I understand  your  testimony a minute  ago, 

on these  facts,  under  mailing  on-line,  the  Postal  Service 

would  charge  24.3  cents? Is that  right,  for  that  mailing? 

A The  Postal  Service? No. They  would  charge 

automation  basic  rate, 27. 

Q When I say  the  Postal  Service, I mean  if  your 

formula  were  adopted. 

I see.  Okay. 

So, am I right  that,  if  your  formula  were  adopted, 

1 

2 

3 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 A 

Q 25 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

Washington,  D.C. 20036 
1025 Connecticut  Avenue, NW, Suite 10 

(202) 842-0034 

14 



1 0 5 2  

1 it  would  be  24.3  cents? 

2 

3 

MR.  COSTICH:  Mr.  Presiding  Officer,  cou 

get a clarification  as  to  which  quarter  we're  in? 

4 

5 

6 

7 

0 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

lld 

2315 

I just 

MR. HIMELES:  The  fifth  quarter.  I'm  assuming 

that  we're - -  
COMMISSIONER  LeBLANC:  Excuse  me,  sir. 

Is  that  what  you  need? 

MR.  COSTICH:  Yes. 

COMMISSIONER  LeBLANC:  Thank  you. 

THE WITNESS: I guess I want  to  back  up a little 

bit.  You're  talking  about 400 pieces  of a common  job  type, 

one  ounce,  one  page,  black,  fifth  quarter,  and  what - -  I 
guess  I'm  missing  one  piece  of  information,  at  least  one. 

What  would  be  the  experience-based  weighted  average  rate? 

MR.  HIMELES:  Okay.  I'm  sorry.  Let  me  rephrase 

the  question. 

BY MR.  HIMELES: 

Q Under  your  proposal,  there  would  be a 

determination of a blended  discount  rate  which  would  give a 

weighting  to  the  24.3-cent  rate,  which  is  five-digit 

automation,  and a weighting  to  the  automation  basic  rate, 

which  is 27 cents. Is that  right? 

A Yes. 

Q And  the  relative  weighting of those - -  the 
weighted  average of those  two  numbers  would  give  you a 
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blended  discount  rate.  Is  that  correct? 

A  Correct. 

Q And  that  would  be  the  rate  that  would  be  available 

under  your  formula.  Is  that  right? 

A  I guess this  is  where  I'm  hung  up.  How  did  you 

decide  that  it  was  five-digit? 

Q Well,  I've  asked  you  to  assume  that  all  mailings 

in  this  job  type  have  been - -  have  qualified  for  five-digit 
- -  all  mailings  that  are  merge  mailings. 

A  In  all  prior  quarters. 

Q Yes. 

A  Yes.  Okay. So, yes, if  all  mailings  from  the 

prior  four  quarters  were  at  the  five-digit  rate,  the 

weighted  average  rate  would  be 24.3. That  would  be  the 

experience-based  weighted  average  rate,  which  would  then  be 

entered  into  the  formula  and  used  to  calculate  the  weighted 

- -  the  blended  discount  rate. 
Q And  looking  at  page 31 of  your  testimony,  well - -  

strike  that. 

So the  rate  would  be  somewhere  between 24.3 cents 

and 27 cents,  correct? 

A Correct. 

Q Now in  the  case of a  merged  mailing,  the  reason 

that  you  suggest  the  rate  ought  to  be  between 24.3 cents  and 

27 cents  is  because  experience  indicates  that  it  has 
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typically  been  batched  with  other  mailings  and  therefore 

qualified  for  a  greater  discount  than  automation  basic,  is 

that  right? 

A  Yes. 

Q In the  case  of  a  nonmerged  mailing,  that  would  not 

be  the  case,  would  it?  In  other  words  a  nonmerged  mailing 

as  things  stand  now  would  not  have  been  batched  and  as  a 

result  it  would  not  have  qualified in the  absence  of  a 

waiver  of  the  minimum  quantity  requirement  for  any  rate 

below 33 cents,  is  that  right? 

A  I  guess  the  non - -  I  am  sorry,  the  mail mergec 
documents - -  those  would  be  entered  at  single  piece,  as 

understand  it. 

9 

I 

Q When  you  say  they  would  be  entered  as  single 

piece,  you  mean  in  the  absence  of  a  waiver  of  the  volume 

discount? 

A  Yes. 

Q But  your  formula is as  we  have  discussed - -  it 
would  enter  them  as  somewhere  between 24.3 and 27 cents,  is 

that  right? 

A Well,  again,  those - -  I  guess  we  need  to  back  up  a 
little  bit.  Even  those  batched  mail  merged  documents,  they 

would  enter - -  well - -  one  at  a  time,  if you will  into  the 

look-up  tables  along  with  all  other  data  to  calculate  the 

weighted  average  rate  but  I  guess  if I understand  you 
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correctly  if  everything  that  came  into  the  particular 

look-up  table  was  only  mail  merged  then  they  would  come  in 

as a single  piece  rate  as I understand  it. 

Q I'm afraid'you lost  me on that. 

First  of  all,  when  you  say  mail  merged - -  do  you 
mean  nonmerged? 

A Yes. 

Q Okay,  because  nonmerge  mail  pieces  are  not  batched 

at  this  point  and  merged  mail  pieces  are  batched,  correct? 

A Correct. 

Q And  what  we  are  talking  about  here  is a merged 

document  would  be  one  in  which  data  is  merged  into  the 

document  and  therefore  it  is  personalized - -  
A Yes. 

Q - -  whereas a nonmerged - -  
A yes - -  - -  

Q - -  would  be 400 people  getting 400 pieces,  one 
page  documents,  that  are  exactly  the  same? 

A Right. 

Q Now  to  see  if  we  can  get  to  the  bottom  line  on 

this  issue,  am I correct  that a nonmerge  mail  piece  would 

receive  the  benefit  of a rate  that  is  well  below  the  single 

piece  rate  for  which  it  would  qualify  in  the  absence  of  the 

waiver  of  the  volume  minimum? 

A Could you  repeat  that  again? 
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0 1'11 try.  Am I correct  that  under  your  proposal 

in  the  fifth  quarter  and  based  on  the  facts,  the  assumptions 

that  we  have  discussed  a  nonmerge  mail  piece  would  receive 

the  benefit  of  a  lower  rate,  somewhere  between 24.3 and 27 

cents,  than  it  would  qualify  for  in  the  absence  of  a  waiver 

of the  volume  minimum? 

A . Yes. 

Q Okay,  and  is  it  true  that  this  would  provide  a 

competitive  advantage  on  nonmerge  pieces  to  the  Postal 

Service  as  compared  with  members  of  MASA? 

A Well,  okay. I would  like  to  refer  to  an 

interrogatory  response  on  this. 

I guess  this gets at  a  question  MASA  had  asked, 

7(c) .~ .The experience-based - -  I'm  sorry - -  Itthe  formula 
will  not  eliminate  the  proposed  automation  basic  rate  from 

most  small  volume  mailers  until  the  end  of  the 

experiment" --'and I guess what  that  means  is  small  volume 

mailer  will  continue  to  get  something  close  to  the 

automation  basic  rate  that  the  Postal  Service  proposed  and 

this  is  a  result of the  weighting  factor  in  the  formula. 

21 I guess  this  is  visible  in  again Table 3 where  for 

22 example in  the  fourth  quarter  only  one-sixth - -  there  is  a 
23 one-sixth  weight  applied  to  the  experience-based  weighted 

24 average  rate  and  a  five-sixths  weight  applied  to  the 

25 automation  basic  rate. 
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What  we  tried  to  do  was  balance  and  test  some 

assumptions  on  the  part  of  the  Postal  Service.  The  Postal 

Service  assumed  that - -  if  the  Postal  Service's  assumption 
is  correct  that  automation  basic  is in effect  the  weighted . 

average  rate  for  Mailing  Online,  then  our - -  this  formula 
would  calculate  those. 

If  the  Postal  Service  is  not  correct  then  our - -  
or  the  formula  would  generate a rate  different  from  what  the 

Postal  Service  assumed,  but  the  fact  is  that  until  the  end 

of  the  experiment  small  volume  mailers  will  get  close  to  the 

automation  basic  rate. 

Q Okay. I want  to  talk  about  that  more  'in a couple 

of  minutes,  and  let  me  just  follow  up  on  your  last  point 

though. .~ . .  

Until  the  end  of  the  experimental  period,  then is 

it  your  testimony  that  there  will  be a competitive  advantage 

for  the  Postal  Service  or  for  Mailing  Online  as  compared 

with  members  of  MASA? 

A It  was  an  attempt  to  eliminate  the  competitive 

advantage  over  time.  There  will be,  as I said,  there  will 

be - -  the  rate  calculated  will  continue  to  move  further  and 
further  away  from  the  automation  basic  rate  until  the  end  of 

the  experiment, so as I said  at  the  beginning  the  rate  will 

be  very  close  to  the  automation  basic  rate  but  it  will  move 

away  from  the  automation  basic  rate  until  the  end  of  the 
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Q 01 cay,  and so is  the  answer  to  my gr lestion 

2321 

yes I 

that  in  the  beginning  there  will  be  a  competitive  advantage 

for  the  Postal  Service  as  a  result - -  under  your  formula  as 
a  result  of  the  use  of  the  automation  basic  rate  and  over 

time  that  competitive  advantage  will  diminish  but  it  will 

not  disappear  until  the  end  of  the  experimental  period? 

A  Yes.  It  was  as  an  experiment,  given  that  it  is  an 

experimental  case  we  tried  to  eliminate  it  over  time, so 

yes, the  answer  is  it  begins  at  automation  basic and-phases 

away 

Q Okay.  Now  let's  go  back  through  to  nonmerge 

documents.  In  the  case of a  nonmerge  document  at  the  end of 

the  experimental  period  the  rate  would  be  determined  solely 

based  on  experience,  is  that  correct? 

A  Yes,  the  weighted  average  rate  would  be  in  the 

formula  and  given  a  weight  of  one. 

Q Okay,  now  let's  assume  that  all  merge  documents 

which  have  been  batched  have  been  at  five-digit  rates  during 

the  course  of  the  experimental  period,  okay? I take  it  you 

would  agree  that  it  is  possible  given  the  common  nature  of 

this  sort  of  mailing  that  they  would  have -- in  fact  that 
nonmerged - -  I'm sorry -- that  mailings of this  sort  would 
average  better  than  five-digit  zip  code  discount? 

Strike  that.  Let me rephrase  that. 
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1 I  guess  what  I'm  asking  you  is  does  that  strike 

2 you  as  an  unrealistic  assumption? 

3 A That  you  could  get  five - -  a  five-digit  rate  for 
4 mail,  that  you  could  have  a  pre-sort - -  a  weighted  average 
5 rate  of  a  five - -  a  five-digit? 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q For  a  common  mailing  type. 

A It  could  happen,  sure. 

Q Okay. 

Now,  that  means  that,  at'  the  end  of  the  mailing - - 
I'm  sorry - -  at  the  end  of  the  experimental  period,  for 
first-class  mailings  of  this  type,  the  rate  that  would  be 

available  to  them  under  your  proposal  would  be 24.3 cents, 

correct? 

A Yes. 

Q Okay. 

NOW, if  a  customer,  at  the  end  of  the  experimental 

period,  comes  in  with  a  non-merged  document,  and  assuming 

the  Postal  Service  still  has  not  come  up  with  a  way  to  batch 

these  non-merged  documents,  that  customer,  under  your 

proposal,  would  receive  the  24.3-cent  rate,  even  though, if 

there  were no waiver  of  the  quantity  minimums,  his  mailing 

would  be  sent  a  single  400-piece  batch,  which  would  qualify 

only for the  33-cent  rate.  Is  that  correct? 

24 A That  would  be  the  experience-based  rate  over  time, 

25 and  the  assumption is that, if you  were able to  get - -  if 
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1 the  job  type - -  if  the look-up table  or  the  job-type  page 
2 count  were so common,  over  two  years  to  get  a  five-digit - -  
3 to  have  a  weighted-average  rate  of  five-digit  and  that  you 

4 had  one  mailing  come  in  at  the  end  that  were  less - -  that 
5 were  below  the  minimum,  that  that  would  be - -  you  could - -  
6 that  mailing  would  get - -  the  blended  discount  rate  would  be 
7 calculated  as  the  five-digit  rate,  but I guess  it - -  what 
8 I'm  saying  is  that  two  years  worth  of  experience  shows  that, 

9 for  all  but  one job, in  effect,  you  had  five-digit. 

10 So, for  one  mailing, yes, those  people  would  get 

11 the  better  rate,  but  the  experience  shows  that,  on  balance, 

12 you  know,  virtually 100 percent  of  the  time,  certainly  the 

13 experience 100 percent of the  time  of  the  experiment  has 

14 been,  no,  it's  a  five-digit  level. 

15 Q Well, let's  assume  that,  over  the  course  of  the 

16 experiment,  half of the  one-page  letters  that  are  mailed  are 

17 merged  and  qualify  for  the  five-digit  automation  discount 

18 and  the  other  half  are  non-merged. 

19 At  the  end  of  the  experiment - -  let  me  complete 
20 that  and  say  they're  non-merged  and  they're  under 5 0 0  pieces 

21 and,  therefore,  they  qualify  only  for  the  single-piece  rate 

22 of 33 cents. 

23 A t  the  end  of  the  experiment,  what  would -- how 
24 would  your  proposal  determine  the  rate  that  applies  to  that 

25 job-type  page  count  category? 
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A If  half  are  merged  at - -  if  half - -  let  me  back 
UP - 

If,  at  the  end  of  the  experiment,  half  the  data 

collected  were  at  the  five-digit  level  and  half  were  at  the 

single-piece  rate,  in  effect,  you  would  calculate  a  weighted 

average  rate  half - -  . 5  times  24.3, . 5  times 33 - -  that 
would  give  you  the  weighted  average  rate,  and  that  would  be 

the  rate  that  would  be  used  in  the  formula. 

Q Okay. So, that  would  give  you  something  like 29 

cents,  roughly 28 or 29 cents. 

A Somewhere - -  yes. 

Q And  that  would  be  the  rate  that  would  apply  to 

non-merged  mailings,  all 50 percent of the  mailings  that  are 

non-merged,  even  though  they  are  not  batched. Is that 

right? 

A No. The  data  is  collected  to  calculate  that 

weighted  average  rate.  Then  whatever  mailing  came  in  after 

that,  the  formula  would  calculate  the  blended  discount  rate 

using  that  weighted  average  rate. 

Q I'm  sorry.  My  question  was  not  clear. 

After - -  at  the  end  of  the  experimental  period, 
every  non-merged  piece  that  came  in  would - -  even  though  it 
would  qualify  for  only  the  33-cent  single-piece  rate  if  it 

were - - .  since  it's  not  batched,  would  benefit  from  the 

28-to-29-cent  rate  your  proposal  calculated,  correct? 
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1 A Yes. 

2 Q Okay.  And  in  that  respect,  doesn't  the  waiver  of 

14 

the  volume  minimum  continue  at  the  end  of  the  experimental 

period  to  give a benefit  to  the  Postal  Service? 

A That  would  be  the  experience  of  the  experiment. 

So, I guess  that  would  be - -  the  experience  based 
rate  would  be  the  one  that  would  apply. 

Q And  by  applying  the  experience  based  rate,  isn't 

it  true  that  there  would  be  mailings  at  the  end  of  the 

experimental  period  that  would  be  under  the  volume  minimum 

but  would  qualify  for a lower  rate  than  the  single  piece 

rate  that  is  otherwise  available? 

A There  would  be  mailings,  but,  again,  if  you  are 

talking  about  two  years'  worth  of  data  that  give  you  this 

15 experience  based  weighted  average  rate,  that - -  it  seems  to 
16 me  that,  in  effect,  two  years'  worth  of  data  shows  that - -  I 
17 guess,  in  your  example,  it  reflects  the  half  merge,  half 

18 non-merge, I guess  that's  what I would  say. 

19 Q .Okay. Let  me  move  on  to a related  subject,  and 

20 that  is  your  proposal  is  that  the  customer  of  Mailing  Online 

21 would  be  charged  the  lower of the  rate  determined  using  your 

22 proposal  and  the  rate  for  which  that  customer's  mailing 

23 would  qualify  if  it  were  entered  directly  with  the  Postal 

24 Service  in  hard  copy,  is  that  right? 

25 A As  if  it  were  entered  in  hard  copy,  yes. 
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Q Okay.  Now, I think  in  response  to  one  of  our 

interrogatories,  you  indicated  that  there  are  some  cases  in 

which  the  customer  would  pay  a  rate  lower  than - -  strike 
that,  let  me  rephrase  that. 

Under  that  formula, if the  actual  hard  copy  rate 

is  higher  than  the  weighted  average,  then  the  customer  would 

be charged  the  weighted  average,  correct? 

A I'm  sorry.  If  the  hard  copy  rate  were  higher  than 

the  blended  discount  rate? 

Q Than  the  blended  discount  rate. I apologize. 

Yes. 

A  The  customer  would  get  the  blended  discount  rate. 

Q Okay.  And  if  the  actual  hard  copy  rate  were  lower 

than  the  blended  discount  rate,  then  the  customer  would  get 

the  actual  hard  copy  rate,  is  that  correct? 

A  Yes. 

Q And, so, you  are  determining  an  average  but 

applying  it  only  to  customers  that  benefit  from it,  is  that 

correct ? 

A I  don't - -  I am  not - -  I don't  understand. 
Q Well,  let  me  ask  you  this.  One  way of doing  this 

would  be to use  your  formula,  determine  the  blended  discount 

rate,  and  apply  that  to  everyone,  correct? 

A Yes. 

Q Theoretically,  one  could  design a system  that  way, 
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1 is  that  right? 

2 A Yes. 

3 Q Another  way  of  doing  it  would  be  to  charge 

4 everyone  the  rate  to  which  they  would  be  entitled  if  their 

5 mailing  had  been  entered  as  hard  copy,  correct? 

i 6 A Yes. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Q And  what  you  have  done  is  designed  a  proposal  that 

charges  the  lower  of  those  two  rates  to  everyone,  correct? 

A Yes. 

Q And  would  the  result of that - -  let's  look'at  all 
mailings,  let's  look  at  the  end of the  experimental  period, 

where  there  is  no  weighting.  You  would  continue  that 

either/or  approach,  the  lower of the  blended  discount  rate 

and  the - -  
A  Hard  copy  rate. 

16 Q - -  hard  copy  rate? 
17 A Yes. 

18 Q Okay. So, during  the  first  month  after  the 

19 experimental  period, if, let's  say,  half  of  the  mailings 

20 come  in - -  let  me  just  use  some  numbers  just  for  the  sake  of 
21 -- arbitrary  numbers  for  the  sake  of  the  question.  Let  me 
22 ask  you  to  assume  that  for  a  particular  job  type  page  count, 

23 the  blended  discount  rate  is 26 cents.  Let's  assume  we  are 

24 talking  about  a  one  page  mail  piece.  Okay.  And  let's 

25 assume  that  the  blended  discount  rate  is 26 cents.  Okay? 
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A Okay. 

Q And  let's  assume  that  half  of  the  mailings  that 

come  in  during  the  next  month  in  that  job  type  page  count 

category  qualify  for  lower  rates,  five  digit,  carrier  route 

- -  five  digit  or  carrier  route,  okay? 
A Carrier  route  wouldn't  apply. 

Q Okay.  I'm  sorry,  that's  right.  Let  me  restate 

that I can  see  if  we  can the  example so that  we  can - -  so 
understand  this.  Let  me  ask  you 

discount  rate  is 27 cents,  okay. 

of  the  mailings  that  come  in  dur 

to  assume  that  the  blended 

And  let's  assume  that  half 

ing  the  next  month  qualify 

either  for  three  digit  or  five  digit.  Okay? 

A Okay. 

Q And  three  digit  is 26.1, five  digit  is 24.3, 

correct? 

A Correct. 

Q So those  half  would  be  charged 26.1 or 24.3, 

correct? 

A Those  that  were  over  the  minimum.  Right.  Because 

if  they  are  in  excess of the  minimum  volume  requirements, 

they  would  get  the  hard  copy  rate. 

Q-* Okay.  And  let's  assume  that  the  other  half  do  not 

qualify  for a rate  lower  than 27 cents,  either  because  they 

do  not  qualify  for  the  minimum  or - -  well,  let's  assume  it 
is because  they  don't  qualify  for  the  minimum,  okay.  Then 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

13n31 ~ ~ 3 - n n 7 4  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2329 

those  would,  in  the  absence  of  your  proposal - -  strike  that. 
They  would,  if  they  were  mailed  through  anything  other  than 

Mailing  Online,  qualify  for  only 3 3  cents,  is  that  correct? 

, 

A Yes. 

Q But  because  your  blended  discount  rate  is 27 

cents,  they  would  get  the 27 cents,  is  that  right? 

A Yes.  And  that is, again,  based  on  two  years' 

worth  of  experience  showing  that  those  mailings  are - -  I 
guess  where I am  having  somewhat  a'problem  with  your 

hypotheticals  is  we  get  two  years'  worth of data  that  allow 

a very  deep  weighted  average  rate  and  then  the  total - -  the 
example  totally  changes so that  somehow  the  experience  that 

the  subsequent  time  periods  are so different  from  the  two 

years'  worth  of  experience, so that  in  your  one  example,  you 

get a five  digit  level  for  the  entire  two  years,  and  then 

you get  one  which  is  inconsistent  with  that. 

Q Okay.  Let  me  see if I - -  
A And, so, somehow  that  invalidates  the  entire 

proposal. I guess I would  disagree  with  that. Two years' 

worth  of  experience  aren't  for  nothing.  They  show 

experience  over  time  of  how  customers  actually  use  Mailing 

Online.  One  customer  comes  in  below  the  minimum  and  gets 

the  benefit.  Okay. I would  say  that  that  doesn't 

invalidate  two  years'  worth of data,  it  shows  that one 

person  came  in  and  happened  to  get a better  rate.  And I 
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guess  that  is  where I am  having  trouble  with  the  change  from 

what  we  are  claiming  to  be  the  experience  based  weighted 

average  rate  that is very  deep,  and  then  now  assume  that 

this  one  person  comes  in  and  they  benefit  from  the  fact that- 

the  experience  over  time  is  this  very  deep  discount.  And I 

guess  my  answer  is  that  doesn't  invalidate  the  two  years' 

worth  of  data. 

Q Okay.  That  is  a  flaw  in  my  hypothetical, so let 

me  see  if I can  correct  that.  Let  me  ask  you  to  assume  that 

the  two  years'  worth  of  experience - -  let  me  do some.quick 
math.  The  two  years'  worth of experience  gives  you  a 

blended  discount  rate  of 28.8 cents.  Now,  if I have  done 

some  math  quickly  in  my  head  correctly,  that  would  be  the 

mid-point  between 24.3 cents,  which  is  the  five  digit  rate, 

and 33 cents,  which  is  the  single  piece  rate. 

A Okay. 

Q Okay.  Now,  let's  assume  that  during  the  first 

month  after  the  experimental  period,  half  of  the  pieces  that 

come  in,  half of the  mailings  that  come  in  would  qualify  if 

they  were  entered  in  hard  copy  for  the  five  digit  rate, 

which  is 24.3 cents,  and  the  other  half  would  qualify  for 

the  single  piece  rate  because  they  don't  meet  the  volume 

minimum, so they  would be at 33 cents.  Okay. 

A Okay. 

Q Now,  first of all,  in  that  hypothetical,  is  that 
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one  month  consistent  with  the  two  years'  of  history? 

A It  would  be. 

Q Okay. So does  that  address  the  concern that~you 

just  expressed? 

A Yes. 

Q Okay.  Now,  those  that  are - -  half  of  the  mailings 
that  qualify  for  the  five  digit,  they  would  not  be  charged 

28.6 cents,  which is the  rate  that  would  be  determined  based 

on historical  experience,  they  would  be  charged 24.3 cents, 

instead,  correct? 

A Correct. 

Q And  the  half  that  do  not  qualify  for  anything 

below  single  piece,  at 33 cents,  they  would  all  be  charged 

28.6 cents,  is  that  right? 

A Based  upon  experience,  that  would  be  the - -  that 
would  split  the  difference,  yes. 

Q And  that  means  that  although - -  well,  strike  that. 
That  means  that  the  average  for  all  of  those  mail  pieces 

during  that  one  month  period,  the  average  rate  that  is 

charged  would  be  the  mid-point  between 24.3 and 28.6, is 

that  right? 

A No, it  would  be  the  mid-point  between 24.3 and 33 

- -  oh, I'm sorry, you're  right.  Between  what  they  actually 
paid,  calculated  by  the  discount - -  the  formula,  and  what . 
the  hard  copy  rate  paid.  It  would be, if I heard  you 
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correct,  between 24.3 and 28.8, I  think  that  is  what you 

said. 

Q Yes.  I  thought  it  was 28.6 was  the  number  we  were 

assuming. 

A Okay. My  mistake,  I  heard  wrong. 

Q Okay. And, so - -  and  that  average - -  
MR.  HOLLIES:  Excuse  me, Mr. Presiding  Officer,  if 

counsel  could  be  asked  to  speak  into  the  microphone,  we 

would,  I  think,  all  benefit  from  that. 

COMMISSIONER  LeBLANC:  I  think  you  may  be  right. 

Excuse'me, Mr  Himeles, not to  interrupt  you  here,  how  much 

more  time  do  you  need? I am  not  trying  to rush you  at  all. 

I am  just  trying  to  think - -  

MR. HIMELES: No, I  understand.  I  think  I 

probably  have  another  hour,  Mr.  Presiding  Officer.  I  am 

very  close,  though,  to  the  end  of  this  particular 

hypothetical. 

COMMISSIONER  LeBLANC:  Given  that  scenario, I 

think  if  it  is  okay  with  everybody,  we  will  go  ahead  and 

take  a 10 minute  break  right  now  and  we  will  come  back  at 

five  minutes  to  the  hour.  We  will  be  off  the  record,  Mr. 

Reporter. 

[Recess. I 

COMMISSIONER  LeBLANC:  You  all  can  be  seated.  Mr. 

Himeles. 
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MR.  HIMELES:  Yes.  Thank  you,  Mr.  Presiding 

Officer. 

BY MR. HIMELES: 

Q Mr.  Callow,  just  to  pick  up  with  the  scenario  we 

were  discussing  when  we  recessed, I think  we  were  assuming 

that 28.6 cents  was  the  blended  discount  rate  based  on  two 

years of experience,  correct? 

A Correct. 

Q And  during  the  month  foliowing  the  end  of  the 

experimental  period,  half of the  mail  pieces  in this job 

type  page  count  category  would  qualify  for 24.3 cents, 

correct? 

A Correct. 

Q And  the  other  half  would  be  under  the  volume 

minimum  and  therefore  if  they  were  entered  as  hard  copy  they 

I 
16 would  qualify  only  for 33 cents,  correct? 

17 A Correct. 

18 Q But  that  half  would  be  charged 28.6 cents, 

19 correct? 

20 A Correct. 

21 Q And so is  it  not  true  that  the  average  rate  that 

22 would be charged  of  all  of  those  mailings,  for  all  of  those 

23 mailings  which  represent  an  accurate - -  which  are  consistent 
24 with  prior  history  would  be  the  average  of 24.3 and 28.6, 

2 5  which  would  be  roughly 26.4? 
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A Correct. 

Q And so by  charging  the  lower of the  historical 

average  and  the  hard  copy  rate,  you  in  effect  bring  about a 

result so that  if  history  repeats  itself  you  will  charge  on 

average a rate  that  is  below  the  historical  average, 

correct? 

A If you  take  into  account  all  the  mail  pieces,  both 

those  that  pay  the  hard  copy  rate  and  those  that  got  the 

blended  discount  rate.  The  average of the  two  would  be 

between  those  two  rates. 

Q And  is  it  accurate  to  say  that  leaving  aside  the 

question  of  whether  use of the  historical  average  along 

would  give  the  Postal  Service a competitive  advantage,  using 

the  lower of the  hard  copy  rate or the  historical  average 

has  the  effect of giving  the  Postal  Service a competitive 

advantage  over  members  of MASA? 

A Why  would  we  leave  aside  the  historical  rate? I 

mean  the  historical  rate  is  what  we  calculated. 

Q All  right,  let  me  rephrase  the  question. 

What I meant  to  say  is  leaving  aside a system  in 

which  there  were  only a historical  rate  and you did  not  have 

an option of charging a lower  rate  when a particular  mailing 

qualified  for  it,  but  let  me  rephrase  the  question. 

Because  your  proposal  charges  the  lower  of  the 

historical  average or the  hard  copy  rate,  doesn't  it  have 
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the  effect of on  average - -  strike  that. 

Doesn't  it  have  the  effect  of  giving  in  this 

hypothetical  a  competitive  advantage  to  the  Postal  Service 

as  compared  with  members  of  MASA? 

A Under  your  hypothetical,  only  those,  that  half 
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that  paid  the  blended - -  in  effect  the  blended  discount  rate 
benefited  because  the  other  half  paid  what  they  would  have 

gotten  hard  copy. 

Q And  isn't  it  the  case  that  the  reverse  would  never 

be  true  under  your  proposal,  that  is  it  would  never  be  true 

that  any  customer  of  Mailing  Online  would  pay  more  than  the 

historical  rate? 

A No. Those  who  had  more  than  the  minimums  would  be 

able  to  get  the  rate  as  if  they  entered  it  in  hard  copy. 

Q And  those  that  didn't  would  have  the  benefit  of 

the  historical  average,  correct? 

A  Correct. 

Q Okay, so when  you  said no, the  answer  is  yes,  it 

is  true  that  your  proposal  would  never  create  a  situation  in 

which  people  paid  more  than  the  historical  average? 

Let  me  rephrase  the  question. Is it  not  the  case 

that  under  your  proposal  there  would  be  circumstances  in 

which  customers of Mailing  Online  would  pay  less  than  the 

historical  average  but  never  a  circumstance in which  they 

would  pay  more  than  the  historical  average  after  the 
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experimental  period? 

A I guess  the  way I would  answer'that  is  they  pay 

the  historical  rate  or  they  pay  the  rate  they  would  have 

gotten  hard  copy. 

Q Okay,  and  does  that  not  give a competitive 

advantage  to  the  Postal  Service as compared  with  members  of 

MASA? 

A For  those  mailings  that  can't - -  for  those  who  get 
the  blended  discount  rate,  that  would  be  different  than  what 

they  could  have  gotten  single  piece - -  or  either  what  they 
could  have  got  if  they  had  entered  it  in  hard  copy, so - -  

Q Different  and  lower? 

A And  lower. 

Q Okay - -  and  isn't  it  also  true  that - -  strike 
that. 

Let  me  ask you, Mr.  Callow,  do  you  have  any 

experience  or  training  in  computer  programming? 

A No. 

Q Do you  have  any  experience  or  training  in 

information  systems,  more  broadly? 

A No. 

Q Do you  know  in  what  programming  language  the 

Mailing  Online  software,  what  language or languages  it  has 

been  coded? 

A I've  seen  some of the  code  but I don't  recall  the 
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code being identified, so the answer is no. 

Q Okay,  and I take it you would  not be able to look 
- -  

at  it and recognize it as one language or another? 

A No. 

Q Now you were asked some questions by MASA and  by 

Pitney Bowes in interrogatories concerning costs associated 

with the implementation of your proposal, is that right? 

A Yes -. 
Q Let me direct your attention to MASA OCA T100-1 

and  in particular subparts (a) and (dl. Let's  start  with 

(dl . 
The question that you were asked  in (d) was what 

the - -  whether your pricing proposal would require -the 
Postal Service to incur additional costs for Mailing Online 

to maintain and update software used to implement the 

pricing proposal, correct? 

A Correct. 

Q And the response that you gave described the 

maintenance and then said  the  amount of maintenance required 

for new job type look-up tables would be comparable ti> the 

maintenance required to add new job types to premailing 

service fee print site tables, correct? 

A Correct. 

Q And would it be accurate to say  that you 

characterized the effort involved in maintenance as minimal? 
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A Correct. 

Q Now  do  you  have  sufficient  knowledge,  do  you  feel 

that  you  have  sufficient  knowledge of computer  programming 

to  be  doing  anything  more  than  guessing  or  speculating  in 

answering  that  question? 

A Yes,  based  upon  the  record  and  my  comments,  my 

understanding  of  what  is  required  is  drawn  from  the  record. 

Witness  Garvey  indicated  that  the  Mailing  Online  system  has 

flexibility  and  expandability  built  into  it,  and I assume 

that  if  my  proposal  were  recommended  and  adopted  that - -  and 

that  is  on  the  premailing  service  aside,  that  similar 

flexibility  and  expandability  would  be  included.for  the 

determination of postage,  and  that  might  be  for  example,  the 

Service  has  indicated  that  there  might  be  additional - -  as 
my  response  states - -  there  might  be  new  menu  items  for 
Mailing  Online. 

The  Postal  Service  might  create,  for  example, 

blank  look-up  tables  that  would  simply  have  to  be  filled  in 

with  the  proper  job  type  and  page  count.  They  would  have to 

do  something  similar,  as I understand  it,  on  the  premailing 

service.  They  would  have  to  enter - -  make  changes  to  the 
premailing  service  print  site  look-up  tabes to indicate  that 

this  new  service  was  available. 

24 Q So, you  can  identify  what  would  have  to  be  done, 

25 but  can  you  tell  us  what  the  software  coding  would  be  that 
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would  be  required to accomplish  those  tasks? 

A No. I can  identify  what  types  of  work  would  have 

to  be  done,  but I can't  write  lines  of  code. 

Q Okay. 

Now, you  recall  earlier I asked  you  some  questions 

about  non-merged  mail  pieces.  If  you  had  been  asked  or if 

you  were  asked  whether  it  would  be a difficult  task  to 

design  software  to  batch  non-merged  as  -well  as  merged  mail 

pieces,  would  you  have  any  reason to think  it  would  be 

difficult? 

A I don't  know. I don't  know  it  would  be  more 

difficult  or  less  difficult. 

Q Okay. 

Well,  in  any  case,  for  reasons  that - -  I tak 
you  don't  know  the  reason  why  the  Postal  Service  hasn't  yet 

been  able  to do that. 

A No. I don't  think  they've  told us either. 

Q Okay. I don't  ask  the  question  in a critical  way. 
And  do  you  know  whether  there  would  be  any  software 

incompatibilities  or  difficulties  that  might  arise  in 

designing  software  that  would  implement  your  pricing 

proposal? 

A I think - -  the  answer  is  that  what I am  proposing, 
I believe,  is  fairly  straightforward.  You  have to create 

look-up  tables.  You  then  have  to  have  the -- calculate a 
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weighted  average  rate  and  then  have  the  pricing  formula 

reference  that  weighted  average  rate. 

It  seems  to  me  that's  not  a  particularly  difficult 

task,  but  I  don't  have  software  experience  that,  you  know, 

would  say  this  is  what  you  have  to  do. 

Q Okay.  And  take  a  look,  if  you  would,  at  your 

answer  to  interrogatory  number  two,  MASA/OCA-T100-2. 

A What  sub-part? 

Q Sub-part  A.  And  you  were  there  asked  whether  you 

had  determined  or  estimated  any of the  costs  of  implementing 

your  pricing  proposal  and,  in  particular,  sub-part A asks 

about  designing  software  to  implement  the  pricing  proposal, 

correct? 

A  Correct. 

Q And  after  describing  the  tasks  that  would  need  to 

be  accomplished,  you  said  modification  of  the  code  for  each 

of these  tasks  should  take  no  more  than  a  few  minutes, 

correct? 

A  Correct. 

Q Do you  know  that  to  be  true? 

A  Based  upon  Witness  Garvey's  response,  that's  my 

understanding. 

Q Okay.  Well,  did  Witness  Garvey  say  anything  about 

what  effort  was  involved  in  software  coding,  as  opposed  to 

whether  it  could  be  done,  as  opposed  to  whether,  generally, 
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the  software  was  flexible? 

A He  did  say  things  about  the  software  being 

flexible. 

He  said  that  code  modification - -  once  you 
established  it,  that  code  modification  wasn't  necessary, 

that  you  simply  had  to - -  I'm  forgetting  the  exact  term of 

art  right  now,  but  you  simply  had  to  add  or  delete - -  you 
had  to  make  certain  entries  in  the  print-site  look-up  tables 

and  it  was  accomplished,  that  code.modification  was  not 

required  in  order  to  add  new  items  once  the  system  was  set 

UP - 
Q I'm  sorry.  Are  you  finished? 

A  Yes,  I  am. 

Q I  didn't  hear  the  last  word. 

Do you  know  how  long  the  coding  took  to  establish 

print-site  look-up  tables? 

A  The  original  coding? 

Q Yes. 

A No. 

Q And  as  the  program  stands  now,  there  are no 

job-type  page  count  look-up  tables,  are  there? 

A That's  correct. 

Q And in  fact,  there's  no  formula  used  to  determine 

pricing.  Is  that  correct? 

A That s correct.  Yes,  as I propose it, there is no 
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f ormula. 

Q Right.  And so, is  there  anything  in  Mr.  Garvey's 

testimony  that  directly  addresses  the  question  of  the  cost 

- -  of the  cost  involved  in  creating  job-type  page  count 
look-up  tables? 

A No. 

Q Is there  anything  that  directly  addresses  the  cost 

involved  in  designing  software  that  would  implement a 

pricing  formula? 

A No. 

Q And  is  there  anything  that  addresses - -  is  there 
anything  in  Mr.  Garvey's  testimony  that  addresses  the  amount 

of  time  that  would  be  required  to  implement a pricing 

formula? 

A No. What  we  have is, if you  will, a - -  comparable 
information  about  pre-mailing  services. 

Q About  the  cost  and  time  of  designing  software  to 

price  pre-mailing  services? 

A About  the  time,  not  the  cost. 

Q Okay. 

A And  that's  related  to  changes  to  page  count - -  or 
to  print-site  tables. 

Q Do you  recall  that,  before  Witness  Lim - -  are  you 
familiar  with  the  testimony  of  Witnesses  Stirewalt  and  Lim, 

just  generally? 
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A Generally. I mean I know  they  both  worked  on 

information  systems  costs. 

Q Okay.  And  do  you  recall  that  the  initial  estimate 

or  the  initial  report - -  initially,  there  was a $6 million 
figure  for  information  systems,  and  it  later  increased  to 

$22 million. Do you  recall  that? 

A Just  general  ballpark,  yes. 

Q Okay.  And  can  you  tell  us  with  any  degree  of 

certainty  that a substantial  increase  would  not  ultimately 

be  required  as a result  of  structural  changes  in  the  code 

that  your  proposal  might  require  or  incompatibility  that 

your  proposal  might  have  with  other  software  components? 

Can  you  tell us with  any  degree  of  certainty  that 

those  things  would  not  cause  there to be a greater  cost  than 

your  interrogatory  answers  indicate  you  believe? 

A I guess I want  to  be  clear.  There's  not  going  to 

- -  the  costs  that  you  refer  to  were  the  total  costs of 

setting  up  the  mailing  on-line  system  from  ground  zero. 

What I am  suggesting,  the  work  that I'm suggesting  that 

needs  to  be  done  is  far  less  than  that,  and  therefore,  the 

costs of my work  would be, I believe,  substantially  less 

than  the  figures  you've  cited. 

Q Well, I didn't  mean  to  ask  you  whether  there  would 

be a $16 million  increase  as a result of your  proposal,  but 

my  question  is,  can  you  tell  us  with  any  degree  of  certainty 
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that  there  would  not  be  a  significant  cost  in  implementing 

your  proposal  with  respect  to  software? 

A  Well,  define  significant. 

Q In  seven  figures,  in  the  millions  of  dollars. 

A  I  wouldn't  think so. 

Q But  can  you  tell us with  any  degree  of  certainty 

that  that's  not  the  case? 

A  I  don't  have  any  figures  either  way. 

Q Okay. So, to  know  that;wouldn't  we  really  need 

to  ask  a - -  someone  who's  involved  in  the  coding  or  familiar 
with  the  code? 

A No, because  we  know - -  what  the  know  about  the 

time  involved  in  making  some  of  the  changes  is  very,  very 

small,  very  small  amount of time,  and  if - -  the  amount  of 
time  to  make  the  changes  is  very  small.  Therefore,  the 

costs  would  be  very  small. 

Q Can you tell  us  with  any  degree  of  certainty  how 

18 much  time - -  how  much  delay  there  would be, if any, in  order 
19 to  implement  your  proposal? 

20 A  There  would  be  no  delay. 

21 Q And is that  something  that  you're  completely 

22 confident of? 

2 3  A Yes. And  the  reason  is  the  Postal  Service is 

24 currently  preparing the  latest  version of Mailing  Online 

25 software  that  will  be  implemented  in  May -- or in  mid-1999. 
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That  is  not  software  that  is  operating  in a production' 

environment.  The  changes  could  be  made  prior  to 

introduction of this.  There's  plenty  of  time  to  implement 

this  before  mid-'99. 

Q Have  you  ever  known  of a circumstance  in  which a 

software  release  was - -  came  out  substantially  later  than 
was  projected? 

A I don't  follow  commercial  software  that  closely. 

Q Did  you  read  anything  about  the  publicity  that 

Microsoft  got  when  Windows 9 5  was  substantially  delayed? 

Does  that  ring a bell? 

A No. 

Q Okay.  And  can  you  tell  us  with  any  degree  of 

certainty  that  your  proposal  would  not  cause  complications 

that  would  delay  the  release  of  the  new  Mailing  Online 

software? 

A Again,  given  the  small  amount  of  changes  that I 

think  need  to  be  made, I think  it  would  be  unlikely  there 

would  be  any  problem. 

Q Let's  go  back  to  the  diminishing  effect  of  the 

volume  exemptions  over  time.  And  let  me  first  ask  you, 

during  the  first  quarter  you  would - -  your  proposal  provides 
that  since  there  is no experience yet, a l l  customers of 

Mailing  Online  would  be  charged  the  Automation  Basic  rate. 

Is that  right? 
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A  Correct,  in  the  first  quarter. 

Q And  that  is  true  irrespective of the  size  of  those 

mailings? 

A  Yes.  We  start  with  the  assumption  of  the  Postal 

Service's,  and so that's  why  we  start  with  Automation  Basic. 

Q Okay.  And  in  starting  with  that  assumption  you 

could  have  either  started  with  that  assumption  across  the 

board  or  started  with  that  assumption  without  waiving  the 

volume  minimums  for  mailings.  Theoretically  that  would  be 

possible;  correct? 

A  Well,  you  only  get  the  Automation  Basic  if  the 

volume  minimums  are  waived. 

Q Well - -  
A  Under  the  Postal  Service  proposal. 

Q I suppose  my  point  is  that  you  could - -  could  you 
not  design  a  proposal  in  which  during  the  first  quarter  you 

charge  the  Automation  Basic  rate  only  to  customers  who 

exceed  the  volume  minimums? 

A  You  could,  but  our  proposal  was  to  test  the  Postal 

Service's  assumption  that  Automation  Basic  is  the 

appropriate  rate  or  in  effect  the  weighted  average  rate of 

Mailing  Online. So we  started  with  that  assumption. 

Q Okay.  Well,  in  any  case,  you  would  agree I take 

it  that  during  the  first  quarter  those  exemptions  are  part 

of  your  proposal  and  give  a  competitive  advantage  during 
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that  quarter  to  the  Postal  Service  as  compared  with  MASA 

members.  Correct? 

A It's  an  experiment.  We  are  attempting  to  test 

that  assumption  of  the  Postal  Service  and  for  that  quarter 

and  until  the  end  of  the  experiment  there  will  be  customers 

who  get  close  to  the  Automation  Basic  rate  until  the  end. 

Q Well,  in  addition  to  being  an  experiment,  isn't 

the  experimental  period,  assuming  that  there  is  one,  also 

the  beginning  of  the  ramping  up  of  Mailing  Online? 

A Yes. 

Q . Okay.  And  if a MASA member  were to design  and 

begin  to  implement a program  like  Mailing  Online  involving 

Internet  submission  of  electronic  copies  of  documents  to  be 

introduced  into  the  mail  stream,  the  MASA  member - -  would 
the  MASA  member  have  access  to  Automation  Basic  rates  for 

mailings  that  didn't  meet  the  volume  minimums? 

A No. 

Q And  would  it  not  be  easier  for  the  Postal  Service 

to enter  this  market  and  to  increase  its  volume  by  virtue  of 

the  fact  that  it  can  charge  these  rates  that  are  lower  than 

the  rates  that a MASA  member  would  have  to  charge? 

A The  rates  would  be  different; so that  would  be 

something  the Postal Service  would  use;  yes. 

0 You're  familiar  with  the  term  "barriers  to  entry"? 

A Vaguely. 
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Q Okay.  Well,  if  one  were  to  start  in  this  business 
, 

from  scratch  the  way  for  instance  Pitney  Bowes  did  in  its 

Direct  Net  program,  one of the  difficulties  would  be 

attracting  customers  during  the  early  period  before  there 

are  sufficient  volumes  to  support  lower  postage  rates;  is 

that  fair? 

A  I'm  sorry,  could  you  repeat  that? 

Q Well,  let  me  break  it  down.  One  of  the  reasons 

customers  would  come  to  a  service  like  this  would  be  price; 

is  that  correct? 

A  It  would  be  one  reason;  yes. 

Q Okay.  And  there  are  other  reasons  as  well;  right? 

And  is  it  not  the  case  that  when  the  service  opens 

its  doors,  its  virtual  doors,  on  day 1, if  the  service  is 

not  run  by  the  Postal  Service,  it  will  have  to  pay  postage 

rates  that  are  higher  than  the  rates  that  the  Postal  Service 

would  be  paying would  or  the  customers  of  the  Postal  Service 

for  Mailing  Online  under  your  proposal. 

A  On  day 1; yes. 

Q Okay.  And  in  fact  that  would  cont 

the  experimental  period;  correct? 

A Yes. 

inue  throughout 

Q And  let's  just  look  at  your  chart on page 31 that 

has  the  weighting  factors. 

A  Um-hum. 
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Q And  during  the  first  quarter  the  Automation  Basic 

rate  is  given a weight  of 1, or 100 percent;  correct? 

A Yes. 

Q And  again  that's  an  Automation  Basic  rate  that 

relies  on  an  exemption  from  the  volume  minimums;  correct? 

A Correct. 

Q And  the  weight  during  the  second  quarter  that  is 

given  to  that  portion  of  the - -  or  to  that  factor  is 35/36; 

is  that  correct? 

A Correct. 

Q And  that's,  if  my  math  is  correct, 97.2 percent. 

Does  that  sound  about  right? 

A Subject  to  check;  yes. 

Q Okay.  And  then  in  the  third  quarter  the  weight 

given  to  the  automation  discount - -  the  Automation  Basic 

rate  with  the  waiver  of  the  volume  minimums  is 33/36; is 

that  correct? 

A Correct. 

Q And  that's,  if  my  math is correct, 91.6 percent. 

A Subject  to  check;  yes. 

Q Okay.  And  during  the  fourth  quarter  the  weight 

given  to  the  Automation  Basic  with  waiver  of  the  volume 

minimums  is 30/36; is  that  correct? 

A Yes. 

Q And  that,  if my math  is  correct  again,  is 83.3 
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percent;  is  that  right? 

A  Subject  to  check. 

Q And  during  the  fifth  quarter  the  rate  that  is 

given  to  the  Automation  Basic  component  in  determining  the . 
weighted  average  is 26/36; is  that  correct? 

A  Correct. 

Q And  that's 72.2 percent;  correct? 

A  Subject  to  check. 

Q Okay. And then  during  the  sixth  quarter  the 

weight  is 21/36; is  that  correct? 

A  Correct. 

Q That's 58.3 percent,  subject  to  check? 

A Subject  to  check. 

Q And  then  during  the  seventh  quarter  for  the  first 

time  it  drops  below 50 percent  to 15/36; is  that  correct? 

A Correct. 

Q And  even  without  checking,  would  you  agree  with  me 

that  that's  the  first  time  that  the  weight  of  the  Automation 

Basic  with  volume  exemptions  goes  below 5 0  percent  in  your 

f ormula? 

A  Correct. 

Q And so the  design  of  your  formula  has  the  effect 

of  starting  out by increasing  the  weight of experience  at  a 

24 very slow rate  and  then  gradually  increasing  the  weight  of 

25 experience  at  a  faster  rate;  is  that  right? 
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Q And  that  means  that  it's  not  until  for  the  first 

year-and-a-half of the  two-year  period  the  weight  that is 

given  to  the  Automation  Basic  rate  is  over 50 percent  and  in 

most  instances  well  over 50 percent; is that  right? 

A  Correct. 

Q Okay.  And  even  in  the  last  period,  it's  still 

given  a  weight  of 836? Is  that  right? 

A Yes. 

Q And  subject  to  check,  that's  about 2 2 . 2  percent? 

Is  that  right? 

A  Subject  to  check,  yes. 

Q Okay. And so, throughout - -  in  addition  to  other 
factors  and  their  effects on competition  that  we've 

discussed,  throughout  this  period,  throughout  the 

experimental  period,  there is the  factor - -  strike  that. 
You're  familiar  with  and I think  you  cited  in  your 

testimony  the  Commission's  conclusion  with  which,  as I 

understood it,  you agreed  that  the  waiver  of  the  volume 

exemptions  would  have  an  anti-competitive  effect,  are  you 

not? 

A Yes. 

Q Okay.  And  you  did - -  am I correct  that  you  did 
agree  with  that  in  your  proposal? 

A  Yes. 
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Q Okay.  And  that  remains  the  case  as  to  the 

component  that  accounts  for  more  than 50 percent  of  your 

rate  for  a  year-and-a-half  in  your  proposal. Is that  right? 

A  That's - -  that  is  a  result  of  the  weighting,  yes. 
Q Now,  isn't  it  fair  to  say  that  that  would  make  it 

easier  for  the  Postal  Service  to  attract  a  sufficient 

customer  base  to  build  mailing  on-line  and  to  have  it  be 

successful  than  it  would  be  for  a  member  of MASA or  for 

Pitney  Bowes,  who  could  not  take  advantage  of  these  volume 

exemptions? 

A '  Well,  that  seems  to  me  a  leap.  It  depends  what 

other  efforts - -  the  price - -  the  difference  in  price  is  one 
factor,  but  Postal  Service  may  not  advertise  or  advertise 

very  little  or - -  there  are  a  number - -  a  host. of other 
things  that  may  draw  people  to  another  Postal  Service 

competitor. So, that  would  be  my  answer. 

Q Well,  I  wasn't  going  to  bring  it up, but  as  far  as 

advertising  goes,  which - -  who  has  a  greater  ability  to 
advertise,  in  your  view,  the  Postal  Service  or  a  small 

letter  shop? 

A Well,  the  Postal  Service  would  have  more 

resources,  to  the  extent  they  want  to  devote  it  to  mailing 

on-line. 

Q And  does  the  Postal  Service  have  the  ability  to 

send  notices  to  recipients of mail? 
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A  Yes. 

Q And  do  those  notices  sometimes  describe  new 

products  that  are  available? 

A  I  don't  know.  I  haven't  seen  any. 

Q Let  me  just  go  to  one  last  area,  Mr.  Callow. 

A  Uh-huh. 

Q I  want  to  ask  you  to  assume  that  you  have  a 

business  that  sends  out  every  month  a  mailing  that  is  sent 

first-class,  sent  to 400 people,  and  it's  always  the  same 

number  of  pages - -  let's  say a newsletter,  okay? 
A  Okay. 

Q Now,  under  your  proposal,  the  price  that - -  the 
postage  rate  that  that  business  pays  if  it  uses  mailing 

on-line  would  be  the  same  for  the  first  three  months, 

correct? 

A Yes. 

Q And  then,  in  the  fourth  month,  it  would  change, 

correct? 

A  Correct. 

Q And  then  it  would  be  the - -  I'm  sorry. Go ahead. 
A That's  correct.  It  would - -  
Q And  then  it  would  be  the  same  in  months  five  and 

six,  correct?  The  same  as  it  was  in  month  four,  that is. 

A  Yes. 

Q And  then,  in  the  seventh  month,  it  would  change, 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202)  842-0034 



1091 

2354 
I 

correct? 

A Yes. 

Q And  this  would  continue  over  the  course  of  the 

experimental  period,  correct? 

A Yes. 

Q Now,  from  the  perspective  of  the  customer,  is  it 

accurate  to  say  that  the  change  in  the  postage  rate - -  first 
of  all,  let's  say  from  month  nine  to  month 10, when  there  is 

a change  in  the  rate,  that  change  could  go  down  or  it  could 

go up. Is that  right? 

A Correct. 
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Q And  isn't  it  accurate  to  say  that,  from  the 

perspective  of  the  customer,  as  opposed  to  the  Postal 

Service,  that  change is fortuitous. 

A That  the  rate  goes  down? 

Q Well,  whether  it  goes  down  or  up.  The  customer, 

in  other  words,  hasn't  done  anything  to  bring  that  about  in 

the  way of changing  the  mailing,  correct? 

A That's  correct. 

Q In  designing  your  proposal,  did  you  take inilo 

account  any  concern  or  any  possibility of customers of 

mailing  on-line  being  unhappy  about  or  concerned  by  periodic 

changes  that  appear  to  them  to  be  random  in  the  postage 

rates? 

A In  terms of explaining  it  to  the  customers,  the 
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answer  for  the  customer  would  be  that  you're  paying  the 

lowest  rate  for  which  your  mailing  qualified  under  mailing 

on-line. 

The  rates  would  change  based  upon  the  weighting . 
factor  and  the  calculation  of  the  experience-based  weighted 

average  rate. 

So, as  you  say,  it  could  go  up  or  down,  but  the 

explanation  would be,  you  know,  this  is  the  lowest  rate, 

you're  paying  the  lowest  rate  possible  under  mailing  on-line 

service. 

Q In  the  case  of  first-class  mail,  for  example,  when 

the  rate  increases,  first  of  all  that's  after a proceeding 

before  this  Commission,  correct? 

A Yes. 

Q And  secondly,  the  Postal  Service  makes  that  widely 

known. Is that  correct? 

A Yes. 

Q And  when a customer  inquires,  the  Postal  Service 

is  in a position  to  say  we've  increased  the  rates  and  they 

nuinber of can  explain  that  the  rates  haven't  i.ncreased  for X 

years  and so forth,  correct? 

A Yes. 

Q Are  you  aware  of  any  other  circumstance in  which 

rates  increase - -  postal  rates  increase as a result of a 
formula  rather  than  as a result  of a - -  of  the  approval  by 
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this  Commission of a rate  increase? 

A Pre-mailing  service  fees. 

Q Are  you  aware  of  any  other  circumstances  in  which 

they  increase  as a result - -  did I say  as a result  of a 
formula? 

A Yes. 

Q Okay. And how  are  they - -  on  pre-mailing  service 
fees,  tell  me  what  you're  referring  to. 

A The  Postal  Service would,set up a new  print  site, 

would  be a new  contractor,  contractor  would  have new.prices. 

The  customer  would  pay a different  rate  if  his  mailing 

happened  to  go  through  that  print  site. 

Q Okay. 

When  you  say  pre-mailing  service  fees,  you're 

talking  about - -  
A - -  printing,  finishing. 
Q On  mailing  on-line.  In  mailing  on-line. 

A Yes. 

Q Okay.  All  right. I understand  what  you're 

saying. 

Now, my  question,  though - -  that - -  pre-mailing 
service  fees  are  not  postage. Is that  correct? 

A They're  not  postage,  correct. 

Q Okay. 

With  respect  to  postage,  are  you  aware of any 
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other  circumstance  in  which  the  postage  is  determined-  not  as 

a result of a proceeding  before  this  Commission  but  by 

formula? 

A Not  that  I'm  aware  of. 

Q Okay. 

A I think  part  of  the  answer  to  customers  is  this  is 

an  experimental  service  and  that  we  are  going  to  be 

adjusting  rates to reflect  the  experimental  nature of the 

service. 

Q Okay. 

Now,  your  proposal  would  continue  after  the 

experiment,  wouldn't  it? 

A Possibly. 

Q That's  at  least  what  you  support,  isn't  it? 

A I hadn't  thought  that  far,  but  if,  you  know,  it 

went,  say,  past  the  eighth  quarter,  sure. 

Q Okay.  And  then  experience  would  be  given  the 

entire - -  given 100 percent of the  weight.  Is  that  right? 
A Yes. 

Q And so, after  that  period,  after  the  experiincnt, 

then  you  wouldn't  be  able  to  respond  in  the  way  you've  just 

suggested,  would  you? 

A No,  but  the  experience  would  change - -  would 
likely  change  again. 

Q And  when  the  experience  changed,  then  the  rate 
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charged  to  a  customer  mailing  the  same  mailing  every  month 

might  go  up  in  three  months  and  then  down  in  three  months 

and  it  would  periodically  vary. Is that  right? 

A  Not  after  the  experiment,  because  you'd  have  two 

years  worth  of  experience-based  rates  that  would  be  in 

effect  until,  you  know,  probably  the  next  proceeding  that 

covered  mailing  on-line. 

Q Okay. So, you  would  propose - -  all  right. 
But  in  any  case,  do  you  Believe  customers of 

mailing  on-line  would  get  explanations  that  would  be 

sufficient  for  them  to  understand  the  way  in  which  your 

formula  works? 

A  If - -  I would  assume - -  I would  expect  that,  if 
they  asked,  they  would  get  the  information  they  needed,  yes, 

but  under  mailing  on-line,  they're  only  going  to  get  the 

price  they're  going  to  pay  for  pre-mailing  fees  or  for  their 

pre-mailing  services,  and  they're  going  to  get  the  price  of 

postage,  which  is  then  summed. 

So, to  the  extent - -  I'm  not  certain  that,  in  and 
of  itself,  is  sufficient  information  to  trigger  an  interest 

in  how  the  formula  would  be  calculated,  since  the 

pre-mailing  service  fees  are also  calculated  by  a  formula, 

but I would  expect  that,  if  someone  said show me  exactly how 

these  numbers  were  arrived at, that  the  Postal  Service  would 

be  able  to  do  that. 
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Q Let  me  ask  you  to  assume  that  two  customers  of 

mailing  on-line  right  next-door  to  each  other  each  send  out 

a mailing  that  is,  again, 400 pieces  sent  by  first-class 

mail,  one  of  them  sends  the  mailing  on  the  last  day of the 

fifth  quarter  and  the  other  one  sends  the  mailing - -  sends 
his  mailing  the  day  after,  which  would  be  the  first  day  of 

the  sixth  quarter. 

Would  they  be  charged  the  same  rate? 

A No. 

Q And  that's  because  the  rate  change  would  have - -  
or  the  experience  data  would  have  been  incorporated  in  the 

formula  and  changes  would  have  resulted  from  that? 

A And  from  the  change  in  the  weighting  factor. 

Q And  the  change  in  the  weighting  factor.  And  did 

you  consider  in  designing  your  proposal  whether  the 

different  treatment  of  customers  who  mail - -  different 
customers  who  mail  identical  mailings  within  days of each 

other  was  fair  treatment  of  customers  of  the  Postal  Service? 

A I didn't - -  
Q Well,  what - -  I'm  sorry. Go ahead. 

A I guess  what I would  say  is I didn't  specifically 

consider  that  instance.  Rather,  as I said, I would  expect 

that,  to  the  extent  that  people  asked,  they  would  be  told 

it's  an  experimental  service,  that  we'll  have  fees  changing 

throughout. 
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Q Are  you  familiar  with  the  factors,  the  statutory 

factors,  that  this  Commission  is  required  to  consider  in 

evaluating  postal  rates? 

A  Yes. 

Q And  the  first  of  those  factors  is  that  the 

schedule  should  be  fair  and  equitable,  is  that  correct? 

A  Yes. 

Q And  have  you  considered  in  developing  your 

proposal  whether  it  is  fair  and  equitable  for  two  customers 

in  the  circumstances I have  just  asked  you  about,  sending 

the  same  mailing  a  day  apart  to  pay  different  rates? 

A  Well, I guess  what  I  would  say  is I didn't 

consider  that  because  the  rates I am  proposing  don't  change. 

That  is,  the  rates  on  which  the  formula  calculates  the  rates 

calculated  under  the  pricing  formula  are  based  on  the  rates 

that  this  Commission  has  recommended  and  the  Board of 

Governors  have  adopted so there  is  no  change  in  those  rates. 

I  simply  calculate  a  blended  discount  rate. 

Q Well,  the  discount  that  is  available  to  a 

particular - -  the  discounts  that  are  available  change  from 
period  to  period,  although  the  formula  doesn't  change. 

Isn't  that  true? 

A  I'm sorry, could  you  say  that  again? 

Q Well,  let  me  just  ask  it  this way. Isn't  it  true 

that  from one quarter  to  another  the rates change,  although 
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A Under  my  proposal? 

Q Yes. 
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A Yes. 

Q Okay, SO - -  and I take  it  you  are  not a lawyer. 
You  haven't  considered  whether  it  is  legally  permissible  for 

the  Commission  to  approve a formula  which  provides  for 

changing  rates? 

A I am  not a lawyer. No, I don't  know  the  answer  to 

that .' 
Q Have  you  considered - -  one  of  the  factors  in  the 

statute  is  simplicity  of  structure  for  the  entire  schedule, 

is  that  right? 

A Yes. 

Q And  have  you  considered  if  your  proposal  is 

consistent  with  simplicity of structure? 

A As I said,  since I did  not  change  the  rates 

recommended  by  this  Commission I did  not  consider  those 

factors. 

Q Let  me  direct  your  attention  to  page 21 of  your 

proposal,  lines 18 through 21. 

A Okay. 

Q Now  there  are  two  sentences  there.  The  first  is, 

"Consequently  my  proposal  obviates  the  need  to  waive  the 

minimum  volume  requirements  otherwise  applicable to Mailing 
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Online  mailingsv1 - -  is  that  right? 
A Correct. 

Q And  isn't  it  true  though  that  your  proposal 

incorporates a waiver  of  minimum  volume  requirements  for  the 

entire  experimental  period? 

A Correct. 

Q And  the  second  sentence  says,  I1My  proposal  also 

eliminates  anti-competitive  effects  caused  by  adopting  the 

proposed  waiver,  is  that  correct? - 
A Correct. 

Q And  those  anti-competitive  effects  remain  and  are 

given a weight  of  more  than 5 0  percent  of  the  rate  for  the 

first  half  of  the  two  year  period,  is  that  right - -  actually 
for  the  first  six  quarters  of  the  two  year  period,  is  that 

correct? 

A They  diminish  over  time  to  the  point  where 5 0  

percent  is  in  the  sixth  quarter. 

Q Is  it  accurate  to  say  that  your  proposal  does  not 

eliminate  those  anti-competitive  effects  at  any  time  during 

the  experimental  period? 

A This  statement  refers  to  or  my  intent  was  to  refer 

to  the -- that  it  eliminates  the  anti-competitive  effects  by 
the end of the  experiment  when  weighted  average  rates  would 

apply  or  would be used  in  the  formula. 

Q Okay.  Isn't  it  also  true  that  your  proposal 
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end  of  the  experimental  period? 

A No, because  it  is  based  on  experience-based  rates. 

Q Well,  let  me  go  back,  without  belaboring  the 

point,  to  the  example  we  discussed  in  which  the 

experienced-based  rate  is 28.6 percent - -  I am  sorry, 28.6 
cents  for  a  single  piece  First  Class  letter. 

Do you  recall  our  discussion  of  that? 

A  Yes. 

Q And  at  the  end  of  the  experiment  during  the  next 

month 24.3 cents - -  I'm  sorry.  At  the  end  of  the 
experiment,  during  the  next  month  half  of  the  people  who 

mail  through  Mailing  Online  letters  in  this  job t m e  page 

count  category  would  qualify  for  five-digit  automation  rates 

and  the  other  half  are  under  the  volume  discount  and 

therefore - -  I'm  sorry,  are  under  the  volume  minimum  and 
therefore  they'would  qualify  for 33 cents  in  the  absence  of 

Mailing  Online? 

A  Okay,  yes.  Under  your  hypothetical,  those 

mailings  would  benefit. 

Q Okay,  they  would  benefit  and so in  circumstances 

like  those  isn't  it  accurate  to  say  that  even  after  the  end 

of  the  experiment or at  the  end  of  the  experimental  period 

your  proposal  continues  to  have  an  anti-competitive  effect 

as  a  result  of  the  volume  minimums? 
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A  Those  experience-based  rates  would  be  the  formula 

so if  the  experience  showed  that  they  were  lower,  yes. 

Q I am  not  sure  I  understood  your  answer. 

A  Okay.  The  experience-based  rates  at  the  end of 

the  period  if  that  average  is  lower  than  the  rate  the  mailer 

would  have  got  in  hard  copy  in  your  example, 400 pieces, 

then  that  rate  would  be  the  rate  that  would  get  used  in  the 

formula  and  become  the  blended  discount  rate. 

Q Okay,  but  let  me  ask  this  question.  Isn't  it  true 

that  under  your  proposal  the  average  rate  charged by.Mailing 

Online  for  any  job  type  page  count  category  would  be  less 

than  the  blended  discount  rate  based  on  experience? 

A  I'm  sorry,  could  you  repeat  that? 

Q Under  your  proposal - -  
A Yes - -  
Q - -  wouldn't  the  average  rate  charged  to  the 

customers  of  Mailing  Online  in  each  or  in  any  job  type  page 

count  category  be  less  than  the  rate  that  would  be  dictated 

by  historical  experience? 

A  For  those  pieces  that  exceed  the  minimum  voiume 

requirements,  they  would  get  the  hard  copy  rate. 

Q And  in  addition  to  circumstances  where  the  volume 

requirements  come  into  play,  isn't  it  true  that  there  would 

be  other  circumstances  where  the  average  rate  charged  by 

Mailing  Online  would  be  less  than  the  rate  that  would  be 
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dictated  by  experience? 

A  If  I  understand  you  correctly,  what  you  are  saying 

is  that  you  could  have  a  mailing  that  if  entered  in  hard 

copy  would  pay  a  rate  higher  than  the  blended  discount  rate, 

or  conversely  the  blended  discount  rate  would  be  lower  than 

what  that  mailing  could  have  got  in  hard  copy. 

Q No. Let  me  break  this  down.  I  thought  we 

could - -  let  me  break  this  down  and  see  if  we  can  wrap  up. 
In  any  job  type  page  count  category,  whether  there 

is  a  volume  minimum  issue  or  not,  if  someone  is  above  the 

average,  is  above  the  rate  that  is  dictated  by  historical 

experience,  then  they  pay  only  the  average,  correct? 

A No. If  a  mailing  has  an  excess of the  minimum 

volume  requirements  they  pay  what  they  get  in  hard  copy. 

Q Well,  that  is  not  someone  who  is  above  the 

average. 

My  question  was if somebody's  hard  copy  rate - -  I 

didn't  express  it  clearly.  If  somebody's  hard  copy  rate  is 

greater  than  the  blended  discount  rate  determined  based  on 

experience - -  
A  Yes. 

Q - -  then  they  get  the  benefit  of  the 
experience-based  rate,  right? 

A Correct. 

Q And if  someone's  hard  copy  rate  is  lower  than  the 
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historical  rate,  then  they  are  not  tethered  to  the 

historical  rate.  They  get  the  lower  hard  copy  rate, 

correct? 

A  Correct. 

Q And  doesn't  that  mean  that  the  average  rate  that 

your  proposal  would  charge  customers of Mailing  Online  would 

inevitably  be  lower  than  the  historical  average? 

A For  all  mail  pieces. 

Q For  all  mail  pieces - -  ' 

A Correct. 

Q - -  so you  are  not  simply  taking  a  historical 
average  and  using it to  determine  what  to  charge  everyone, 

correct? 

A Yes - -  the  historical  or  the  experience-based 
weighted  average  rate  is  only  used  for  those - -  let  me 
rephrase  that. 

Where  the  experience-based  weighted - -  where  the 
blended  discount  rate  is  less  than  what  someone  might  pay  in 

hard  copy,  that  is  what  they  would  get,  the  blended  discount 

rate. 

Q Okay,  and  in  your  testimony,  did  you  not  indicate 

that  you  thought  that  the  best  solution  would  be  to  use 

rebates? 

A No - -  oh, yes. 
Q Okay. 
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A  That's  correct. 

Q And you-developed your  proposal  because  of  the 

Postal  Service's  concerns  that  a  rebate  system  would  be 

unworkable?  Correct? 

A  That  is  what  they  claimed, yes. 

Q Okay.  If  there  were  a  rebate  system,  people  who 

were  above  any  average  that  existed  would  pay  a  rate  that 

was  above  the  average.  They  would  pay  the  actual  hard  copy 

rate,  is  that  correct? 

A  Under  a  rebate  system? 

Q Yes. 

A  They  would  pay.exactly  what  they  woul'd - -  they 
would  pay  the  rate - -  they  would  pay  the  hard  copy  rate. 

Q .Okay,  but  in  your  system,  you - -  rather  than 
taking  people  above  the  historical  average  and  charging  them 

the  historical  average  and  taking  people  below  the 

historical  average  and  charging  them  the  historical  average, 

which  would  leave  you  in  an  analogous  position  to  rebates, 

you  took  only'the  people  above  and  brought  them  down,  is 

that  fair  to  say? 

A I see  what  you  are  saying.  Yes.  Under  ycur 

hypothetical,  that  is  correct. 

MR. HIMELES:  Thank  you.  I  have no further 

questions,  Mr.  Presiding  Officer. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins, as far  as 
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1 timeframe  here,  what  are  we  looking  at? 

2 MR.  WIGGINS:  Very  brief,  Mr..Presiding  Officer, 

3 15 minutes  perhaps. 

4 COMMISSIONER  LeBLANC:  Fine.  With  that,  we  will 

5 go ahead  and  push  on  then  because  we  may  have  a  long 

6 afternoon  with  the  arguments.  We  will  see.  But  go  ahead 

7 and  proceed,  please. 

8 MR.  WIGGINS:  Thank  you. 
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COMMISSIONER  LeBLANC:  Excuse  me  one  second.  Are 

you  doing  all  right,  Mr.  Callow,  over  there?  You  have  been 

up  for . - -  

THE  WITNESS:  I  am  fine. 

COMMISSIONER  LeBLANC:  All  right. Go ahead,  Mr. 

Wiggins. 

MR.  WIGGINS:  Thank you. 

CROSS-EXAMINATION 

BY  MR.  WIGGINS: 

Q Mr.  Callow, I am  Frank  Wiggins,  here  for  Pitney 

Bowes.  Pitney  Bowes,  we  may  not  come  out  precisely  where 

you  have  on  all  of  these  issues,  but  I  would  like  you  to 

know  that  Pitney  Bowes,  as  a  competitor  with  the  Postal 

Service,  really  appreciates  the  fact  that  the OCA has 

focused  on  trying  to  eliminate  competitive  disadvantage.  I 

mean  that  sincerely. 

A  Thank  you. 

ANN RILEY & ASSOCIATES,  LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 - 

(202)  842-0034 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1106 

2369 
, 

Q Do you  recall  that  you  filed a revised  answer  to 

our  Interrogatory  Number 9 to  you? 

A Yes, I did. 

Q And  in  the  course  of  the  pleading  accompanying 

that  revision,  you  recite  that,  with  regard  to  the  revisions 

to  Attachment 2 ,  and I am  now  reading,  "The  rate  shown  in 

the  heading of the  attachment  for  basic  flat  is  changed  from 

24.5 to 10.5 and  for 3/5 digit  flat,  it  is  changed 2.3 to 

6.3." Rather  substantial  alterations.  Can  you  recite,  just 

so the  record  is  clear  about  this,  what  gave  rise  to  those 

changes? 

A Yes. I inadvertently  used  the  letter  rate  at  the 

point  you  cited  in  the  table. 

Q Rather  than  the  piece  plus  per  pound  rate,  is  that 

correct? 

A For  flats. 

Q Yes , 'exactly. 
A Correct. 

Q Thank  you. 

A That's  why I had  to  make  the  revision. 

Q Sure.  Harkening  back  to  the  issue  of  compatitive 

advantage,  we  asked  you,  in  Pitney  Bowes  Interrogatory 

Number 2 to  you, if you have that handy. 

A Yes, I do. 

Q We  asked  you  what  the  focus  of  your  interest  in 
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eliminating  competitive,  or  potential  competitive  advantage 

was,  and  you  say,  and  I  am  now  reading  from  your  answer, (*MY 

comments  are  confined  to  the  elimination  of  competitive 

advantage  with  respect  to  postage  pricing.  I  did  not 

consider  the  extent  to  which  other  sources  of  advantage 

could  effect  competitors." Do you  have  any  view  at  all,  Mr. 

Callow,  as  to  whether  there  might  exist  such  other  sources 

of  advantage? 

A I guess  what I would  like  to  do  is  amplify  a 

little  bit.  My  proposal  is  designed  to  eliminate, if you 

will,  unfair  competitive  advantage.  It  seemed  to  me,  and 

the  Commission  seemed  to - -  the  Commission  recognized  it  in 
its  market  test  opinion,  that  the  Postal  Service  had 

designed  a  competitive  advantage  into  its  proposal  in  terms 

of  pricing,  and  that  that  was  unfair.  There  are  other 

sources  of  competitive  advantage,  but  they  are  not 

necessarily  unfair.  Size,  name  recognition  are,  you  know, 

some  obvious  examples. 

Q Are  you  testifying,  Mr.  Callow,  that  you  have 

examined  all  of  the  other  sources  of  competitive  advantage 

that  you  could  think  of  and  determined  that  none of them  is 

unfair? 

A No. As I stated  in  my  answer, my comments  are 

confined  to  postage  pricing,  unfair  competitive  advantage  in 

postage  pricing,  and  that  is  the  extent of my  testimony. 
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Q Good, I appreciate  that.  Could  you  have  a  look  at 
I 

MASA's  Interrogatory  Number 1 to you  and  your  answer  to  it, 

please? 

A I have  it. 

Q About  a  little  less  than  halfway  down,  the  answer 

to subpart  (a),  you  say,  "This  proposal  would  require  the 

Postal  Service  to  presort  mailings  at  the  time  they  are 

submitted."  And  you  are  referring  there  to  your  pricing 

proposal,  correct? 

A  Correct. 

Q Okay.  You  go on to  say,  "At  present,  the  Postal 

Service  creates  separate  batches  for  each  print  site  before 

presortation.  There  is no technical  barrier  to  modifying 

the code'l - -  and  these  are  the  words I would  like  to 

concentrate  on - -  "to  switch  the  order  of  presortation." 
Isn't it really  the  case,  Mr.  Callow,  that  you  are  not  just 

switching  the  order  of  presortation,  you  are  interposing  an 

additional  presortation  over  that  which  would  be  required  by 

the  Postal  Service,  aren't  you? 

A No. Right  now  the  Postal  Service  batches,  rhen 

presorts.  We  are  saying  presort,  then  batch. 

Q But  isn't  there  required  an  additional 

presortation in order  to  get  the  stuff to the  right  print 

site? 

A No. Whether  you  batch  first  or  whether  you 
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presort  first  is  irrelevant.  The  Postal  Service  defined 

print  sites  by  ZIP  codes,  and  obviously  presortation  is 

achieved  by  ZIP  codes. So at  the  point  you  presort,  you 

know  that  it's  going  to  go  to  a  particular  print  site.  And 

conversely,  if  you  batch,  it  will  go  to  a  particular  print 

site,  and  then  you  presort.  The  effect  is  the  same. 

Q When  you  use  the  word  "batch,  could  one 

substitute,  without  disrupting  your  meaning,  the  word 

tlcomminglel'? 

A Not  necessarily. 

Q Okay.  Let's  go  through  this  slowly,  because I'm 

not  sure  that  I  understand  the  Postal  Service  proposal,  much 

less  your  alteration  to it here.  Pieces of mail  come 

roaring  electronically  into  San  Mateo;  is  that  right? 

A Yes. 

Q Okay.  And  those  pieces  of  mail,  and  let's  think 

only  about  pieces  of  mail  that  are  merged  mail. 

A Okay. 

Q You  recall  your  discussion  with  Mr.  Himeles  about 

the  difference? 

A  Yes. 

Q Okay.  Only  merged  mail  is  roaring  into  San  Mateo. 

A Okay. 

Q And  by  your  proposal  it  has to be  presorted  by 

customer;  correct? 
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A Correct. 

Q So that  you  can  figure  out  what  the  historical 

rate  might  be. So that  you - -  
A What  the  hard-copy  rate  might  be. 

Q The  hard-copy  rate.  Okay.  I'm  sorry. So that 

you  can do your  lesser of - -  
A Yes. 

Q Calculation.  Right? 

A Correct. 

Q Okay. So it  has  to  be  organized  by  customer. 

A Correct. 

Q Okay?  Then,  however,  it's  going  to  be  melded  with 

other  mail - -  with  mail  pieces  from  other  customers-. 
Correct? 

A No. If  the  mail  comes  in  and  the - -  well - -  

Q Don't  we  want  to  have - -  in  order  to  create a 
commingled  batch,  don't  we  want  to  have  all  of  the  pieces 

going  to a single  ZIP  code,  for  example,  put  together, 

commingled,  without  regard  to  the  identity of the  customer? 

A No. I - -  the  mail  piece  comes  in  to - -  or  the 
mailing  comes  in  to  San  Mateo. 

Q Right. 

A It  then  gets  immediately  presorted,  and  the 

hard-copy  rates  determined. 

Q Under  your  proposal. 
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A  Under  my  proposal. 

Q Correct. 

A  Then  that  mailing  is  of  a  particular  job  type  page 

count.  Okay? 

Q Yes. 

A  At  that  point  the  Postal  Service  computer 

references  the  existing  job  type  page  count  lookup  table  for 

the  weighted  average  rate.  It  takes  that  rate,  that 

weighted  average  rate,  and  calculates  the  blended  discount 

rate.  Whichever  is  lower,  the  customer  gets  the  lower  of 

the  two  rates. 

Q Understood.  And  the  only  presortation  that  has 

occurred  at  this  time  is  a  presortation  of  that  single 

mailing  identified  with a single  customer;  is  that  correct? 

A  Correct. 

Q Okay.  And  then  what  happens? 

A  And  the  customer  gets  the  lower  of  the  two. 

Q I  understand.  But  what's  the  next  step?  After 

having  determined  the  rate,  what's  the  next - -  where  does 
the  mail  go  from  there  and  what  if  anything  happens  to  it  in 

terms  of  sortation? 

A There  is  no  more  sortation  necessary.  It  goes - -  
well,  it's  sorted - -  it's  presorted  in  hard  copy,  okay?  And 
then  the  presortation  which  took  place  for  hard  copy  would 

send  it  to  the  proper  print  site. 
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Q And  when  you  say  presortation  that  took  place  for 

hard  copy,  you  mean  hard-copy  pricing. 

A Yes. 

Q Okay.  And  it  then  goes  to  the  print  site  not 

associated  with  the  mail  of  any  other  mailer;  is  that 

correct? 

A Correct. 

Q And  do  you  appreciate  that  that  is  what  happens 

under  the  Postal  Service's  proposal  as  well? 

A At  the  present  time  that's  what  happens,  because 

they  haven't  been  able  to  batch. 

Q Well,  no,  no.  For - -  that's  not  correct,  is  it? 
A I haven't  seen  any  data  where  they've  been  able  to 

batch. 

Q Have  you  examined all of the  weekly  and  biweekly 

reports? 

A Biweekly  reports I have.  The  qualification 

statements? 

Q Yes,  exactly. I recall  seeing  some  very  recently 

in  which  you  will  see  merged  mail.  And  it's  my 

understanding  from  the  Postal  Service  that  where  they  have 

merged  mail,  they  also  commingle. Do you  have a different 

understanding  from  mine? 

A My recollection  of  looking  at - -  
Q Well,  no,  we  can  all  look  back  at  the  physical 
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documents.  I'm  just - -  conceptually do  you  have  an 
understanding  different  from  mine  that  if  the  Postal  Service 

has  been  able  to  report  to  us - -  
A  Okay. 

Q .  Because  of  the  increases  in  sophistication  in  the 

software.  In  recent  times  that  they've  had  some  merged 

mailings  that  those  mailings  are  also  commingled. 

A  They  could;  yes. 

Q Okay. 

A I assume  that's  where  they're  headed. 

Q Sure.  At  least  in  the  future - -  
A  Yes. 

Q It's  your  understanding  that  that's  the  way  it's 

going  to  happen. 

A  Yes. 

Q And where  does  the  commingling  physically  occur? 

Does  that  occur  in  San  Mateo? 

A  That's  my  understanding. 

Q Okay. So that  as  things  are  today  or  at  least  as 

we  anticipate  them  to  be  in  the  future,  the  Postal  Seivice 

will  commingle  mail  from  different  mailers  at  San  Mateo. 

A Correct. 

Q That  would  require a merge  in  addition,  or  a 

presort  in  addition  to  the  one  that  you  recommend  in  order 

to  determine  the  hard-copy  pricing  structure;  correct? 
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A  I  don'  t  know. 

Q That's  fair  enough. Do you  have - -  in  answer  to 
our  interrogatory  number 4 to you,  do you  have  that  handy? 

A  Yes. 

Q It's  the  subpart  (a)  that  I  am  going  to  ask  you 

about . 
A  Yes,  I  have  it. 

Q We  asked  you  how  many  lookup  tables,  to  use  your 

words,  would  be  required  to  carry  out  your  pricing 

stratagem. 

A  I  am  sorry,  did  you  say - -  
Q Pitney  Bowes  Number 4 to  you. 

A I'm sorry,  I - -  

Q You  forgot  who  I  was  already? 

A No, no. 

Q I  sometimes  do. 

A All right,  I  have it. 

Q Okay.  In  subpart - -  you  are  responding  in  subpart 

(a)  to  our  question,  how  many  lookup  tables,  right? 

A  Correct. 

Q And  you  multiply 4 8  times 62 to  get  a  number. 

A Correct. 

Q You  talked a little  bit  with  Mr.  Himeles  about 

that  calculation. 

A  Yes. 
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Q You  took  that  number 62 from  Mr.  Garvey's 

testimony,  or  interrogatory  response,  did  you  not? 

-A  Correct. 

Q You  didn't  separately  calculate  that? 

A No, I  did  not. 

Q Okay.  But  you  think  Mr.  Garvey  got  it  right? 

A Yes. 

Q So there  are 62 different  categories,  you  multiply 

by 48 because  there  can  be 48 different  page  counts,  is  that 

right? 

A ' Correct. 

Q Do you  know  whether  that  number 62 includes  a 

variation  depending  upon  whether  the  mail  piece is-letter or 

flat  shaped? 

A  The page  count  determines  whether  it  is  letter  or 

flat  because - -  and  maybe if you  are  willing,  if  we  turn  to 
Pitney  Bowes  Number 8. 

Q Yes. 

A  Okay.  And  on  the  second  page of that  response. 

Q Okay. 

A  About  halfway  down. 

Q Right. 

A And this  is  for  First  Class  mail. 

Q Correct. 

A  Before  the  citation,  you  can  see  that  the 
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additional  ounce  rate  would  apply to mail  pieces  with  five 

pages.  Okay.  Those  five  or  fewer  are  letter,  six  or  more 

are  flats. And so it  is  the  page  count  that  determines  the 

letter/fiat  distinction  under  the  Postal  Service  Mailing 

Online  proposal. 

Q So that  if a mailer  wanted  to  present a mail  piece 

of  fewer  than  five  pages,  and  this  is  letter  size 

regulational  stuff,  right,  as  a  flat  for  some  reason,  he 

couldn't do that  under  Mailing  Online,  is  that  correct? 

A  That  is  my  understanding  according  to  Witness 

11 Plunkett's  response. 

12 Q So that  one  doesn't  need  to  add,  for  purposes  of 

13 rate  calculation,  still  another  factor  of  two  to  the  number * 14 62, is - .. that  correct? 

15 A  That  is  my  understanding,  yes. 

16 Q And  is  that  reflected  in  some  fashion  in  your 

17 answer  to  our  Number 9? And  the  difference  between 

18 Interrogatory 8 and  Interrogatory 9 is  that  the  first  of 

19 them, 8, which  you  just  directed  me  to,  is  talking  about 

20 First  Class  mail  and  Number 9 is  talking  about  Standaixi A 

21 mail,  right? 

22 A That's  correct.  The  same  distinctions  apply,  five 

23 or  fewer  under  Standard  A go letter,  six  or  more go flats. 

24 Q Though, as one  would  see  in  looking  Attachment 2 

25 to your  answer  there, - -  
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A  Yes. 

Q - -  one  has  a  considerable  range  of  rate  cells, if 
you  would,  correct? 

A  Correct. 

Q And  you  said, in talking  with  Mr.  Himeles,  that 

you thought  that  the  quarterly  redetermination  of  your 

weighted  rates  would  occur,  and  I  think  these  are  your 

words,  "instantaneously,  I  would  think,"  do  you  recall  that? 

A Yes.  Yes. 

Q And  you  were  mindful  of  how  many  of  these  lookup 

tables  would  be  required  when  you  made  that  conclusion, 

"instantaneously,  I  would  think"? 

A  Yes. 

Q Do you  have  any  basis  for  that  conclusion  other -~ ~ -~ ~ - . ,  , . - .  

than - -  you  testified  that  you  weren't  really  a  computer 
nerd, but do  you  have  a  reason,  other  than  just  instinctual, 

to  reach  that  conclusion? 

A  Well,  I  guess  I  want  to  back  up  a  little  bit.  The 

last  paragraph  of  my  response  to  Number 9 makes  clear  that 

these  are  the  rates  that  show  up  in  the  lookup  tables. 

Okay.  These  are  the  actual  calculation  that  someone  would 

get in hard  copy  if - -  let  me,  I  don't  want  to  confuse. 
These  rates  show up in the  lookup  tables. 

Q Understood. 

A  Okay.  They  are  not - -  they  don't  change.  They 
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is  a  letter  size  or  flat  size,  whether it is  a  letter,  legal 

or  newsletter. So those  rates  are  going  to  be  in  the  lookup 

tables.  The  only - -  I  guess  the  calculation  I  was  referring 
to  is  that,  at  the  end  of  the  quarter, if there is new  data 

entered  during  the  quarter,  the  calculation  should  take 

place  instantaneously. 

Q But  there  will  be  one  of  those  calculations  for 

each  lookup  table so long  as  data  have  changed,  is  that 

correct? 

A  Yes. 

Q And  as  you  carefully  noted  in  a  response  to  Mr. 

Himeles,  during  the  experimental  period,  at  least,  the  data 

are always-going-to .change because~the weighting  factor 

changes,  is  that  correct,  as  well? 

A No. We  are  confusing  two  items.  In  the  lookup 

tables,  that  data will change  quarterly - -  I'm sorry.  If 
there  is  new  data  each  quarter, you will  get  a  new  weighted 

average  rate. 

Q Yes. 

A  Okay. 

Q And  that  requires  a  calculation,  correct? 

A  Yes. 

Q Okay. 

A  But  only  for  those  tables  that  have  new  data.  The 
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change  in  the  blended  discount  rate is affected  by  what I 

call  the  weighting  factor. 

Q Right. 

A  Which  is  the  W  in  the  formula. 

Q Yes. 

A  And  that  is - -  all  the  weighting  factors  are  shown 
in  Table 3. And so the  blended  discount  rate  would  change 

because  of  the  weighting  factor,  even  if  there  were  no 

change in the  weighted  average  rate,  experience  based 

weighted  average  rate  that  the  formula  took  from  the  lookup 

table. 

Q I  must  have  expressed  myself  poorly  because  we  are 

of  a  mind. 

A. ~. Okay. -~ . . .  

Q I understood  that  myself. 

A All right. 

MR.  WIGGINS:  And  Mr.  Presiding  Officer,  I  have  no 

further  questions. 

COMMISSIONER  LeBLANC:  Is  there  any  follow-up 

cross? 

MR.  HOLLIES:  Yes,  I  have  a  few  questions. 

COMMISSIONER  LeBLANC:  Mr.  Hollies. 

FOLLOW-UP  CROSS  EXAMINATION 

BY MR. HOLLIES: 
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Q You  discussed  with  Mr.  Himeles  the  existence  of 

postage  charged  on  the  basis  of  a  formula.  Are  you  aware  of 

the  so-called  weighted  fee  whereby  mailers  pay  postage  for 

returned  pieces  based on a  formula  calculated  to  represent 

the  ratio  of  pieces  forwarded  to  pieces  returned? 

A  Now  that  you  mentioned  it,  yes.  There  was  a 

proceeding  on  that  recently. 

Q So, does  that  suggest  that  a  change  to  the 

previous  answer  might  be  appropriate? 

A Yes.  That  one  escaped  my  notice. 

Q Questions  by  Mr.  Himeles  to  you  maintained  an 

assumption  that  no  more  batching  than  accomplished  today 

would  remain  true  throughout  the  experiment  and so-did your 

responses .. . Is that  right? .i . .  ~~ -_ . 

A  Correct. 

Q Do you  understand that to  be  the  Postal  Service's 

plan? 

A No. My  understanding  is  that  the  Postal  Service 

not  only  intends  to  batch  but if their  ultimate  design  comes 

to  fruition,  that  we  could  conceivably  have  only  four 

categories,  if  you  will,  first-class  letters  and  flats, 

Standard  A  letters  and  flats. 

Q Again,  during  cross  examination  by  Mr.  Himeles, 

you  agreed  that  your  formula  can  provide a competitive 

advantage  to  the  Postal  Service  compared  to  MASA. 
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If  all  the  jobs  in  a  job-type  page  count  category 

2 are  at  five-digit  pre-sort,  doesn't  the  inclusion  of  the 

3 higher  automation  basic  rate  in  your  formula  provide  a 

4 competitive  disadvantage  to  the  Postal  Service? 

5 A I'm sorry.  Could  you  repeat  that? 

6 Q I  think 1'11 move  on  instead.  Thanks. 

7 A  Okay. 

8 Q You  agreed  that  a  MASA  member  would  have  to  enter 

9 a 400-piece  mailing  at  the  single-piece  rate.  Would  that  be 

10 so if  the  MASA  member  batched  that  mailing  with  other 

11 

12 

13 

14 

15 
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17 

18 

19 

20 

similar  mailings  to  get  above  the  volume  minimum? 

A No. 

Q You've  agreed  that  a  rebate  system  would  have 

customers  pay  the  hard-copy  rate.  When  you  talked  about  the 

hard-copy  rate,  were  you  referring  to  the  rate  that  the 

mailing  would  qualify  for  absent  any  batching? 

A No. It  assumes - -  if the  Postal  Service  is  unable 

to batch,  then  it  would  be  the  rate  at  which  the  mailing 

qualified  when  it  was  submitted.  If  the  Postal  Service  is 

able  to  match,  then  the  rebate  would  be  based  upon  th2 

21 batched  mailing. 

22 For  example,  you  could  have  a  piece - -  you  could 
23 have a mailing  come  in  on  its  own  below  the  minimum  volume 

24 requirement  but - -  and  pay  the  single-piece  rate,  but  if 
25 combined  with  one  or  more  mailings  to  exceed  the  minimum 
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volume  requirement,  you  would  have  achieved  a  pre-sort  level 

and  then  that  rate  would  be  the  rebate. 

MR.  HOLLIES:  That's  all  I  have.  Thank  you. 

COMMISSIONER  LeBLANC:  Is  there  any  further 

followup? 

MR.  HIMELES: No, Mr.  Presiding  Officer. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins? 

MR.  WIGGINS:  NO. 

COMMISSIONER  LeBLANC:  Ahy  questions  from  the 

bench? 

Commissioner  Goldway? 

COMMISSIONER  GOLDWAY:  I  want  to  explore  with  you 

the  discussion  of  the  benefits  versus  the  difficulties  of 

the  rebate  system.  I  think  I  certainly  asked  this  question 

before. 

Could  you  describe  for  me  your  view of the 

difficulties  that  the  Postal  Service  says  it  would  have  in 

implementing  a  rebate  system,  and  do  you  find  them 

reasonable? 

THE  WITNESS:  I  guess,  in  answer  to  the  first  part 

of  your  question,  if  you'd  turn  to  page 8 of  my  testimony, 

beginning  at  line 6 ,  I  discuss  what  I  believe  to  be  the 

Postal  Service's  concerns  with  the  rebate  system. 

I guess, in  answer to the  second  part  of  your 

question,  I  don't  think  they've  made  the case that  they 
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can't  do  this,  but  I  don't  have  the  information  that  makes 

me  certain  that  that's  the  case.  That's  based  upon,  you 

know,  in  effect,  what  we  don't  have. 

COMMISSIONER  GOLDWAY:  I  had  occasion  to  visit 

with  the  founder  of  Stamps.com  when  I  was  in  California  last 

week. 

They're  one  of  the  firms  doing  a  beta  test  on  a 

new  system  to  purchase  postage  on  the  internet,  and  then  I 

was  subsequently  informed  by  another  one  of  the  developers 

of  the  product  that  they  are - -  they  have  either  already 
been  awarded  or  are  about  to  be  awarded  a  contract  by  the 

12 Postal  Service  to  integrate  this  new  postage  purchasing 

13 system  into  Post  Office  On-Line. 

14 Now,.I believe  what  that  means is that  there  would 

15 be  a  Stamps.com  account  for  anyone  who  was  a  user  of  Post 

16 
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24 

Office  On-Line,  and  they  would  always  have  postage  available 

to  them  already  purchased  and  in  the  bank. 

Now,  I  know  this  product  isn't  available  today, 

but  if you  understand  it  as  I do, don't  you  think  that  such 

a  system  would  substantially  reduce  any of the  problems  they 

would  have  about  rebates  because  the  money  would  already  be 

in thebank, the  people  would  already  understand  they  had 

set  aside  a  certain  amount  of  that  for  mail  and  might  not 

actually  have  to  spend  it  all  in  the  process of ordering  for 

25 mailing  on-line? 
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THE WITNESS: My  sense is  that  that  would 

2387 , 

ate  a  rebate  system,  since  there  would  be  an  account 

I  believe  with  the  Postal  Service,  that  would - -  
that,  in  effect,  wouldn't  have  to  go  through  maybe  a  credit 

card  or  some  other  payment  system  but  would be,  in  effect, 

internal  to  the  Postal  Service,  and  .I  seem  to  recall  the 

Postal  Service  considering  something  like  that.  At  least, 

that  was  on  their  radar. 

COMMISSIONER  GOLDWAY:  Thank  you. 

COMMISSIONER  LeBLANC:  Commissioner  Covington? 

COMMISSIONER  COVINGTON:  Thank you, Mr.  Presiding 

Officer. 

Mr.  Callow, I had  just  two  brief  questions,  and  I 

would hope~that you  could  kind  of  clarify  something  that's  a 

little  unclear  in  my  mind. 

During  the  Commission's  notice,  back  when  they 

more  or  less  agreed  to  let  the  Postal  Service  proceed  with 

the  market  test, I think  they  specifically  requested 

comments  on  the  feasibility  of  the  rebate  system  that  was 

raised  in  that  opinion,  and  is  it  safe  for me to  assume  that 

you feel  that  the  rebate  system  is  the  best  approach? 

THE  WITNESS:  Yes,  from  an  economic  standpoint, 

customers  pay  the  rates  for  which  their mail pieces 

ultimately  qualify,  and  that  includes  batching. 

COMMISSIONER  COVINGTON:  Okay. 
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Now,  Mr.  Callow,  what  is  an  ideal  batch,  and  how 

would  one  compensate  for  a  lack  of  volume? 

THE WITNESS:  If  there  is  no  batching - -  let me 
back  up.  If  a  mailing  is  below  the  minimum  volume 

requirements,  it  would  pay  single-piece.  If  it  is - -  and 
that  assumes  there  is  no  batching. 

If  it's  greater  than  the  minimum  volume 

requirement,  it  would  pay  the  rate  for  which  it  qualifies, 

again  assuming  there  is  no  batching. 

At  the  point  you  introduce  the  ability to, if you 

will,  commingle  or  batch  or  merge - -  scratch  merge - -  
commingle  different  mailings,  you  increase  the  potential 

that  those  customers  will  get  a  better  rate  than  they  would 

have  qualified on their  own. 

And I hope  I've  answered  your  question. 

COMMISSIONER  COVINGTON:  Okay. So, in  other 

words,  it's  safe  to  assume  that  the  overall  intent  of  your 

proposal  is  really  to  help  the  small  mailer. 

THE  WITNESS:  Yes.  We  want - -  I  believe  mailing 
on-line  is a good  service,  and  with  these - -  either  a  rebate 
system  or  something  as  I  have  proposed,  it  addresses  what I 

felt was a problem  in  terms  of a competitive  advantage  in 

pricing for the  Postal  Service. 

COMMISSIONER  COVINGTON:  Okay. Any advice  for  a 

mailer  who  isn't  or  who  does  not  meet  threshold  volumes  when 
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1 it  come  to  mailing  on-line? 

2 THE  WITNESS:  If  the  Postal  Service's - -  if  a 
3 rebate  system  is  in  place  and  they're  below  the  minimum 

4 volume  requirements,  they're  going  to  pay  the  equivalent  of 

5 hard-copy  rates  or  they  would  pay  a  hard-copy  rate. 

6 There  is  a  convenience  factor,  I  would  believe, 

7 and  that  may  be  enough  to  cause  people  to  say  I  don't  have 

8 to  go  down  to  the  Postal  Service  to  deliver  my  mail  or  take 

9 

11 

12 

14 

15 

16 

17 

18 

19 

20 

22 

23 

24 

it  to  a  printer.  Therefore,  I'm  willing  to  pay  the  same 

rates  for  the  convenience. 

If  it's  something  like  my  proposal,  that 

convenience  remains,  but  they  would  get  more  beneficial 

rates. 

COMMISSIONER  COVINGTON:  Okay.  Thanks,  Mr. 

Callow. 

I  have  nothing  further,  Mr.  Presiding  Officer. 

COMMISSIONER  LeBLANC: Mr. Callow,  I've  got  just 

one  question.  In  response  to  our  notice  of  inquiry  number 

one,  issue  one,  the  Postal  Service  observes  that  automation 

basic  mail  is  typically  entered  in  quantities  below  the 

threshold  required  to  qualify  for  bulk  mail  discounts 

because  it is typically  the  residue of the  pre-sorted 

mailing. 

Now,  you  touched  on  this  a  little  bit  earlier. 

25 Now  the  Postal  Service  contends  that  the  reason 

ANN RILEY & ASSOCIATES,  LTD. 
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for  restricting  eligibility  for  the  automation  basic  rate  to 

mailings  that  are  above  the  threshold  quantity is to  reduce 

the  transaction  cost  of  accepting  mail,  small  mailings  at 

the  bulk  mail  acceptance  unit.  Are  you  with  me so far. 

THE  WITNESS:  I  think so. Please  continue. 

COMMISSIONER  LeBLANC:  Now  the  Postal  Service 

argues  that  the  Mailing  Online  hard  copy  mail  is  unlikely  to 

be  entered  as  numerous  small  mailings.  That  is  my 

interpretation.  Now  these  observations  by  the  Postal 

Service  suggest  that  the  unit  cost  of  Mailing  Online 

mailings  that  are  below  the  threshold  when  submitted  by  the 

customer  are  not  much  different  than  the  unit  cost  of  the 

automation  basic  mail  that  is  currently  submitted  in  hard 

copy  form. 

I hope I haven't  lost you, but  I  want  to  make  sure 

you  got  this - -  
THE WITNESS:  Okay so far. 

COMMISSIONER  LeBLANC: So if  that  is  true,  should 

the  automation  basic  rate  be  a  rate  floor  for  Mailing  Online 

mailings  and  should  the  Mailing  Online  mailings  of a 

particular'job  type  receive  whatever  deeper  discounts 

history  indicates  they  should  probably  have  earned  after 

batching? 

THE  WITNESS: I would  not  agree  that  it  should  be 

a floor.  The  way  my  proposal  is  designed  is  that  over  time 
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the  historic - -  you  would  have  experienced-based  data or 

historical  data  that  would  show  a  particular  job  type  page 

count  category  had  only  small  mailings. 

For  example, 4 8  page  newsletters  might  be  an 

example  and  there  might  be  others.  Those  would  have  an 

experience-based  weighted  average  rate  of  single  piece  and 

if  that  were  true  for  the  duration  of  the  experiment  under 

my  proposal  they  would  get - -  that  would  be  the  blended 
discount  rate  at  the  end of the  experiment. 

I  hope  that  has  been  responsive. 

COMMISSIONER  LeBLANC:  Yes  and  no.  What  about  the 

deeper  discounts  after  batching? 

THE WITNESS:  Well,  the  batching  affects  my 

proposal  in  terms  of  the  more  batching  the  Postal  Service  is 

able  to do for  a  particular  job-type  page  count  category  and 

I guess  when I use  batching  I  am  saying  taking  mailings  from 

, ,  

two  different  customers  and  combining  them  that  as  I 

indicated  the  potential  is  to  get  deeper  discounts  and  the 

more  the  Postal  Service  can  put  one,  put  two,  three,  five, 

you  know - -  100 mailings  together,  small  mailings,  they  get 
deeper  and  deeper  discounts  that  would  be  reflected  in  the 

experience-based  weighted  average  rates,  and  that  gets  used 

in  the  pricing  formula. 
I 

That is how  batching  affects  my  proposal. 

COMMISSIONER  LeBLANC:  Okay.  Thank  you. 
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RESPONSE OF UNilED STATES  POSTAL  SERVICE  WITNESS GARVEY 
TO INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCANSPS-Tl-72. Please mfer to your response to interrogatory ~CANSPS- 

a. In your response to part a. dthat intemgatory you state, 7he maning 
Tl48. 

sbtement is indeed  transmitted  by the system  along with the print  files  as 
my testimony indites; however no provitkn was made  for the statement 
to be stored andlor forwarded anyhem dm.' please explain  why it 
would  take kmger than  ten  minutes to modi the computer  code  for  the 
MOL system so that  electronic  mailing  statements  could be 'stored andlor 
forwade elsewhere. Please provide a copy ofthe computer  code  that 
creates and forwards rnanii statements to print sites. 

b. In part c. of your  response to that htenqptay you state, The Makdat 
opportunity was discovered during  phone  conversations with Postatsoft 
company  representatives  and was subsequently  communicated to  the 
MOL system  developer  by  phone.'. 
i. Is the MOL system  developer  currently  implementing  the  "MaiLdat 

ii. As of November  12,1998,  how  many  hours  has  the  system 

. iii. Please  explain  why if would  take  longer  than  ten  minutes to modify 

opportunity'? If not,  why  not? 

developer  devoted to implementing  the  'Mail.dat opportunw? 

the  computer  code  for the MOL system so as to implement  the 
Wail.dat  opportunity.' 

modified  to  implement  the  'MaiLdat  opportunity.' 
iv. Please  provide a copy  of the computer  code  that  needs to be 

c. In part  d. of your  response to that  interrogatory you state, The request  for 
investigation  of  an  option  to  assodate  mailing  statements with batch 
numbers  was  communicated to the MOL system  developer  by  telephone." 
i. Is the MOL system  developer wrrenffy  implementing  the  'option  to 

associate  mailing  statements with batch  numbers? If not,  why 
not? 

developer  devoted to implementing  the  'option to associate  mailing 
statements with batch  numbem? 

iii. Please  explain  why I would take  longer  than  ten  minutes to modify 
the  computer code for the MOL system so as to implement  the 
'option to associate mailing statements with batch numbers? 

hr. please provide  a  copy of the  computer  code that needs to be 
m o d i  to  implement  the  'option to associate  mailing  statements 
with batch  numbers? 

ii. As of November  12,  1998,  how  many hours has  the  system 

RESPONSE 

a) The physical  implementation of this capability does not  take more than  a 

few  minutes;  however, the current  version of the MOL software is 
. .  
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TO INTERROGATORIES OF M E  OFFICE OF THE CONSUMER ADVOCAE 

presently opeating in a production  environment  Under  established 

operating procedures all changes to Ute  system must be scheduled for 

testing, documented, tested and then scheduled for  implementation,  and 

finany implemented. The process of testing and implementation  has  been 

scheduled to start November 30,1998 and  finish  by  December 6,1998. 

. .  

i. 

ii. 

iii. * 

iv. 

ii. 

iii. 

iv. 

Yes. 

Approximately 3 hours. 

See  my  response  to USPS/OCA T1-72(a). 

No coding  changes are required.  The  change is to the 

Postalsoft  template files. A I 1  output files created  by Postalsoft are 

automatically  associated with the batch and sent to  the print site. 

. -  
Yes. . 

Less than  one  hour. 

See  my  response  to USPSIOCA T1-72(a). 

No code needs to be modified. 

. .  
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RESPONSE 

Yes. The numbers in the b i i k l y  reports are'consistent with the numbers that  underlie 

the 20 percent figure I used in my testimony. That figure resulted from dividing the  total 

number of MOL calls, as shown in Tr. 81202426 (22+3+19) by the  total number of POL, t 

SOL, and MOL calls (82+44+105. for each of the  reports),  or  441231 = 19.0 percent.  The 

comparable  figures  through  January  22.1999  are  87/433 = 20.0 percent. 

It is my understanding  that  the  total number of MOL, SOL, and POL calls to  the  help 

desk will be reported in subsequent biweekly reports. In addition, I am  informed  that, as 

requested by Chairman  Gleiman (Tr. sll852-53).  future weekly reports wi l l  provide  a 

cumulative  count of users  that does not count  a  particular user more  than  once for 

repeatsd  Gses of Mailing Online. 

C. 

.- . 
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TO  INTERROGATORIES OF THE OFFICE OF THE CONSUMER  ADVOCATE 

OCARISPS-14. In response to Issue 2 of NO1 No. 1 (concerning the  feasibility 
and  desirability  of  dispensing  presort  discounts  through  an  automated  rebate 
System), Postal  Service witness Gatvey stated, m h e  difficulties  of  tracking  and 
matching each piece% origin to b u%mate qualifying  rate  would  multiply  the 
complexity  many times over: Tr. a1505 (emphasis  added). 
a.. . Please  define  'origin' 0s used here. 
b. Please  confirm that aII pieces of a  particular MOL mailing  remain in a 

single  batch  (whether  combined with other  mailings or not) prior to 
presorting.  That is, pieces  from  one  mailing will not  end up in more  than 
one  batch prior to presorting. If you do not confirm,  please  explain, 
provide  an  example  of  the  'splitting" of  an MOL mailing  among  batches, 
and  provide  an  estimate  of  the  frequency  of  this  phenomenon. 

one or several  separate  mailings)  is  the  same  whether  calculated  before 
or afier  distribution  to  print sites.  That  is,  since  print  sites  are  defined  by 
ZIP Codes, no presort  bundles,  trays,  containers,  etc.  would  be  "broken" 
by  distributing  to  print  sites. If you  do  not  confirm,  please  explain,  provide 
an  example  of  the breaking" of presort  by  distributing  batches  to  print 
sites,  and  provide  an  estimate  of  the  frequency  of  this  phenomenon. 

d. Please  confirm  that  the  total  postage  bill,  the  total number of pieces,  and 
the  average  postage  charge  per  piece  can  be  determined  for  each job- 
typelpage-count  batch. If you  do  not  confirm,  please  explain,  provide  an 
example of a  batch  for  which  this  information  cannot  be  determined,  and 
provide  an  estimate  of  the  frequency  of  this  phenomenon. 

postage  charge  for  an MOL mailing  by  multiplying  the  number  of  pieces in 
the  mailing  by the average  postage  charge  per  piece  for  the  batch  with 
which  the  mailing  was  combined. 

rebate  the  difference  between  the  ex  ante  and  ex  post  postage  charges 
(ignoring  accounting  regulations,  which  are  the  subject of another 

c. Please  confirm  that the postage  charge  for  a  batch  (whether  consisting of 

e. Please  explain  why it  would be complex  or  difficult to determine  the 

f. Please  explain in greater  detail  why it would  be  complex or difficult to 

- - interrogatory). 

RESPONSE: 

a. Origin  refers to the  location of the  original  submitter  of  the  files  from  which 

the  mailpiece was created. 
b. Not  confirmed.  The -MOL process is designed to tohe individual .. 

documents  among  multiple print sites  based  upon  the  ultimate  delivery 

destination.  Candidate  batches are f o d  'on a print  site basis prior to, 

MC98-1 
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and without regard to, presortation  processing. Thus, single  customer 

mailings  containing  multiple  documents  routed to difierent print sites will  

contribute to multiple  batches  which  are  then  themselves  presorted 

according to the batch content  at  the  time of cutoff and  batching.  This 
e .  

'spling' mil occur whenever  mailings  contain  documents for  more  than 

one  print  site  delivery area; no  estimates  are  available of the  frequency of 

this phenomenon. 

c. Confirmed  that  under  the  rules of the  market  test  and  as  requested for the 

experiment,  the  postage  rate - the  basic  automation  rate -would be the 

same  regardless of batching  or  distribution.  However, if customers'  jobs 

were to be subject to regular  presort  requirements,  actual  postage 

charges for individual  pieces  would be highly  likely to vary  throughout  the 

day as greater  presort  level  concentrations  were  attained  within some 

batches,  and  not  others.  This is a  result of the  strictly  geographical 

routing  and  batching  routines  performed  by  the MOL system  that 

maximize  effective  distribution of individual  documents  regardless of. 

probable  presort  density. 
- -  

d. Confirmed  that, as requested by the  Postal  Sewice  for MOL, the  total 

postage charge, the total number of pieces,  and the  per-piece  postage 

charges for a MOL customer's job can  be  determined at the time it is 

submitted. The reference to wpb typelpage  count batch' is not clear.  See 

afso the response to part (e). 6 .  

J 
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e. Batching  does not occur  until 2:OO PM  and  batch  sortation is perfom 

subsequent to the  batching  process. Thus presort  levels  and  associated 

postage rates could not be knom at  the time jobs are  submitted  by 

wstomers. Using  an  average  piece rate for  the  batch  might be possible, 

but  any  averaging  would  necessarily  occur  after  the  customer's 

transaction was complete,  making such a  procedure  both  complex  and * 

difficult  for  the  customer to undentand. 

e .  

f. The  use  of  a  rebate  system  presumes  the  existence of a method  for 

providing  the  rebated  amount  to a user. In the  case of  MOL, credit  cards 

are  currently  the  only  method of payment. It is conceivable  that a postage 

rebate  could  be  calculated  and  credited  to  the  user's  credit  card  account 

once  their  mailing is distributed  among  print  sites,  batched  and  presorted 

to  determine  discount  levels;  however,  such  rebate  amounts  would  often 

i 

0 
be  very  small  and thus not  cost  effective  for  payment  processing. In the 

future  other  payment  methods  are  planned  and  any  proposed  rebate 

methodology  would  require  compatibility  with  these forms of payment  as 

well. The  combined  difficulties  of  multiple  payment methods,  multiple 

postage  discounts  and  multiple  print  site  batches would make  tracking 

- -  

and  processing  rebates  among  multiple  users  a  complex  process from 

! 

both  systems  design  and  administration  perspectives.  Such  complexity 

would,  moreover,  contradict  the  Postal Service's goal of providing 

simplicity  and  ease of use for MOL wstomep. 

MC98-1 
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OCARISPS-15. In response to a question from Commissioner  Goldway 
(concerning  the  ability  of  the  Postal  Sewice to provide  an ex post postage 
charge to MOL wstomers), Postal  Service  witness  Garvey  stated, The problem 
ip that  we  have a requirement to have  payment  for  postage in hand  when  we 
take  the mail . . . : Tr. 611  521. 
a. + . Please identify the  'requiremenr to which  witness Garvey referred. 
b. Please  provide a copy  of  any document setting forth the  .requirementa to 

c. Is the  Postal  Service  legally preduded from exempting MOL from  the 

d. Are  there  reasons  other  than  legal preclusion that  would  discourage  the 
. Postal  Service from exempting MOL from  the  7equirement" to w h i c h  

w h i c h  witness Garvey  refened. 

'requiremenr to which witness  Garvey  referred? If so, please  explain. 

witness  Garvey  referred? If so, please  explain. 

RESPONSE: 

a-b. See gen'/y, DMCS 9 3030, and  Domestic Mail Manual 0 PO1 1. 

c. A Commission case would be  needed to exempt MOL from the 

requirement to have  postage paid when  the  Postal  Service  accepts  the 

mail. See,  e.g., the  Postal  Service's  response to OCAIUSPS-Tl-20,  filed 

August 10,1998 (illustrating  some  legal  complexities in when  matter 

becomes  mail).  The  Postal  Service has not determined its legal position 

on  whether  postage  must  be paid when  the  customer submits his or  her 

job. - -  
d. Yes. See the  responses  to  OCAIUSPS-14  and  23 for why the  Postal 

Service does not want a rebate  system. Also, today  the  Postal  Service 

avoids  the  cost  and  liability  of a substantial  'bad  debts.  line  item  for 

-. postage.  From a business  perspective  continuing to avoid these costs is 

a compelling  rationale to continue  requiring  postagepayment at the  time 

of  mailing. 

MC98-1 
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Q -  

d. 

e. 

f. 

g. 

h. 

i. 
i. 

k. 

1. 

lfyoudonotoorrfirm,ptease~. 
P l e a s e ~ t t r a t T a ~ z M d 3 d w w a ~ ~ m a a i n g a n d a t t r r e e -  
psgetna~iforOr&A1er31. PleaseamfirmthattheseTablesdonot 
e x p t i  show the numbers of pieces in individual  mailings.  Please 
explain how the volumes of  individual  mailings  can be determined  from 
the Weekly Reports. 
Please  confirm  that the Qualification  Report is postmarked November 2, 
1998. If you do  not  confirm,  please  explain. 
Please  confirm  that  Tables 2 and 3 show no mailings  of  any  kind  on 
November 2,1998. If you do  not mfirm. please  explain. 
Please  confirm  that  Tables 2 and 3 show that  one  mailing  consisting  of 
one  piece  was recorded on  November 3,1998. If you do  not  confirm, 
please  explain. 
Do the October 31 Q u a l i i  Report data appear in Tables 2 and 3 
under  November 37 Do the October 31 Qualification  Report  data  appear 
a n m r e  in the W&dy Reports fled December 3? 
How does one match Qualiit ion Report data to MOL Weekly Reports? 
Do the dates used'for cdumn  headings in the Weekly Reports  refer  to 
date of  job submission,  date of transmission to printer,  date  of  printing, 
date of acceptance  into  mail processing, or some other  date? Is the 
reference  consistent across dates? Please explain. 
Does a 'date'  run from midnight to midnight  eastern time? If not, please 
define the time period covered by a 'date.' 
Please confirm that transadions submttted on either side ofthe 2:OO cutoff 
time (e.g., a t o 0  and at 3.90) are  reported  as ocarrring on  the same 
date, ev8n though such transactions will not be transmitted to the printer 
onthesamedate. Ifyoudonutoonfirm,pieasedescriihawthe200 
cutoff time ailects transactions'as they appear m the MOL Weekly . 
Reports. 

RESPONSE 

a. confirmed. 
b. Confirmed. . : 

a MC98-1 
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c. colmm&. . .  

i 

wstomer s u b m b i i  from the Weeidy Reports only when just one 

mallingoccunduringthepertinerrttimeperiod. ffbothOdober31 

mailings had  instead been black and white,  one would be unable  to 

determine  whether  one job was  four  pages  and  the  other  one,  or  whether 

one job was three pages and the other two. 
e. Confirmed  that  the  Qualification  Report is date stamped November 2, 

1998. 

f. Confirmed. 

g. Confirmed. 

. ,  

h. The job reflected in the  qualification  report reproduced in the  transcript 

(Tr. 6/1423) was a test job produced internally, not one stemming from a 

wsto&r. This is consistent with the description of the  qualification report 

8s a 'sample'. Tr. 611419. S i  the purpose of the  market  test is 

evaluation ofwstomer piefemnces and demand, the Weekly Reports  only 

reflect atstometjobs. 

0 -  

i. That crosswalk cannot  be accomprtshed with the dds currently being 

provided to the or via discavery. ~ e e  L ,  ~ehsponse to 

interrogatory oCAIuSPS-lf(h). . .. 



1138 

2572 

a 

1. Confirmed. To maintain msktency in the database, midnight to midnight 

times are used notwithstanding the cutofT time for transmissions to the 

printer. 

a 

... . 
. .  
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- OCANSPS-23. Please  refer to the  report  of the system  developer (Trawr) 
found  at Tr. 6/1382. 
a. The  report  states, The system  could  determine  for each batch site  where 

a user's mail was destined and the number of pieces  that quart for 
automation rates. This a p p m d ,  b fraught with at  least  three  major . shortcomings.' Emphasis addd.) Since the  system's  capability to track 
the  desbnation  and  number of qualifying  mailpieces is separate  from  the 
uses to which such information mid be put, please  describe in detail  the 
'approach'  referred to in the  quote. 

required to determine  these  discounts.'  Please  identify  the  discounts 
referenced in the quote. 

c. The Trawr report  states, 'This procedure  would  also  adversely  affect  the 
amount of time  required  to  complete  the  daily  batch  process  for all 
submitted  jobs.' 
i. . Please  describe in detail  the  'procedure'  referred to in the  quote. 
ii. What  is  the  current  average  amount  of  time  required to complete 

b. The Trawr report  identifies  as  a  'shortcoming'  7tJhe  system  resources 

the  daily  batch  process  for  all  submitted  jobs  during  the  market 
test? 

iii. What is the  estimated  amount of time  required  to  complete  the 
daily  batch  process  for  all  submitted  jobs  during  each  year  of  the 
experiment  as  proposed  by  the Postal Service? iv. Please  provide  the  increase in time  required  to  complete  the  daily 
batch  process  for  all  submitted  jobs  as  a  result  of  the  'procedure" 
referred  to in the  quote. 

d. The  Tracor  report  states, The developer's  estimate is  that  the amount  of 
physical  time  required  to  complete  this  process  would  increase  by  a  factor 
of 2 to 3 times.' Please  confirm  that  the  'amount  of  physical  time  required 
to complete  this  process'  refers to the  estimated time of  the  developer in 
estabtishing  the  approach  described in response to part  (a)  of  this 
interrogatory. If you  do  not  confirm,  please  describe in detail  the - - 'process" referred to in the quote. 

RESPONSE 

a. The tern 'approach' refers to the  procedure  described in OCANSPS-11- 

57, part (h), as it might be applied to a  rebate  system. Implicit in the 

developer's  response is the understanding that just because the 

elementat a b r i  to c o l l e c t  and  retain  extensive  data  may  exist  and be 

made  possible by the  system design,  comnion  sense  and  rational 

... 
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evaluation  should  be  the  determinants in deciding  what  process  best 

applies to any  particular  solution. The batching  and  sorting  processes  are 

amentiy performed  independently ofjob submission,  thus  affording 

&mum flexibility in the timing  and  process  relationship of these  events. 
+ .  

1. 

ii. 

iii. 

hr. 

- -  

d. 

not adoptec 

To use  the  procedure  referred b in OCAIUSPS-Tl-57, part (h), in 

conjunction with a  rebate  system  would  require  the  rebate  calculation 

process40 occur  simultaneously with batching  and  presorting,  thus 

requiring  immediate  use of system  resources while precluding the 

capabilities  of  subsequently  rerouting or  reconfiguring  batches. 

The  referenced  discounts  would be those  presort  or  automation  discounts 

that  would  otherwise be made  available to customers in lieu of the  present 

MOL design. 

The  cited  response  refers  to  the  procedure  posited in the 

question,  OCARJSPS-TI-57, (h). 

The  system  developer  estimates  this  time  as  five  minutes. 

No reasonable  estimate  can  be  made at this time. 

The  system  developer  estimates the  time  increase  as  10-1 5 

minutes. 

Unable to confim. No indepth study of this approach  (which  was 

j by the  Postal Senrice) has been conducted. NoM.standing, the 

Postal Sewice  understands the Y a d o r  of 2 to 3 times. as referring to processing 

time. 

MC98-1 
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a. 

b. 

C. 

OCANSPS-24.  Please  refer to Postal Setvice witness  Plunkett's  response to  Notice of 
Inquiry No.1, Issue 1 , at Tr. S1125, where  he states: 

! 

d. 

e. 

The  existing  automation  basic categories are most often  applied  to  the 
r6siduum of larger  mailings  wherein most pieces qualii for  deeper 
discounts. In such  cases,  the  number  of  pieces to which  the  automation 
basic  rate is applied  may be well b e b t h e  threshold  minimums. 

Does the  phrase,  'residuum of larger Filings,' mean  that a// pieces  that  do  not 
.qualify for  deeper  discounts'  receive  the  automation  basic  discount? If not, 
under  what  circumstances  would  residual  pieces  of  a  mailing  otherwise 
qual ing for deeper  discounts  pay  single-piece  rates? 
Please  assume  a  mailing  consisting  of 1,000 pieces,  with  500  presorted to 5digit 
and 400 presorted  to  3-digit.  Would  the  remaining 100 pieces  receive  the 
Automation  Basic  discount?  How  would  the  depth  of  sort  for  this  mailing  appear 
on a  Qualification  Report  for  Mailing  Online?  For  a  mailing  submitted in hard 

Please  confirm  that  because  the  above  1,000-piece  mailing  exceeds  the 
minimum  volume  requirements  for  Automation  Basic.  and  'most of the  pieces 
qualify  for  deeper discounts,' the residuum  of 100 mailpieces  would  always 
qualify  for  the  Automation  Basic  discount if submitted in hard  copy. If you  do  not 
confirm,  please  explain. 
Please  assume  a  mailing  consisting  of 1,000 pieces,  with 900 presorted to 
camer  route.  Would  the  remaining 100 pieces  automatically  receive the 
Automation  Basic  discount?  How  would  the  depth of sort  for  this  mailing  appear 
on a  Qualification  Report  for  Mailing  Online?  For  a  mailing  submitted in hard 

Please  confirm  that  because  the  above 1,000-piece  mailing  exceeds  the 
minimum  volume  requirements  for  Automation  Basic,  and  'most  of  the  pieces - qualify  for  deeper discounts,' the residuum  of 100 pieces  would  always  qualify 
for the Automation  Basic  discount if submitted in hard copy. If you  do  not 
confim, please  explain. 

COPY? 

COPY? 

OCANSPS-24 Response: 

a. Confirmed.  See  also DMM 55 El40 (First-class  Mail)  and E640 (Standard  Mail). 

b. Yes. A mailing of this  kind  presented in hard copy  would show 500 pieces  presorted 

to 5digits and  paying the corresponding  rate, 400 . .  pieces presorted to 3dig.b and 

paying  the  corresponding rate, with the remaining 100 pieces  paying  the  Automation 

MC98-1 
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Basic fate. If the same mailing  were sent through the  Mailing  Online  system, the 

qualification report would show the  same  levels of presort, but the  Automation  Basic 

fat% k u l d  be applied to all  of the  presort levels. The  exact  rates  would  of  course 

depend  upon the dass of m a i l ,  the  weight  of the mailpieces,  and  any  relevant 

worksharing  discounts. 

C. Confirmed,  though strictly speaking minimum volume  requirements  apply  to 

automation rates in general,  rather  than just to  Automation  Basic rates. See also 

DMM §§ E140 (First-class Mail)  and E640 (Standard  Mail). 

d. Yes. The qualification  report  for  this  mailing,  assuming  that  the  mailing  was in all 

other  respects  eligible  for  (First-class  letter sue) automation rates, would  show 900 

pieces  qualifying  for  the Wigit discount,  and  100  pieces  qualifying  for  Automation 

Basic  rates. As with the  example used in part (b), the  only  difference  appearing  on 

the Mailing  Online  qualification  report is that  the  Automation  Basic rates  are applied 

to  all  presort levels. For a hard  copy  mailing,  the  qualification  report  would  show 

900  pieces  to  canier  route  and  100  to  Automation  Basic. 

.t 

- -  
e. Confirmed, though as noted above minimum volume  requirements  apply  generally 

to  automation rates. 

MC98-1 
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RESPONSE 

This  statement b not the  Postal SeMce's position,  and  mischaracterires  the 

February 12 response.  Wrtness  Lim's  methodology  required  identification of information 

systems costs for  the  Mailing  Online  experiment, so he did  not need to separate  out 

operational  and  market  test costs. Those costs simply  were  never  included in witness 

Lim's  analysis. 

Witness  Seckar,  however, does present costs for the operations  and  market  tests 

in his Exhibi t  A, Table 14, line 29. The  systems  developer costs, which are  less  than 

$1.2 million,  include costs for the operations  test, such as  information  systems  and 

printer costs, and  the  market  test. Wrtness Seckar  included  the  system  developer costs 

In his  initial  testimony because that  testimony was intended  to  apply to both the  market 

- test  and  the  experiment  When  witness  Sedtar  updated his costs to reflect  witness 

Um's supplemental  testimony, he omitted the  system  developer costs because  they 

were not  undertaken for the esperiment. - 
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OCARISPS-38. USPssR-29/MC98-1 ('LR k errtitled 'Compaq contract, Delivery 
Orders and  Task Orders for Postomce Online.' Howevet, throughout the library 
referance,theamtractork#enwiedasD$ttalEquipmentCorpwation. Inaddition, 
wibress urn's Exh. A, items 6144, refers to.Marwni 85 the manufacturer  responsible 
kr Somvsre enhancements, MOL applicatiocl de-t ard MOL testing and 
doamentation.  Piease  explain the apparent U i & .  

RESPONSE 

Compaq took over  Digital  Equipment  Corporation  after  the  contract was initiated. 

Marconi is a  subcontractor to Compaq.  While.the  respective  relationships  among  these 

th ree  firms have  varied  during  the  contractual  period,  this  has  not  affected the contract. 

"he salient  point is that UPSP-LR-29AIC98-1 relates  to  a  single  master  contract (No. 

102590-98-8-0351). 

-. 
a 

, .  
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TO QUESTIONS RAlSED DURING FEBRUARY 5,lWb HE4RlNG . 

QUESTION: ChalrmmOkhnen8skedthePostalSe~toprovideinformation 
for the 1Bcord indidng when Standard (A) Mail first became available  via 
Mailing Online. Tr. 81185142. 

RESPONSE: 

Stendwd (A) Mail firrl became avalable via MaUing M i  on December 20, 

1998. The change coindded wlth the first software upgrade (POL Verslon 2.1) 

applied to the PostOffice Online system after b Odober 30,1998 launch. 

i 

c 
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REVlSEO RESPONSE W UNmD STATES POSTAL SERVICE 
TO QUESTION POSU) DURING THE HEARING 

ONFEBRUARY5.1999 

.QUESTION (lr. W188386,2011-12) - . 
e-  

PIeasepcwideacoWofthedompeq~purwanttowhichCompaqtandits 
pred-rs] provides Maai i  Online and PostOmoe Online development  and  services 
to the Postal Service. please provide a copy ofthe m n h d  pursuant to which the help 
desk is operated. 
RESPONSE: 

. -  

The  single  contract  responsive to these  requests is being  filed 8s USPS-LR-29IMC98-1, 

Compaq Confmcf, Delivery Orders and Task Orders for PostOffice Online. Material 

Wed includes the original  contract, its modifications,  and  respective task and  delivery 

orders.  (There is no  functional  distinction  between task and  delivery  orders.) In 

- keeping with usual pos ta l  practice before the  Commission,  hourly  rates for specific labor 
i 

categories  have  been redacted. 

r? 

Revised February 24,1999 
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COMMISSIONER  LeBLANC:  Is  your  witness  now  ready 

for  cross  examination? 

MR.  RUBIN:  Yes,  he  is. 

COMMISSIONER  LeBLANC:  Three  participants  have 

requested  oral  cross  examination  of  Witness  Takis:  the  Mail 

Advertising  Service  Association  International;  Office  of  the 

Consumer  Advocate;  and  Pitney  Bowes. 

It  is  my  understanding  that  it is part  of  the 

counsel's  agreement  that  the  Office  of  Consumer  Advocate 

will  go  first,  Pitney  Bowes  will  go  second,  and  MASA  will go 

third.  Is  that  correct? 

MR.  BUSH:  That  is  correct,  Mr.  Presiding  Officer. 

COMMISSIONER  LeBLANC:  Okay.  Then I believe  Mr. 

Costich,  you  were  going  to  lead  off  for us, please,  sir. 

MR. COSTICH:  Thank  you,  Mr.  Presiding  Officer. 

CROSS  EXAMINATION 

BY MR. COSTICH: 

Q Good  morning,  Mr.  Takis. 

A Good  morning. 

Q Could  you  turn  to  page 4 of  your  testimony? 

A -- Yes. I have  it  here. 

Q And  if  you  could  look  at  lines 5 and 6, here  you 

say, IICausality  is  the  key  consideration  .for  the  development 

of  product  cost.11  Is  that  correct? 
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A  I'm  sorry,  which  lines  again? 

Q Lines 5 and 6. 

A  Yes, I have  it  there. 

Q Could  you  provide  the  Commission  with a definition 

of  cost  causality? 

A  Well,  actually  that  is  a  very  good  question.  That 

can  be  answered  by  looking  at  the  exhibit  which  is  found 

right  above  those  lines. 

There  are  two  major  types  of  causality  that  I  am 

talking  about  here  in  my  testimony  and  they  answer  two 

different  questions. 

The  first  question  is  when  you  are  looking  at  a 

particular  component  like  a  transportation  component  or  mail 

processing  or  something  like  that  the  first  question  to  ask 

is  are  changes  in  the  costs  associated  with  that  component 

caused  by  marginal  changes  in  volume  within  that  particular 

component.  If  the  answer  to  that  question  is  yes,  then 

under  Postal  Service  and  Commission  parlance,  that  is 

considered  a  volume  variable  cost. 

The  second  type  of  question  that  one  would  ask  in 

terms  of  causality  is  if  they  are  not  volume  variable  costs, 

then  are  those  costs  caused by the  provision  of  the  entire 

product,  and  if  that  is  the  case,  then  the  product - -  or 
those  particular  costs  within  that  component  are  what  is 

know  as  product-specific  or  in  past  Commission  terminology 
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they  are  called  specific  fixed  costs,  and so those  are  the 

two  types  of  causality  that I am  talking  about  here. 

Q Right.  If I heard  you  correctly,  you  used  the 

word  'lcause'l or "causationI1  in  describing  the  definition  of 

cost  causality. Do you  have a definition  that  is  more  like 

a definition  that  would  be  used  in a formal  mathematical  or 

logical  .proof? 

A What  you  want  to  get  away  from  is a mathematical 

sense  of  the  word  there  because,  as I argue  later  in  my 

testimony,  you  don't  want  to  mistake.correlation  for 

causality  there,  but I am  not  quite  sure  where  you  are 

going.  Perhaps  you  could  restate  the  question  slightly 

differently. 

Q Okay.  You  have  got a B.A.  and  an  M.A.  in 

Economics,  right? 

A That's  correct. 

Q And you  have  done  work  on a Ph.D.? 

A That's  correct. 

Q So you  have  been  exposed  to  formal  proofs  in 

economics? 

A That's  correct. 

Q Now  do you understand a definition  to  be  an 

equivalency  relationship? 

A Could  you  restate  that? Do I understand  that a 

definition  is a equivalency? 

ANN RILEY & ASSOCIATES, LTD. 
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1 Q Yes. 

2 A I am  not  familiar  with  what  you  are  trying  to  get 

3 at  there. 

4 Q Okay. A definition  of  cost  causality  might  start 

5 out  something  like  ''cost  causation  occurs  if  and  only  if" 

6 and  then  something  else. 

7 A I think  that's - -  okay,  now I see  where  you  are 

8 going. 

9 It  is  very  similar  to  what I just  said  before. 

10 Again  there's  two  types  of  causality  that I am  talking 

11 about.  One  is  volume  variability,  where  changes  in  cost  are 

12 caused  by or' are  created  by  small  changes  or  marginal 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

changes  in  volume  in a particular  cost  component. 

The  other  type  of  causality I -am  talking-  about  is 

when  we  are  talking  about  product  specific  costs  or  specific 

fixed  costs  and  those  costs  are  caused  or  created  by  the 

entire  provision  of a particular  product  or  service. 

So in a sense,  that  is  what I mean  by  causality 

and  what I don't  mean  by  causality  is  correlation,  ir,  rlhich 

case  we  have - -  we  may  have  some  mathematical  relationship. 
There  may  be  some  type  of  mathematical  relationship  between 

a cost  and a volume  change  or  the  provision  of a total 

product  but  it is not  caused  by  that  volume  change. 

24 Q Are  you  familiar  with  the  phrase  IInecessary  and 

25 sufficient  conditions"? 
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A Yes, I am. 

Q Is  that  another  way  to  define  something? 

A Using  the  terms  necessary  and  sufficient  to  define 

what? I am - -  
0 In  the  case  of  cost  causality  to  say  "necessary 

and  sufficient  conditions  for  cost  causality  are"  and  then 

list  conditions. 

A Perhaps  you  can  try  out a definition  on  me. I 

don't - -  I could  imagine a scenario  where  one  could  use  the 
words  necessary  and  sufficient  in a definition  of  cost 

causality,  but I have  not  provided  one  here  today. 

Q Yes.  That  is  my  problem. I can't  come  up  with a 

list  like  that  either,  but  maybe  we  can  give  it a try. 

A I think  perhaps  again  if I could  go  back  to  my 

answer  before,  what I am  arguing  here  is  that  the 

fundamental  problem I had  with  the OCA submission  in  this 

case  about  the  allocation of advertising  costs  to  the 

Mailing  Online  service  is  that  as I talk  about  for  many 

pages  within  my  testimony  is  that  it  fails  the  causalit-. 

test. 

It  does  not - -  to  me  at  least,  it  does  not  pass 
the  test  of  causality,  which  is  critical  to  the  Commission's 

and  the 

several 

turn  on 

Postal  Service's  development  of  costs  over  the  last 

decades,  and  what I mean  by  that  .is  that  it  tries  to 
k a  1 

its  the  causality  argument. 
A 
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I think,  if I can  correctly  paraphrase  what  the 

OCA  and  to a certain  extent  Witness  Prescott  are  saying,  is 

that  they  are  looking  at  the  situation  where  changes  in 

advertising  cost  may  cause  changes  in  volume  if  the 

advertising  is  successful,  but  that  is  not  the  type  of 

causality  that  the  Postal  Service  and  the  Commission  uses  in 

developing  its  volume  variable  and  product  specific  costs. 
Lk 

It  looks  at  exactly  the  reverse  pf  type  of 
x-  ?e- /"' ,<. causality,  which  is  where  changes  in cost,- 

caused-lrpchanges  in  volume, so what I am  saying  there  is 

that  the  notion  that  the  OCA  has  put  forth  in  its  submission 

turns  Commission  precedent  and  Postal  Service  precedent  in 

the  development  of  its  costs  on  its  head.  It  is  not 

.causality  as we -talk  about  them  in developing'postal'product 

v' 

costs. 

Q Well,  let's  restrict  ourselves  to  necessary 

conditions  for  cost  causality  to  exist.  One  necessary 

condition  for  cause  causation  would  be a correlation  between 

changes  in  subclass  volume  and  changes  in  cost,  is  that 

right? 

A Could  you  be  more  specific?  If  you  are  talking 

about  volume - -  are  you  talking  about  volume  variable  costs 
and  not  product  specific  costs  or  the  specific  fixed  costs? 

Q Well,  in  the  case of product  specific  costs  we  are 

talking  about  the  entire  volume  of  the  subclass,  right? 
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1 A The  change  in  the  entire  volume,.that's  correct. 

2 Q But  isn't  it  correct  that  cost  and  volume  are 

3 thought  of  as  moving  together  in  the  same  direction  but  not 

4 necessarily  in  proportion? 

5 A Again I don't - -  I don't  mean  to  be  difficult. I 

6 just  don't  quite  understand  your  question. 

7 If  you  are  trying  to  say a necessary  condition  is 

8 that  there  is  some  correlation  between  cost  and  volume, I 

9 would  agree  with  that  statement  for  the  case  of  volume 

10 variable  costs  but  it  is  not a sufficient  condition. I 

11 think  that  is  where  you  are  headed. 

12 Q That  is  where  we're  headed. 

13 A For  cost  causality,  as I have  defined  it  and  the 

14 Commission - -  my  reading of how  the  Commission  has  defined 
15 it  in  the  past. 

16 Q If  there  is a causal  connection I can  expect  to 

17 see  correlation;  is  that  correct? 

18 .A I can't  think of an  example  of  the  top  of  my  head 

19 where  that's  not  the  case,  but  it  certainly - -  there  mal  be 
20 that  type  of  situation.  For  example,  the  Eagle  network 

21 example  that I give  in  my  testimony,  the  premium  costs 

22 associated  with  the  Eagle  network,  the  overnight 

23 transportation  network  that  the  Postal  Service  uses  to 

24 transport  Express  Mail, my understanding is that  there  may 

25 not  be a correlation  between  changes  in  volume  at  the  margin 
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and  changes  in  those  costs,  but  certainly  if  Express  Mail 

were  to  go  away,  the  entire  product  known  as  Express  Mail 

were  to  be  eliminated,  then  those  premium  costs  would  be 

eliminated  as  well. 

So in  that  situation, I can't  point  to a 

mathematical  or  statistical  relationship  between  changes  in 

volume  or  changes  in  the  entire  incremental  volume  of 

Express  Mail  and  changes  in  those  costs,  because  it's a 

hypothetical  in  that  situation. So I guess  I've  talked 

myself  into  disagreeing  with  your  supposition. 

Q Well,  in  the  case  of  the  Express  Mail  premium 

costs,  or  other  product-specific  costs,  it's  an  all-or-none 

type  of  correlation,  if  you  will.  If  you  have  the  product 

going,  then  you're  going  to  have,  in  the  case  of  Express 

Mail,  these  premium - -  
A I would  quibble  with  your  use  of  the  word 

and  that's  what  I'm  trying  to  say.  It's 

something  much  more - -  it's  much  more  deep  than  just  simply 
correlation.  There's a causation  there. 

Q Well,  that's - -  
A Let me finish  my  answer.  And  it's  something  that 

we  don't  see.  We're  not  going  to  go  back  and  look  at  the 

Postal  Service's  CRA,  for  example,  and  changes  in  mail 

volume  and  see  those  types  of  relationships  because  it's a 

hypothetical  situation. 
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Q Okay. I understand  your  distinction.  But  what 

I'm  working  toward  here  is  some  way  of  understanding  or 

defining  causation  that  isn't  self-referential,  that  doesn't 

use  the  word  llcausationll  in  the  definition. 

A I think I - -  in  my  discussion a few  moments  ago, I 
think I used a different  word.  I'd  have  to  go  back  and  look 

at  what  the  specific  words  were,  but  "stems  from'' - -  
Q Created  by. 

A Is  created  by,  there's  various  synonyms  that  could 

be  used  there. 

Q Generated - -  yes,  I've  come  across  all  of  those  in 
trying  to  work  up a definition  as  well. 

If  we  can  stick  to  volume-variable  costs  then  and 

continue  to  talk  about  correlation,  if  one  were  to 

hypothesize  the  existence  of a causal  relationship  and  then 

be  unable  to  find  correlation,  one  could  conclude  that  there 

was  no  causal  relationship;  is  that  correct? 

A Can  you  restate  the  question  again,  please? 

Q Sure.  If  we  take  as a working  hypothesis tha'. 

there  is  in  fact a causal  relationship  at  work  between  some 

volume  and  some  cost,  and  then  we  were  to go out  and  attempt 

to  actually  find  correlation,  and  we  couldn't,  could  we  then 

conclude  that  there  was  no  causal  relationship  at  work  in 

that  situation? 

A In  the  particular  case of volume-variable  cost? 
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1 Q Yes. 

2 A I'm  not so sure I would  agree  with  that. I am 

3 trying  to  think  of a counter-example.  Certainly I would 

4 agree  with  the  statement  that - -  let's  take  for  example  the 
5 case  of  surface  transportation  within  the  Postal  Service, 

6 which  is  an  example  of a type  of  cost  component  where  we  do 

7 develop  volume-variable  costs,  or  the  Postal  Service  does 

8 develop  volume-variable  costs. 

14 

15 

16 

What  we  see  in  Witness  Bradley's  testimony  in  the 

past  docket  is  that  he  hypothesized  that  there  was a causal 

relationship  between  changes  in  cubic  foot  miles - -  or 
changes  in  volume  and  changes  in  cubic  foot  miles  and  then 

changes  in  particular  costs.  And so he  then  went  back  and 

looked  at  that  based  on  statistical  analysis  and  econometric 

analyses  and  found  that yes, there  was  that  type  of 

statistical  relationship  there. So that's  an  example  of I 

17 think  what  you're  talking  about. 

18 Q Well,  not  quite.  What  I'm  talking  about  is  the 

19 situation  where  you  don't  find  that  statistical 

20 relationship.  It  seems  to  me  that  if  correlation  is  in  fact 

21 a necessary  condition  for  causality,  then  if  you  don't  find 

22 correlation,  it's  just a matter  of  logic  that -- 
23 A If I were  an  analyst  looking  at,  let's  say  again 

24 for  example  transportation  costs,  within  the  Postal  Service 

25 or  any  other  one  and I hypothesized  that  there  was a causal 
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relationship  there,  and I went  and  did  my  econometric 

studies  or  statistical  studies  or  what  have  you  and I didn't 

find  it  there,  it  would  give  me  pause. I would  reexamine  my 

hypothesis  certainly. 

Q Well,  isn't  that  basically  the  way  things  work  in 

economics  and  in  other  sciences?  One  submits a hypothesis 

that  can  then  be  falsified  some  way  or  another? 

A Generally. I don't  pretend  to  be a physical 

scientist,  but  that's  generally  the  scientific  method,  yes. 

Q And  if  one  can  in  fact  falsify a necessary 

condition  for a hypothesis  to  be  true,  one  has  disproved  the 

hypothesis  definitively. 

A Given  the  particular  paradigm  and  parameters  that 

you're  looking at, I would  tend  to  agree  with  that 

statement,  yes. 

Q On  the  other  hand,  if  you  can't  falsify  the 

condition,  if  you,  in  our  case,  hypothesize  causation,  go 

out,  run  the  correlation,  find  that  you  have  correlation, 

that  doesn't  prove  anything.  Right?  It's  consistent v*'.th 

your  hypothesis,  but  it  doesn't  prove  it. 

A Say  that  again? So if I had a hypothesis -- let's 
use  the  example  that I used  before.  If I had a hypothesis 

that  changes  in  mail  volume  cause  changes  in  transportation 

costs  in  this  particular  example  I'm  talk.ing  about,  and I 

went  back  and  looked  at  the  evidence,  the  statistical 
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evidence,  and I did  find a strong  correlation  there,  or  as 

Professor  Bradley  did  in R-97, he  used  econometric  models  to 

do  that,  it  doesn't  prove  categorically,  but  it  certainly 

proves  to  me  that  I'm  on  the  right  track,  that I have a good 

relationship.  And I think  that's  what  the  entire  Postal 

Service  costing  system  and  the  Commission's  approach  to  this 

type  of  costing  has  been  built  on  in  the  past. 

Q When  you  talk  about  spurious  correlation,  are  you 

referring  to a situation  in  which  you  hypothesize  causation, 

you  go  out,  look,  you  find  correlation  between  cost  and 

volume,  but  for  some  reason  you're  convinced  that  there's 

really  no  causation  at  work? 

A Well,  could  you  refer  me  to  where I talk  about 

spurious  correlation,  please? 

Q Let's  see.  Try  page 8 ,  note 7. 

A Exactly.  What I am  trying  to  get  at  on  page 8 ,  

Footnote 7, is  that  the  Postal  Service  simply  does  not  go 

out  and - -  again,  let's  take  transportation  as  an  example. 
It  simply  doesn't  go  out  and  start  trying  to  run a 

lot  of  different  correlation  analyses  and  try  to  just 

essentially  willy-nilly  come  up  with  some  statistical 

relationship  and  pass  that  off  as  causality.  It  takes a 

very  careful  look  at  the  operational  considerations  that  are 

going  on  within  the  transportation  network.  It  understands 

really  what  those  cost  drivers  are  within  the  transportation 
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network,  and  then  develops a hlypothesis  of  how  that 

causation  will  work. 

. It  then  goes  out  and  tests  that  empirically  and 

either  comfirms  or  rejects  hypotheses  based  on  that,  but  it 

is  not  simply  trying  to  go  find some.type of spurious 

correlation  of  some  type  of  relationship  that  is  not  based 

on  causality. 

Q Well,  again I think  we  are  using  the  term  that  we 

are  attempting  to  define,  but - -  
A ttSpurioustt here I would  use  in  the  term - -  and I 

think  this  was  your  original  question - -  as  not  based  on 

causality. 

Q You  are  describing a situation  where  you  simply  go 

out and'run regressions  without  even  thinking  about  how 

likely  it  is  that  you  are  going  to  find a relationship  and 

then  when  you  find  one  you  say  '!Aha - -  there  must  be 
causality  at  work  here" - -  is  that - -  

A I think  that is the  first  that  an  economist  learns 

in  Economics 101, that  you  don't  do  that  type  of  approayh, 

that's  correct. 

Q All right,  but  what  about a situation  where  you  do 

think  &out  it  for  awhile.  You  say I hypothesize  causation 

here. I go  out. I find a correlation. 

In  that  situation  how  do I distinguish  spurious 

correlation  from  correlation  that  really  means  causality? 
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A Well,  you  are  never  going  to  be 100 percent 

certain  that  you  have  actually  got  it  right,  but  the 

critical  issue  there  is  that  you  have  to  do  your  job 

upfront.  You  have  to  think  long  and  hard  about  the 

operational  considerations,  which  way  the  causality  is  going 

to  play  out.  It is not  simply  just a case  where a cost 

analyst  can  just  take  two  columns  of  numbers  and  start  doing 

statistical  analyses  on  them.  He  or  she  has  to  think  long 

and  hard  about  which  way  that  causality  is  going  to  occur 

and  why  the  causality  is  occurring  and  various  other  factors 

as well  and  that  is  what  the  Postal  Service  tries  to do, and 

frankly  that  is  that  is  what  the  Commission  does  as  well 

when  it  thinks  about  and  analyzes  the  validity  of  the 

various  costing  studies  that  are  presented  before  it. 

Q Could  you  look  at  page 14 of  you  your  testimony? 

A Certainly. 

Q Line 4 through 6. Here  you  say,  "It  is  clear  that 

changes  in  advertising  costs  are  not  caused  by  subsequent 

changes  in  volume  and  therefore  cannot  properly  be  treated 

as  volume  variable" - -  is  that  correct? 
A That  is  correct,  and I think  that  gets  back  to  my 

point  before  is  that  again  the  definition  of  volume  variable 

costs  or.  marginal  costs  is  as  the  case -- an  economist  would 
call  them is that  changes  in  costs  are  caused  by  marginal 

changes  in  volume.  That  is  the  definition  that  the  Postal 
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Service  and  the  Commission  has  used  for  many  decades. 

What  is  happening  here is.the OCA and  Witness 

Prescott  again,  to a certain  extent,  would  have  you  believe 

that  costs  are  creating  changes‘in  volume  or  changes  in 

transactions  as  the  case - -  in  this  particular  incident 
case.  That  is  not  the  definition  of  volume  variable  cost 

and I just  want  to  be  very,  very  clear  about  that. 

There  is a causal  relationship  going  on  there  if 

the  advertising  is  successful,  which I talk  about a couple 

case.  It  may  not  be  successful  and  you  may  not  have  any 

correlation  whatsoever  mathematically,  but  that  causation  is 

reversed  from  the  way  that  an  economist  or  the  Commission 

has  thought  about  cost  causality  in  the  past. 

It  is  an  example of correlation  in  that  sense. 

Q When  you  use  the  word  subsequent - -  where  you  say 
tlcosts  are  not  caused  by  subsequent  changes  in  volume” - -  do 

you  mean  later  in  time?  Is  that  what  subsequent  means? 

A One  could  apply  that.  What I essentially  mean 

there,  however,  is  that  affirm  or  the  Postal  Service or 

whoever,  creates  an  advertising  cost,  creates  an 

advertisement  thereby  incurring a cost,  and  then  there  may 

be a change  in  volume  associated  with  that. 

It  could  occur  five  years  down  the  road.  It  could 

occur  tomorrow.  It  could  occur  that  day.. I didn’t  mean  any 

specific  timeframe  there,  but I meant  to  think  about  it  from 
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that  vi-ew  of  causality,  which  is a change in advertising 

costs  create a change  in  volume.  That  is  not  what  volume 

variable  costs  are  and  that  is  not  what  the  Commission  uses. 

Q But  you  did  have  in  mind  some  ,Lime  in  the 

future -- not  necessarily  tomorrow  but  somewhere  down  the 
1 ine? 

A No specific  time. 

Q So you  are  saying  that a volume  change  that  occurs 

in  one  time  period  can't  be  the  cause of a change  in  cost  in 

a prior  period.  Is  that  the  point  you  are  trying  to  make? 

A Could  you  say  that  again,  please? 

Q A volume  change  that  occurs  in  one  time  period 

cannot  cause a change  in  cost  in a prior  period. 

A I would  have  to  think  long  and  hard  about  the 

logic of how - -  well - -  again, I am  not  being  difficult. 
Could  you  state  it  just  one  more  time? I want  to 

be  absolutely  sure  what  you  are  saying. 

Q Sure. A volume  change  that  occurs  in  one  time 

period  cannot  cause a change  in  cost  in a prior  time  period. 

A I don't  think I am  saying  that  necessarily  here. 

What I am  saying  here  is  very  simple. I don't 

want  to  make  this  rocket  science  here.  What I am  saying  is 

that  in  the  case of these  advertising  costs,  they  are 

incurred  and  presumably,  not  necessarily,.  presumably  volume 

is  going  to  change  at  the  end  of  the  day  or  at  some  time 
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period  in  the  future. 

That  causality  ways  that a cost  is  incurred  and 

then a volume  change  may  or  may  not  occur  as a result  of 

that. 

What  the  Postal  Service  does  in  its  costing 

methodology  and  the  Commission  does  in  its  costing 

methodology,  it  says  that a volume  change  takes  place  and 

then a cost  change  takes  place  as a result  of  that.  That  is 

the  direction  of  causality  that  marginal  costing  is  based  on 

within  the  economics  profession.  It  is  the  basis  for  which 

the  Postal  Service  develops  its  costs  and  it  is  the  basis 

for  which  the  Commission  attributes  cost.  It  is  fundamental 

to  what  the  Postal  Service  and  the  Commission  do. 

This  notion  of  causality  that  the OCA and  again 

Witness  Prescott  to a certain  extent  are  proposing  turns 

that  on  its  ear. 

Q What I am  trying  to  nail  down  here  is  are  you 

saying  that  the  arrow  of  causality,  if  we  can  talk  of  it 

that  way,  is  like  the  arrow  of  time - -  it  only  points I-, one 
direction  and  that  is  into  the  future? 

A No. I am  not  saying  that  at  all.  You  are  reading 

way  too  much  into  it. 
V J L  + 

Q Well,  then I am  trying  to  understand  it is you  are 
4 

saying  about  advertising  costs  in  this  particular  sentence 

that  makes  them  not  properly  treated  as  volume  variable. 
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A I'msorry, I stand  corrected.  In  this  particular 

sentence,  that  is  what I am  saying.  In  general, I don't 

necessarily  agree  with  your  supposition. 

Okay.  Again  this  is -- it's - -  I am  not  trying  to 
play  games  here  with  my  sentence.  It  is  meant  to  be a very 

simple  statement. 

Q So you  are  not  espousing a general  principle  here. 

You are  just  saying  in  the  case  of  advertising  it  is 

advertising  first,  volume  later,  and  that  is  always  the 

case? 

A But - -  no.  You  just - -  you  took  my  sentence  one 
step  further. I didn't  say  it's  always  the  case. 

Q I mean  with  respect  to  advertising. 

A Well,  no.  That  is  not  the  case  either.  As I 

talked  about  before - -  or - -  I'm  sorry - -  in  subsequent 

paragraphs,  lines 8 through 22 on  this  page  in  particular, 

there  may  be  situations  where a company  will  undertake  an 

advertising  expense  and  won't  see  any  change  in  volume  as a 

result  of  that,  and  that  might  be  their  plan. 

I think I talk  about  an  example  of  my  firm,  Price 

Waterhouse  Coopers.  It  is  undertaking  and  advertising 

campaign  right  now  to  promote  brand  awareness.  It  is  not 

undertaken  to  subsequently  drive  changes  in  volumes  or  at 

least  directly  drive  changes  in  volumes  there. 

There's  lots  of  different uses for  advertising. I 
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think  you  are  trying  to  pin  me  down  into too narrow a view 

of  advertising. 

Q . Well,  again,  let's  get  back  to  the  proposition 

that you are  trying  to  dispute,  namely  that  volume  causes 

advertising  costs. 

Your  sentence  seems  to  say  that  because  the  change 

in  volume  occurs  later  in  time t h e  the  expenditure  on 

advertising - -  there  is  no  causal  relationship  in  the  sense 

a 

of volume  causing  cost. 

A Can  you  give  me a moment  to  think  about  it. 

Again,  as I said  before, I am  not  trying  to  create 

a real  temporal  problem  here  in  this  sentence. I am  not 

trying  to  make  this  more  complicated  than  it is. In  fact, 

you  could  delete  the  word  'Isubsequent1'  and  my  thoughts  would 

be  the  same. 

What I am  trying  to  say  is  that  advertising  costs 

are  not  caused  by  changes  in  volume.  Changes  in  advertising 

costs  are  caused  by  changes  in  volume. 

Q That's  just  an  assertion,  isn't  it? 

A Yes,  it  is  an  assertion.  It's a relatively 

logical  assertion  and  it's  no - -  I think  it's a better 
assertibn  than  what  the OCA and  Witness  Prescott  have  put 

forth. 

Q Well,  in  the  sentence  that I quoted  at  lines 4 

through 6 ,  it  seems  that  the  only  word  that  allows  you  to 
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say  'land  therefore  cannot  properly  be  treated  as  volume 

variable''  is  the  word  "subsequent .I1 

A No, again - -  I will  let  you  make  that  case,  but I 

don't  agree  with  it. I think -- again I am  going  back  to 
the  definition  of  what  marginal  costs  really  are,  and  that 

is  changes  in  cost  are  caused  by  changes  in  volumes.  That 

is  the  definition.  That  is  the  economist's  definition. 

You  can  talk  about  long-run  marginal  costs.  You 

can  talk  about  long-run  marginal  costs.  You  can  talk  about 

short-run  marginal  costs.  You  can  even  in  many  cases  talk 

about  instantaneous  changes  in  marginal  costs.  There  is  no 

time  point  on  that. 

The  temporal  issue  is  not  relevant  to  what I am 

trying  to  say  here.  What I am  trying  to  say  is  that 'the OCA 

and  Witness  Prescott  have  turned  this  relationship  on  its 

head. 

Q And I am  still  trying  to  determine  what  the 

relationship  is  without  simply  using  the  word  "causett - -  
let's  try a different  example. 

Would  you  agree  that a capital  expenditure 

incurred  now  can  be  said  to  be  caused  by  volume  in  the 

future? 

A In  some  cases  it  could  well be, because,  for 

example,  when a company  or - -  1'11  use  the  generic  case. 
When a company is a startup  company  for  example  it  may  go 
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out  and  purchase  capital  equipment  in  anticipation  of  volume 

in  the  future. 

Q Well,  doesn't  the  Postal  Service  do  that  as  well 

if  it  anticipates  that  five  years  from  now  volume  is  going 

to be.a lot  greater  for a particular  category?  It  may 

decide  to  purchase  more  equipment  or  start  the  purchasing 

process  now  because  it  will  take  five  years  to  get  it 

ready - -  
A One  would  hope  the  Postal~  Service  would  plan 

optimally.  That  is  correct. 

That's  the  nature  of  business  planning.  Any  good 

business  would  do  that,  that's  correct. 

Q When a firm  makes a capital  expenditure  in  the 

expectation of volume  sales  revenue,  profits  in  the  future, 

there  is  an  accounting  mechanism  for  matching  that  capital 
1 I 

expenditure  with  the  expected  benefits,  is  there  not? 

A Could  you  restate  that,  please? 

Q Yes.  If a firm  makes a capital  expenditure  now  in 

the  expectation  of  future  benefits,  future  sales,  ultimately 

generating  future  profits,  there  is  an  accounting  mechanism 

called  depreciation.  It  is  used  to  match  the  capital 

expenditure  with  the  profits  that  it  generates,  is  that 

correct? 

A That's  correct,  but I could  also  envision  cases 

where a company - -  you  know, a business  would  bring  on  extra 
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capacity  that  is  not  capital  and  would  not  get  depreciated, 

for  example,  labor. 

A company  may  staff up, hire  additional  workers  in 

anticipation  of  increases  in  volume,  and  those  expenses 

wouldn't  be  depreciated. 

Q As an  economist  wouldn't  you  say  that  the  cause  of 

those  expenditures  is  in  fact  volumes  in  the  future? 

A What  is  happening,  and  this  is a very  good 

example,  what  is  happening  in  this  situation  is  that I as a 

businessman,  let's  say,  am  anticipating  that  there  is  going 

to  be  additional  volume  in  my  business  in  the  future,  and 

therefore I am  going  to  have a capital  expense  or  an 

increased  labor  expense  or  what  have  you  to  meet  that  change 

in  volume,  okay?  And  it  might  be a capital  expense  and I 

might  depreciate  it  or  it  might  be  an  expense  which I don't 

depreciate  but I am  in  that  situation - -  my  thinking  on  this 
or  my  addition  to  that  capacity  is  being  driven  by a change 

in  volume,  an  expected  change  in  volume  in  the  future. 

That  is  not  why  the  Postal  Service  is  making  an 

advertising  expense  today.  It  is  not  saying  that,  gee, 

Mailing  Online, I might  have  some  volume  in  the  future, 

therefore I better  advertise  for  it  today.  That  makes 

absolutely  no  sense  whatsoever. 

What  it  does  is  it  says I want  to  have  volume  in 

the  future  and  therefore I spend  the  advertising  today. I 
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think  your  example  again  is  turned  on  its  head. 

Q .  So the  answer  to  my  question  is  yes? 

A I don't  remember  your  question,  I'm  sorry. 

Q If a firm - -  I believe  this  arose  out  of  your 
example - -  a firm  adding  labor,  staffing  up  in  the 
expectation of the  need  for  that  labor  in  the  future - -  

A Yes.  We  talked  to  that  example,  yes. 

Q And  my  question  was  as  an  economist  wouldn't  you 

consider  that a cost  caused  by  an  event  in  the  future? 

A Yes, I would,  and I also  said  why  that  is 

different  from  this  advertising  example  today,  just  to  still 
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making  the  record  clear. 

Q But  we  do  agree  that  expectations  about  future 

events  can  cause  behavioral  changes  in  the  present? 

A Absolutely. 

Again, so the  record  is  clear,  that  is  not  what I 

believe is happening  in  this  case. 

Q Could  you  look  at  page 14 of  your  testimony? 

You  are  there,  right? 

A Yes. 

Q Lines 14 through 17. Here  you  list  some  reasons 

why a firm  might  engage  in  advertising,  correct? 

A Yes,  and I think  as I said  on  line 10, I am  not  an 

expect  in  advertising  nor  do I purport  to  be.  However,  just 

a layman's  interpretation - -  I could  many  different  reasons 
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why a firm  might  engage  in  advertising,  and  it  is  not 

necessarily  to  drive  directly  changes  in  the  volume. 

Q Well,  let's look at  these  reasons  that  you  do  have 

here.  The  first  one  is  induce?  purchases  by a new  customer, 

is that  correct? 

A Right,  and I can  stand  corrected  if  you  choose  to 

do so, but I think  that  is  what  the OCA said  was  the  cause 

of  advertising  expenditures  in  its  brief,  but  what I am 

trying  to  say  here  is  that  the OCA'S supposition  is  very 

narrow.  There's a lot of other  reasons  why a firm  might 

engage  in  advertising  as  well. 

Q So your  next  reason  is  induce  new  purchases  by  an 

existing  customer? 

A Certainly. ~ ,. ~ .. . 

Q Right.  In  these  cases  there  is a direct 

relationship  between  cost  snd  volume,  correct? 

A Yes,  and  it  is  the  exact  opposite  of  what - -  of 

the  volume  variability  analysis  that I have  talked  about 

before,  yes. 

Q But  the  relationship  is  there,  correct? 

A Uh-huh. 

THE  REPORTER:  The  relationship  is  there,  yes  or 

no? 

THE WITNESS:  Sorry?  Could  you - -  which 
relationship  are  you  referring?  I'm  sorry I - -  
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BY MR. COSTICH: 

Q These  first  two  reasons  that  you  list  for a firm 

engaging  in  advertising, inducq purchases  by a new  customer 

or inducq new  purchases  or  more  purchases  by  an  existing 

customer,  in  those  cases  there  is a direct  relationship 

between  cost  and  volume? 

A If  the  first  were  to  incur  an  advertising  expense 

to induce  purchases  by a new  customer  or  to  induce  new 

purchases  by  an  existing  customer,  there  is a relationship 

there.  That  is  correct. 

Q The  third  reason - -  
A It  is  not  necessarily  the  causal  relationship  upon 

which  postal  costs  are  based. 

Q The  third  reason  you  list  for  advertising  is  to 

increase  brand  awareness  among  new  and  existing  customers, 

right? 

A Certainly. 

Q And  the  fourth  reason  you  list  is  to  increase 

customer  loyalty? 

A Right - -  and  as I said  before,  again I am  not  an 
expert  in  advertising. I didn't  go  back  and  consult  any 

advertis-ing  techster  or  people  that  are  experts  in 

advertising.  There  may  be 2 0  more  reasons. I am  not  sure. 

Q Well,  just  focusing  on  the  third  and  the  fourth 

that  you  have  got  here,  could  you  explain  the  difference 
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between  increasing  customer  loyalty  and  increasing  brand 

awareness  among  existing  customers? 

A I can  give  you  another  good  example.  Again  the 

advertising  that I am  most  familiar  with  is  the  advertising 

that  my  company,  Price  Waterhouse  Coopers,  is  undergoing 

even  as  we  speak. 

As  you  probably  know,  we  just  went  through a 

merger.  Price  Waterhouse  merged  with  Coopers & Lybrand, 

thereby  creating a new  brand.  Over  the  last  several  weeks 

and  months  we  have  been  trying  heavily  to  promote  that  brand 

awareness  among  the  public,  to  get  them  to  think  of  Price 

Waterhouse  Coopers  as a brand. 

That  may  be  different  from  trying  to  increase 

customer  loyalty,  trying  to  make  sure  that  our  clients  are 

happy  clients  and  will  continue  to  come  back  to  us.  That 

may  not  necessarily  be  what  we  are  trying  to  do  in  that 

advertising. 

I think  it  is  pretty  clear  that  there  can  be a 

distinction  between  those  two. 

Q When  you  talk  about - -  
A , For  example - -  could I give  one  more  example? 
Q Sure. 

A For  example,  imagine a car  company  that  is 

advertising  its  products.  It  may  be  the  case  that  the  car 

company  advertises  its  entire  product  line  and  says,  for 
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example,  you  know, GM products  are  the  best  products  in  the 

world  and  we  are  trying  to  increase  the  brand  awareness  of 

GM, and  however  then  it  has  specific  targeted  advertising  to 

its  existing  customers,  people  that  own GM cars. I may  get 

a mailer  because I own a GM car  that  says  your  service 

record  of GM cars  is  outstdnding,  various  things  like  that, 

so I could  see a company  taking  two  different  approaches  to 

advertising  to  do  those  two  different  things. 

Q In  the  case  of  specific  product  advertising 

intended  to  increase  customer  loyalty,  the  purpose  there  is 

to  increase  the  probability  that  the  customer  will  be a 

repeat  customer? 

A Perhaps.  It  could  be  other  things  as  well. 

Q Can  you  give  me  an  example? 

A It  could  be  to  create  more  word  of  mouth 

advertising  too.  If I am  an  existing  customer  and I am 

loyal  to  that  company I may  tell  my  friends  about  it  too. 

.~ 

Q So again,  the  ultimate  end  of  that  kind  of 

advertising  is  to  increase  sales,  correct? 

A In  that  particular  case  the  ultimate  end  may  be  to 

increase  sales  way  down  the  road  indirectly  but  that  is  not 

always  what  advertising  is. 

Again,  go  back  to  my  example  of  Price  Waterhouse 

Coopers.  Our  advertisements,  which  unfortunately I don't 

have a copy  of  here  with  me  today,  but  our  advertisements 
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are  not  just  meant  to  increase  sales.  It's  also  to  promote 

Price  WatErhouse  Coopers  as a fun  and  interesting  place  to 

work.  It  is  trying  to  promote  our  people  to  show  potential 

customers,  potential  recruits,  various  other  folks  that  we 

are a good  company so it is  not - -  advertising  is  not  always 
targe+.ed  to  increase  sales. 

Q You  don't  think  being  able  to  say  we  have  got  the 

best  employees  ultimately  doesn't  increase  sales? 

A Oh, it  certainly  helps  but  it is also,  that 

advertising  is  also  meant  for a recruiting  tool,  to try to 

attract  those  best  employees  as  well. 

That's a very - -  very  indirect  link  to  sales,  as I 

can  attest. 

Q Well,.I guess  we  can  argue  about  whether it is 
' .  

indirect.  It  seems  to  me  that  the  whole  reason  for  having 

good  employees  is  to  produce  the  product,  whatever  it  might 

be. 

A I will  let  you  make  that  case  then. 

I can  attest - -  I can  tell  you  here  that  this 

advertising I am  talking  about  is  meant  to  not  only  attract 

potential  customers  but  also  to  attract  employees  and  to 

increase  our  brand  awareness.  Lots  of  different  reasons. 

Q You  mentioned  that  there  was a name  change  that 

seemed  to  generate  some  extra  advertising. 

Did I understand  you  correctly  on  that? 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202) 842-0034 



1 

5 

6 

7 

8 

' 9  

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2695 

A That's  correct. 

Q Why  would  you  need  to  do  extra  advertising  because 

of a name  change? 

A Well,  it  appears  self-evident  to  me  that  if  before 

a merger I was  operating  in  the  marketplace  as  Price 

Waterhouse  and  then  separately  Coopers & Lybrand, I would 

need  to  promote  the  fact  that  now  my  new  name,  my 

organization's  name  is  Price  Waterhouse  Coopers so that 

people  wouldn't  get  confused  with  old  names  and 

nomenclature. 

Q Well,  would  one  reason  to  prevent  confusion  be  to 

retain  existing  customers  of  the  two  former  companies? 

A It  could  well be, certainly,  among  other  things. 

Q Can  we  hypothesize  that  in  the  absence  of  that 
.- 

advertising  there  would  be a reduction  in  the  number  of 

customers  at  Price  Waterhouse  Coopers? 

A No, we  cannot  hypothesize  that. 

Q And  why  is  that? 

A Because I could  also  hypothesize a situation  where 

our  customers  are so happy  with  the  services  that  we  provide 

they  would  never  look  elsewhere,  no  matter  what  we 

advertise. 

Q Well,  is  that  the  situation  with  Price  Waterhouse 

Coopers,  that  all  their  customers of the  former  two 

companies  are so happy  that  you  don't  need  .to  let  them  know I 
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that  now  there  is a different  company  running  the  show? 

A I would  certainly  hope so but  that  may  not  be  the 

case -- but  again,  that  is  not  the  entire  reason  why  this 
advertising  campaign  has  been  put  forth. 

Q But  it  is a reason. 

A It  is a very  broad-based - -  I mean  we  are  sitting 
here  talking  about  Price  Waterhouse  Coopers's  advertising 

campaign.  It  is a very  broad-based  campaign  meant  to 

increase  ,our  brand  awareness. 

What I am  trying  to  get  at  is  again a very'narrow 

discussion  in  my  testimony,  and  that  is  that  the  OCA 

purports  that  the  reason  that  advertising  expenditures  are 

incurred  is  to,  if I remember  correctly,  it's  to  induce 

purchases  by a new  customer or something~very similar  to 

that. 

I am  simply  trying  to  point  out  that  there  are 

many  other  reasons  why  advertising  can  be  used  by  companies 

such  as  the  Postal  Service  and  they  don't  always  have  to 

relate  to  changes  in  volume.  That  is  my  fundamental  point 

here.  It  is  very  narrow. 

Q Well,  the  hypothesis I would  like  to  put  to  you, 

Mr.  Takis,  is  that in the  case  of  Price  Waterhouse  Coopers 

one  possibility  that  has  been  considered  by  the  folks  who 

design  advertising  campaigns  is  that  some  customers  will  be 

lost  in  the  future  because  they  didn't  know  of  the  name 
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change  that  the  advertising  is  specifically,  at  least  for 

one  reason  for  that  advertising,  is  to  retain  those 

customers  that one fears  will  be  lost  if  there  is  no 

advertising  done. 

A That  is  certainly a possibility,  among  others. 

Q You  discuss  incremental  costs  at  some  points  in 

your  testimony,  is  that  correct? 

A That  is  correct. 

Q Your  view  is  that  advertising  costs  for  POL, 

Postoffice  Online,  are  incremental  costs  of  the  group  of 

products  sold  through  the  POL  channel,  is  that  correct? 

A That  is  correct,  and  maybe I could  just  make  sure 

that  we  are  all  on  the  same  page  of  what I mean  by  that. 

In  the  Postal  Service's  costing  methodology  that -~ . . ~~ ~ ~. ~~. ~ ~ 

it put  forth  in  Docket  Number R97-1, in  fact  it  was  in  my 

testimony,  it  treated  several  advertising  expenditures  as 

product  specific  to  an  entire  product  line.  Those  costs 

should  be  included  in  incremental  costs  associated  with 

those  particular  product  lines. 

They  are  not  volume  variable.  They  are  product 

specific  or  specific  fixed,  as  the  Commission  has  used  in 

the  past. 

Q Could  you look at  page 18, lines 13 through 15. 

A Yes. I have  that  here. 

Q Here  you  are  stating  that  no  advertising  costs  are 
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incremental  to  Mailing  Online  alone,  is  that  correct? 

A That  is  the  conclusion  of  my  testimony,  yes. 

Q Now  at  these  lines  what  you  say  is, The Postal 

Service  has  stated  that  there  are  no  plans  for  advertising 

MOL  only  and  if  MOL  did  not  exist,  the  advertising  plan  for 

POL would  not  be  affected."  Is  that - -  
A That  is  my  understanding  of  the  advertising  plans 

for  the  Postal  Service. 

Q Okay.  What is the  basis  for  your  understanding? 

A It is - -  I have  cited a specific  transcript 
reference  here  which - -  I would  have  to  get  back  to  you. I 

am  not  exactly  sure  where  that  came  from. 

It  might  have  been  from a Postal  Service 

interrogatory  response  there,  but I have  also  had 

discussions  with  Witness  Garvey  on  this  issue. 

Q Okay.  Would it help  if I showed  you a copy  of  the 

transcript  page  you're  citing  there? 

A It  would  be  very  helpful.  Thank  you. 

COMMISSIONER  LeBLANC:  Mr.  Costich, so we  can  keep 

the  record  clear,  do  you  have  some  copies  for  the  bench? 

MR.  COSTICH:  Yes. 

COMMISSIONER  LeBLANC:  Thank  you. 

Mr.  Rubin,  have  you  had a chance  to  take a look  at 

it?  Are  you all right  with  this? 

MR.  RUBIN:  Yes,  this  is  fine. 
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COMMISSIONER  LeBLANC:  Thank  you. 

BY MR. COSTICH: 

Q As  an  economist,  as  an  analyst,  do  you  think  it's 

plausible  that  the  Postal  Service  is  not  going  to  advertise 

MOL  specifically? 

A Absolutely. I don't - -  the  first  part  of  your 
question  is  "as  an  economist." I don't  know  that  why  being 

an  economist  would  make  me  any  more  or  less  knowledgeable 

about  how  the  Postal  Service  is  going  about  doing  its 

advertising.  But  my  understanding  is  that  this  is  the  case, 

what  the  Postal  Service  has  said  here  is  going  to  be  the 

case  with  Mailing  Online. 

Q The  Postal  Service  is  going  to  offer a product 

available  through  Postoffice  Online  and  never  tell  anybody 

about  it. 

A That's  not  what - -  I don't  think  that's  what 
they're  saying  here  in  this  information.  They're  saying 

that  they're  not  going  to  advertise  Mailing  Online 

separately  from  advertising  the  entire  channel  which  is 

known  as  Postoffice  Online. I think  that's - -  this  is 
actually  touching  on a very  interesting  and  important  point, 

is  that  my  understanding of the  advertising  associated  with 

Postoffice  Online  is  really  to  advertise a channel.  It's 

another  way  that a postal  customer  can  get  to  purchase 

Postal  Service  products,  much  the  same  way  as a retail 
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outlet  might  be. 

This  Postoffice  Online  is a separate  channel, so 

it's  going  to  be  advertising a number  of  different  products, 

not  just  Mailing  Online  or  the  services  that  end  up  being 

part  of  Mailing  Online,  which  my  understanding  is  Standard A 

and  First  Class  mail,  but  it's  also  meant  to  advertise  other 

products  which  will  be  sold  through  that  channel  such  as 

Express  Mail  or  Priority  Mail. 

Q Well,  do  you  have  an  understanding  of  whether 

these  products  are  mentioned  in  the  advertising  for w? .QaL c 

A Yes, I do. 

Q And  are  they? 

A I didn't - -  while I certainly trust the  Postal 
Service's-response  here, I also  wanted  to  kind  of  see  for 

myself  what  the  advertising  looked  like. I didn't  want  to 

just  sit  in  an  ivory  tower  and  opine  on  what  the 

advertisements  meant. So I actually  kind  of  took a look  at 

some  of  the  printouts  and  the  direct-mail  ads  that  were 

associated  with  Postoffice  Online,  and  in  fact  it's  very 

interesting,  it  never  mentions  the  word,  or at least  the 

ones  that I saw,  there may be  other  ones  out  there,  but  the 

ones  that I saw  don't  mention  Mailing  Online  specifically, 

they  mention  Priority  Mail  and  Express  Mail. 

What  they're  really  trying  to  do,  or  at  least  the 

way I read  it  as,  this  advertising  is  trying  to  promote  the 
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Mail,  Standard A, First  Class  Mail,  the  various  products 

that  are  under  Mailing  Online  and  Shipping  Online. 

Q But  in  your  examination  of  the  ads,  the  only 

products  you  saw  specifically  mentioned  were  Express  Mail 

and  Priority  Mail? 

A With  regards  to  specific  references  to  existing 

postal  products,  again,  that  is  the  case,  but  it  was  also 

generally  Biscussing  the  concept  of  Mailing  Online  too,  the 

ability  of a customer  to  come  in  and  create a mailing,  send 

it to  the  Postal  Service,  have  it  printed,  and  then  sent 

out.  He  was  talking  about  that  as  well.  And  presumably  the 

mail  pieces  that  are  created  as a result of that  are  First 

Class  and  Standard A, although I didn't  see  those  referenced 

in  the  advertisement. 

Q So the  advertising  really  does  address  Mailing 

Online  without  giving  it a name;  is  that  correct? 

A It  addresses  the  concept  of  Mailing  Online,  but 

again,  it - -  as I look  at  that  advertising,  and  again,  I'm 
just a layman  when  I'm  analyzing  advertising,  it  hits  me  as 

it's  trying  to  advertise  the  channel.  It's  trying  to  say 

hey,  the  Postal  Service  has  this  new  interesting  neat  way  to 

allow  you  to  interface  with  us  better,  and  you  can  come  into 

Postoffice  Online  via  the  Internet  and  send a package,  send 
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a Priority  Mail  package  or  send  an  Express  Mail  package.  Or 

point  and  click  and  send  out  your  own  mailing,  which  would 

involve  First  Class  mail  and  Standard A mail. I read  it  as 

advertising a channel,  and  it  just so happens  that  Mailing 

Online  is  one  of  the  products  that  it's  talking  about  in 

here.  Again,  without  matching  the  words  Mailing  Online. 

And  that  indicates  to  me  that  these  costs,  the 

Postal  Service's  trying  to  advertise a channel  which 

-promotes a number of different  products,  Standard A, First 

Class  Mail,  Priority  Mail,  Express  Mail,  and  those -1 and 

any  one  particular  one  of  those  products  should  not  bear  the 

costs  associated  with  the  Mailing  Online - -  or,  sorry,  the 
Postoffice  Online  advertising. 

. .. Rather,  it  should  be-^-- those  costs  should  be 

included  in  the  incremental  cost  for  the  group  of  products, 

Priority  Mail,  Standard A Mail,  First  Class  Mail,  and 

Express  Mail,  and  whatever  other  types  of  products  that 

Postoffice  Online  is  trying  to  advertise. 

Q Well,  let's  go  back  to  that  transcript  page  that 

you  cited.  Could  you  read  the  question  that  appears  under 

Part B? Read  it  out  loud,  please. 

A The  actual  interrogatory  itself? 

Q Yes,  the  question. 

A Please  identify  and  provide  the  costs  associated 

with  informing  potential  customers  or  advertising  the 
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availability  of  Mailing  Online  service  during  the  expanded 

or  market  test  period. 

Q And  the  first  line  of  the  response  says  there  will 

be  no  advertising  specific  only  to  Mailing  Online.  Correct? 

A That's  correct. 

Q Any  advertising of the  Mailing  Online  service  will 

be  part  of  more  comprehensive  advertisements  promoting  the 

use  of  existing  Postal  Service  products,  et  cetera.  Is  that 

correct? 

A That's  what  is  says;  yes. 

Q And  then  the  last  sentence  says:  Accordingly, 

there  are  no  advertising  costs  directly  associated  with 

Mailing  Online  and  no  such  costs  are  identified  by  Witnesses 

Seck-arand  Stirewal~t. . Correct? . ~ ~ 

A Again,  and  if  could  again  paraphrase  what I think 

the  Postal  Service  is  saying  here,  and  what I just  said 

again,  maybe  slightly  differently,  is  that  the  advertising 

costs  here  to  promote  Postoffice  Online  are  meant  to  promote 

the  entire  channel  of  Postoffice  Online,  and  through  that 

channel,  Express  Mail,  Priority  Mail,  First  Class  Mail, 

Standard A Mail,  Mailing  Online,  Shipping  Online. 

. There's  going  to  be a number  of  different  products 

that  are  going  to  come  through  that  channel.  But  it  is  not 

correct  from  an  economist's  standpoint  or  from  the 

Commission's  precedent  standpoint  to  take  those  costs  and 
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assign  them  to  any  particular  product  within  that  channel, 

because  they're  not  caused  by  tha%  particular  product.  And 

again  we're  going  back  to  the  fundamental  root of Postal 

Service  and  Commission  costing  is  they're  not  caused  by  that 

particular - -  the  advertising  costs  are  not  caused  by  any 
particular  product  within  that cha.nriel-. Those  costs  are 

caused  by  the  entire  stable  or the entire  group of products 

which  are  being  sold  through  Post0,fr'ice  Online.  Very 

important  issue  here. 

Q Did  you  notice  that  the  quea'iion  only  asked  about 

the  market  test? 

A That's  the  nature  of  the  question. 

Q Do you  have  any  knowledge  of  the  Postal  Service's 

plans for advertising  MOL  during  the  experiment? 

A .  Other  than  what's  presented  here? No. My 

understanding  is  that  there  are  no  plans  to  advertise 

Mailing  Online  specifically. 

Q During  the  experiment. 

A That's  my  understanding.  That's  what  I've  been 

told. 

Q The  cited  transcript  page  wouldn't  support  that 

statement;  correct? 

A Well,  actually  in  this  case  1'11  have a broad 

definition  of - -  1'11  tell  you  what I know,  and  you  can 

infer  what  you'd  like  from  that.  My  understanding  is  that 
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the  Postal  Service  has  no  plans  right  now  to  advertise 

Mailiag  Online  specifically. 

Q No  plans -- 
A Now I don'L  know  whether  that's  during  the 

experiment phase, the  test  phase,  the  actual  national 

rollout, or +!~a?tc.ver,  but  that's  what  I've  been - -  that's  my 
understanding.  Perhaps  this  is a question  better  suited  for 

Witness  Garvey. 

Q Well,  is  that  the  basis  for  your  understanding 

beyond  what  is  in  the  transcript? 

A I 'm sorry? 

Q Is Witness  Garvey  the  basis  for  your  understanding 

of  the  advertising  plans? 

A Yes,  but- I say  primarily,  my  understanding  comes 

from  this  transcript  reference,  but  I've  had  brief 

conversations  with  Witness  Garvey. 

Q Okay.  But  you  do  understand  that  the  transcript 

page  only  discusses  the  market  test. 

A I'll let  you  make  that  case.  It  appears  on  the 

surf  ace. 

Q But  you  do  understand  there  will  be  no  advertising 

for  MOL  as  far  into  the  future  as  you  can  see? 

A Again,  that's  my  understanding  based  on  brief 

conversations;  yes. 

Q Conversations - -  
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A I can't  tell  you  what I don't  know,  and  that's 

what I know. 

Q But  your  conversations  were  with  Witness  Garvey? 

A Yes. 

Q Anyone  else? 

A The  conversations  I've  had  on  this  issue  are  with 

Witness  Garvey - -  I'm  just  trying  to  recollect  if  I've  ever 
had a conversation  about  this  particular  issue  with  any 

other  Postal  Service  employee  other  than  the  attorneys  as 

I've  tried  to  develop  this  testimony. I can't  recall  that 

off  the  top  of  my  head;  no. 

Q The  statement  that  you  seem  to  rely  on  from  the 

transcript  is  that  if  MOL  didn't  exist,  there  would  be  no 

change  in  advertising  expenditures  for POL;-is that  correct? 

A That's  correct,  and  the  importance  of  that 

statement  is  as  follows,  and  it's  really  the  way  that  the 

Postal  Service  has  generally  tried  to  think  about 

incremental  costs,  and  it's  thought  about  it  in  the  past 

Docket R97-1, is  that  one  way  to  think  about  incremental 

costs  is  to  think  about  it  that  if a particular  product  or 

service  were  to  go  away,  what  would  be  the  resulting  change 

in  those  costs?  And  that's  one  way  to  think  about 

incremental  costs. 

Q Well, if advertising  costs  for  POL  would  not 

change  with  the  elimination of MOL,  would  you  agree  that  the 
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1 entire  advertising  cost  must  be  incremental  to  Shipping 

2 On1  ine? 

3 A Absolutely  not.  What  I'm  saying  here  is  that  the 

4 provision  of  any  particular  product,  be  it  Mailing  Online, 

5 be  it  Standard A, First  Class  Mail,  Express  Mail,  or 

6 Priority  Mail,  if  those  products  individually  were  to yo 

7 away,  my  understanding  is  that  the  advertising  costs 

8 associated  with  POL  would  not  change.  And  therefore  there's 

9 no specific  fix  or  product-specific'  costs  associated  with 

10 those  advertising  costs  associated  with  any  particular 

11 product  sold  through  that  channel  of  POL. 

12 However,  when  you  look  at  the  entire  group  of 

13 products  that  we're  talking  about  here,  if  the  entire  group 

14 were  to  go  away,  then  there  would  be  no  need  for  advertising 

15 POL,  and  therefore  you  would  want  to  treat  those  costs, 

16 these  advertising  costs,  as  part  of  the  incremental-cost 

17 test  for  the  entire  group  of  products  under  POL,  but  not  any 

18 one  particular  product  under  POL.  That's  my  testimony. 

19 Q Well,  if  there's  no  Mailing  Online,  all  that's 

20 left  is  Shipping  Online,  right? 

21 A My  understanding  is  that  if  there's  no  Mailing 

22 Online,  there  is  still a channel  called  POL. 

23 Q And  all  it's  selling  is  Shipping  Online;  right? 

24 A Yes,  and  within  Shopping  Online  there  is  all  sorts 

25 of  different  services : Express  Mail,  Priority  Mail, 
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Delivery  Confirmation,  various  other  things. 

Again,  the  reason  why I come  to  this  conclusion  is 

that  I'm  thinking  about  this  and I think  the  Postal  Service 

is thinking  about  this  as  advertising a channel,  much  the 

same  way  as a retail  network  might  look  for  the  Postal 

Service. 

Actually,  that's s. good  example.  Let  me  go  into 

that  for a moment. I think  you  can  'ihink  of  the  retail 

network,  the  window-service  nstwork  that  the  Postal  Service 

operates,  as a channel.  It's  one  way,  one  convenient  way, 

for  customers  to  come  in  to  the  Postal  Service  and  buy 

stamps,  send a parcel,  buy  an  Express  Mail  package,  what 

have  you.  There  are - -  in  much  the  same  way  Postoffice 
Online  is  another  convenient  way  for a customer  to  come  in 

to  the  post  office  and  buy a number  of  different  services, 

be  it  Express  Mail,  Standard A Mail,  Priority  Mail,  what 

have  you. 

Within  window-service  costing  there  are  certainly 

volume-variable  costs  which  are  associated  with  particular 

products.  When a customer  comes  in  and  buys a stamp, a 

portion of that  time  that  the  clerk  uses  is  assigned  to 

First  Class  Mail.  However,  there  are  also a bunch  of 

institutional  costs  which  are  there  to  support  the  entire 

channel  of  the  window-service  unit,  but  are  not  meant  to 

support  any  one  particular  product  within  that  particular 
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channel,  meaning  the  retail  unit. 

So therefore  if I was  going  to  do  an 

incremental-cost  test  on  the  window-service  function, I 

would  certainly  include  those  volume-variable  costs  which 

are  associated  with  the  particular  products  and  services 

that  are  incurred  at  the  window.  But  then  there's  this 

group  of  institutional  costs  that  are  also  incurred  at  the 

window  to  promote  all  the  products  that  the  window-service 

unit  sells,  and I would  not  include'  those  costs  in  any 

particular  incremental-cost  test  for  First  Class  Maii  or 

Express  Mail  or  Priority  Mail,  but I would  include  it  in  the 

incremental-cost  test  for  all  the  services  that  are  being 

provided  at  the  window.  Again,  very  similar  type  of 

argument  here  with  Postoffice  Online. 

I do  not  believe  again  because  of  the  causality 

arguments  that I make  in  my  testimony  that  the  advertising 

costs  associated  with POL should  be  included  in  the 

incremental  costs  of  Mailing  Online.  However, I do  believe 

that  the  advertising  costs  associated  with  POL  should  be 

included  in  the  incremental  costs  of  the  group  of  products 

together  that  are  under  Postoffice  Online -- or  sold  through 
that  channel. 

COMMISSIONER  LeBLANC:  Mr.  Costich,  excuse  me  for 

interrupting  you.  It  may  be  about  time  to  take a midmorning 

break  here. Do you  have  any  feel  for  your  time?  Are  you  in 
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that  particular  channel. 

Does  that  answer  you  question? 

Q Yes.  Would  you  agree  that  advertising  space or 

advertising  time  equates  to  money? 

A Unless  it  is  free  advertising, I would  agree  to 

that  statement. 

Q Would  you  agree  that  if  Mailing  Online  were 

eliminated  as a product  that  the  space  or  time  used  to 

discuss  MOL  could  also  be  eliminated  from  ads? 

A It  could  well  be,  but  that  is  not  my  understanding 

of  what  the  Postal  Service  would  do  if  Mailing  Online  were 

to  be  eliminated  and I think  that  is  stated  pretty  clearly 

here  in  the  exhibit  that  you  showed  me,  transcript  reference 

881. 

Q Do you  have  any  knowledge - -  
A Let  me  finish  that  thought.  I'm  sorry.  The 

thought  there  is  that  the  Postal  Service  would  not  change 

its  advertising  campaign  significantly  or  it  wouldn't  change 

the  costs  that  were  incurred  there  if  Mailing  Online  were  to 

be  eliminated. 

Q Well,  does  it  sound  plausible  to  you  that  the 

Postal  Service  would  continue  to  advertise  or  describe a 

service  like  MOL  if  MOL  didn't  exist? 

A Certainly  not  if  MOL  did  not  exist,  but  that  does 

not  mean  that  the  Postal  Service  would  not  advertise a 
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channel  known  as  Postoffice  Online. 

Again,  what  is  trying  to  do  is  say  to  customers, 

very  succinctly  say,  come  look  at  us.  We  have a new  channel 

for  which  you  can  access  our  products  and  services. I think 

that  is  the  point  of  the  ads  and  again  it  is  just  based  on 

my  looking  at  those  ads  but  it  certainly  comports  with  what 

the  Postal  Service  is  saying  here.  If  that  is  really  the 

purpose  of  the  ads  is  saying,  hey,  we  have  this  channel  and 

you  can  access  the  Mailing  Online  type  of  product,  again 

without  mentioning  Mailing  Online  in  particular,  you  can 

access  Priority  Mail  or  Express  Mail  or  delivery 

confirmation  or  what  have  you,  if  any  one  of  those 

particular  products  were  to  go  away  then I don't  think  the 

Postal  Service  would  necessarily  change  its  advertising 

strategy  or  change  the  way  it  promotes  those  products  if  you 

are  adverting a channel. 

Now  if  you  have  an  ad  that is out  there  for 

example  for  Express  Mail - -  you  know,  it  says  come  use  our 
product,  Express  Mail - -  if  that  product  were  to  go  away, 
then  those  products - -  you  might  change  that. I will  leave 
it  at  that.  Thank  you. 

Q I believe  you  testified  before  the  break  that  the 

ads  you  have  seen  do  describe  the  service  that  we  call  MOL. 

Is that  correct? 

A Again,  as  part  of a number of different  services 
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1 that  the  Postal  Service  provides,  that  is  correct. 

2 Q And I believe  you  agreed a minute  ago  that 

3 advertising  space  or  advertising  time  equates  to  money,  is 

4 that  right? 

5 A Yes. I think  what I am  trying  to  say  also  and  the 

6 Postal  Service  has  said  very  directly  here  is  that  if 

7 Mailing  Online  were  to  go  away,  it  would  not  change  the 

8 expenditures  that  the  Postal  Service  makes  to  promote  the 

9 channel  Postoffice  Online. 

10 Q So they  would  continue  to  occupy  the  same  amount 

11 of space  in  print  ads  and  continue  to  occupy  the  same  amount 

12 of  time  on  broadcast  ads,  is  that  your  understanding? 

13 A That  would  be  the  logical  conclusion  of  what  they 

14 have  said  in  this  interrogatory  response,  and  it  makes 

15 perfect  sense.  Again,  if  you  are  there  to  advertise a 

16 channel,  you  will  take  the  same  amount of print  ad  space 

17 whether  you  have  maybe 10 products  or 5 products  or 

18 whatever.  That  is  what  they  are  trying  to  say  in  this 

19 interrogatory  response. 

20 Q So if  MOL  has  gone  away,  then  now  they  have  space 

21 or  time  available  to  do  something  else  with,  is  that  your 

22 understanding? 

23 A Perhaps,  and  my  testimony  here  today is that  the 

24 Postal  Service  has  said,  and I have  to  take  them  at  face 

25 value,  that  they  are  truthful  in  this  response,  that  they 
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would  not  change  their  advertising  expenses  as a result  of 

that. 

Q Are  you  familiar  with  the  concept  of  opportunity 

cost? 

A Absolutely. 

Q Can  we  agree  that  when  MOL.occupies  space  in 

advertising  that  becomes  freed  up  when  MOL  goes  away,  that 

the  value  of  that  space  was  an  incremental  cost  of  MOL? 

A I would  be  extremely  wary  about  any  approach  that 

tried  to  say  take  an  ad - -  let's  say,  for  example, a.print 

ad,  and  it  had  ten  words  of  it  on  it  'that  was  talking  about 

Mailing  Online,  and 100 words  that  was  talking  about  Express 

Mail,  Priority  Mail,  and  what  have  you - -  I would  be 
extremely  worried  about  using  some  type  of  arbitrary 

allocation  mechanism  like  the  number  of  words  or  the  square 
. -~ 

inches  on  the  page  or  what  have  you  to  allocate  those 

individual  costs  that  are  on  that  ad  to  individual  products 

within  that  ad.  Because  again  you're  going  to - -  the only 
thing  you  can  do  is  use  some  arbitrary  allocation  mechanism. 

What  you  need  to  do  is  think  about  the  way  that 

expenses  occur,  and  as  I've  said  many  times  here  today,  in 

my  testimony,  and  the  Postal  Service  has  said  in  the  record, 

that  if  Mailing  Online  were to go  away,  they  would  not 

change  the  way  that  they  advertise  for  Postoffice  Online. 

' Q  Well,  they'd  wipe  out  those  nine  or  ten  words  that 
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1 you  just  mentioned,  wouldn't  they?  They  would  remove  them 

2 from  the  ads,  right? 

3 A One  would  think so; yes. 

4 Q And  then  they've  got  some  space  that  has  some 

5 value,  doesn't  it? 

6 A Perhaps  they'd  fill  it  with  other  advertisements. 

7 Perhaps  they  would  leave  it  blank.  Perhaps  they'd 

8 reconfigure  the  rest  of  the  advertising  to  do  something 

9 else. I don't  know,  and  I'd  have to take  what  they'd  do  at 

10 face  value  here. 

11 Q A moment  ago  you  indicated  that  you're  familiar 

12 with  the  concept  of  opportunity  cost? 

13 A Yes, I am. 

14 Q Could  you  define  opportunity  cost  for  the 

15 Commission? 
, ~ ~ . . - .  .. ~ 

16 A Well, I think  that  economist's  textbook  version  is 

17 the  value  of a forgone  alternative.  In  the  case - -  I'll 
18 leave it at  that. 

19 Q And  isn't  that  what  we're  talking  about?  When 

20 advertising  for  MOL  goes  away,  one  now  has a resource  that 

21 one  formerly  was  consuming  to  promote  MOL  and  one  can  now  do 

22 something  else  with  it. 

23 A But  again I think  you  need  to  think  about  the  way 

24 that  advertisement  is  developed  in  general.  If  you  have a 

25 print  ad,  let's  say,  that  consists  of a piece  of  paper, 
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there's  going  to  be  blank  spaces  on  that  piece  of pape;. 

You  don't  necessarily  want  to  fill  all  of  the  blank  spaces 

on  that  piece  of  paper,  because  then  you're  oversaturizing 

the  viewer  of  that  print  ad  or  something  like  that.  It's 

not  necessarily  the  case  that  just  simply  because  you  take 

out a set  of  words  out  of  an  advertisement  that  you  would 

necessarily  want  to  replace  it  with  another  product  or  what 

have  you. 

Again, I think  we're  going a little  bit  far  afield 

here.  The  purpose  of  this  advertising  is  to  advertise  the 

channel,  and  if  you  take a look  at  it,  that's  what  it's 

trying  to  do.  It's  saying  hey,  we  have  this  neat  new  way  of 

coming  to  the  Postal  Service.  You  can  come  and  purchase a 

wide  array of different  products  through  this  channel.  And 

therefore  the  Postal  Service  has  said  that  if  Mailing  Online 

were  to  go  away,  it  wouldn't  change  the  way  it  advertises 

that  channel.  That  tells  me  that  there  are  no  incremental 

costs  associated  with  Mailing  Online.  That's  my  testimony 

today 

. ~ ~~. ~ . -  

Q Ads  that  describe  Mailing  Online  consume 

resources;  is  that  correct? 

A But  they  don't  necessarily  cause  those  resources. 

Q If  MOL  goes  away,  those  resources  are  freed up; 

correct? 

A Only  if  they  are  caused  by  that  resource.  And 
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Q And  your  basis  for  your  understanding  is  the 

transcript  page  that  you've  cited? 

A And also  looking  at  the  advertisements  which  I've 

seen,  the  ones  at  least  that  I've  seen,  and  discussions  with 

the  Postal  Service. 
. .  - 

Q -  I have no further  questions,  Mr.  Presiding 

Officer . 
COMMISSIONER  LeBLANC:  Thank  you,  Mr.  Costich. 

I believe  according  to  the  agreement,  it's  now  Mr. 

Wiggins.  Yes.  Mr.  Wiggins. 

MR.  WIGGINS:  Thank you, Mr. Presiding  Officer. 

CROSS  EXAMINATION 

BY MR. WIGGINS: 

Q Mr.  Takis,  I'm  Frank  Wiggins. I'm here  for 

Pitney-Bowes. 

Put  out of your  mind,  or  at  least  put  out  of  my 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 

(202) 842-0034 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

, 2732 

that  period,  you  might  increase  the  rates  that  you  charged 

to  your  client,  your  whole  population  of  clients,  might  not 

you? 

A One  might,  but  one  also  might  treat  them  in a 

similar  way  to  the - -  Price  Waterhouse  Coopers  has  not  used 
the  term  llinstitutional  costs,11  but  one  might  also  have  them 

be  borne  by  all  lines  of  service  and  products. 

Q Say  how  that  would  work. 

A Well,  let  me  go - -  let  me  move  back  to  an  example 
that - -  a Postal  Service  example.  The  Postal  Service  may 
incur  advertising,  and,  again, I am  not  an  expert  in  the 

Postal  Service  advertising  campaigns,  but  the  Postal  Service 

may  incur  advertising  to  promote  the  Postal  Service  in 

general,  all  the  products  associated  with  the  Postal 

Service. 

Maybe  at  Christmas  time  the  Postal  Service  puts 

out  ads  that  talk  about  delivering  all  mail  pieces  on  time 

and  making  sure  that  it  gets  done.  That  advertising  is  not 

specific  to  any  one  particular  product  but  is  meant  to 

promote  all  products  that  the  Postal  Service  offers.  Those 

costs  would  be  properly  included  as  overall  institutional 

costs  and  would  not  be  assigned  to  any  one  particular 

product  or  attributed  to  any  one  particular  product  that  the 

Postal  Service  offers. I believe.  Again, I am  not  an 

expert  in  the  actual  way  they  do  cost  attribution  for  that 

1 
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firm's  advertising 

campaign.  It  can't  have  been  contemplated,  or  at  least  not 

in  detail,  until  the  merger  that  you  have  talked  about  was 

in  prospect,  or  maybe  even  concluded,  is  that  right? 

A The  exact  advertising  campaign  to  promote  the 

Price  Waterhouse  Coopers  brand? 

Q Well,  an  unexpected  advertising  campaign  that 

costs  money  that  you  didn't  previously  have  in  your 

advertising  budget.  Let's  think  about  it  that  way. 

A But  both  predecessor  firms, I am  sure,  although I 

am - -  well,  both  predecessor  firms, I would  hazard  to  guess, 

would  have  advertising  budgets  that  they  would  use  to 

promote  the  brand  awareness. I know  that  Price  Waterhouse 

did,  my  legacy f irm. 

Q So just  suppose  with  me a new  advertising  campaign 

that  comes  out  of  the  merger,  that  exceeds  the  combined 

advertising  budgets  of  the  two  firms  when  they  were 

separate.  You  increase  your  advertising  budget  to  reflect 

the  fact  of  the  merger  probably  relatively  short-term. 

Okay.  Suppose  that. 

A I will'suppose  that. I am  not  sure  if  that 

occurred  in  our  case. 

Q I am  not  asking  whether  it  occurred.  If  you  are 

going  to  pay  for  that  advertising,  you  can  take  it  out of 
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A No.  Just  about a minute  and a half  ago I said 

that I have  not  looked  at  these  server  costs  and  these 

various  costs  to  which  Mr.  Wiggins is talking  about, so I 

can't  tell  you  my  view  on  the  proper  way  to  allocate  those 

particular  costs. 

I will  say,  however,  that  if  you  use  the  simple 

notion  of  cost  causality  that I have  outlined  in  my 

testimony,  and I have  applied  it  here  to  advertising  costs, 

if  you  apply  that  same  notion  to  these  other  types  of  costs 

that  you  are  talking  about  you  won't  go  far  wrong.  That  is 

very  consistent  with  the  way  that  the  Postal  Service  has 

developed  costs  in  past  rate  cases  and  it  is  consistent  with 

the  way  the  Commission  has  opined  on  those  costs  in  past 

decisions. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins, I think  he  has 

answered  the  question. 

MR.  WIGGINS: I do  believe  that  he  has,  and I will 

go  on. 

COMMISSIONER  LeBLANC:  Thank  you. 

BY  MR.  WIGGINS: 

Q If  there  are  in  your  simple  model,  which I don't 

find so easy  to  apply -- but  it  is  simple  in  concept, 1'11 

give  you  that - -  of  cost  causation  if I could  represent  to 
you  some  costs  that  are  caused  in  the  sense  that  you  use  the 

word  by  Postoffice  Online  those  costs  should  be  attributed 
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A Again,  attributed  is a term  of  art  which I would 

like  to  stay  away  from  in  my  response  to  this. 

Q Let  me  say  it a different  way  then.  Postoffice 

Online  should  pay  for  those  costs. 

A Sorry,  the  products  which  are  sold  through  the 

Postoffice  Online  channel  should  cover  the  costs  that  are 

associated  with  Postoffice  Online  if  it  is  not  possible  to 

allocate  them  to  individual  products  under  that  channel  and 

they  are  not  shared  by  other  things  like  periodicals  or 

something  like  that. 

Q I am  asking a slightly  different  question, 

probably  inartfully.  Why  not  allocate  those  costs  to 

Postoffice  Online  itself? 

A I am  not  sure  what  those  costs  are. 

Q Whatever  they  are.  We  are  talking  about  the 

simple  concept  now.  We  don't  have  to  clutter  our  mind  with 

details. 

A Well, I don't  have  enough  details  to  answer  the 

question,  I'm  sorry.  The  concept  is  very  simple  here.  It 

is  very  much  based  on a causality  argument  that I have 

talked  about  before. 

If  you  have a group  of  products  and  we  could  talk 

about  them  as  being a group  of  products  being  sold  through 

Postoffice  Online  or  any  other  channel,  for  that  matter,  or 
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any  number  of  different  groups  of  products  within  the  Postal 

Service,  if  you  have a group  of  products  and  you  have a cost 

that  is  associated  with  the  provision  of  all  those  groups, 

every  single  one  of  those  products  as a group,  then  those 

costs  should  be  included  in  the  incremental  cost  as  for  that 

group of products. 

However,  if  those  costs  are  not  caused  by  any  one 

particular  type  of  product  within  that  group  of  products, 

then  they  should  not  be  attributed  to  any  one - -  sorry - -  
allocated  to  any  one  particular  product  within  that  group  of 

products. 

The  example I used  before,  the  window  service 

unit,  is a good  example.  One  can look at  the  window  service 

unit  and  say  it  sells a number  of  different  products.  It 

sells  First  Class  stamps.  You  can  buy a parcel.  You  can a 

zone-rated  Parcel  Post.  Ycu  can  send  Express  Mail.  You  can 

do  any  number  of  different  products  and  services  through  the 

window  service,  and  there  are  volume  variable  costs  which 

are  allocated  to  those  particular  service  in  the  window 

service  operation. 

However,  there  are  also  these  institutional  costs 

which  axe a part  of  the  window  service  operation  which  are 

not  associated  with  any  one  particular  product  in  particular 

but  should  be  included - -  those  overall  costs  should  be 
included  in  the  group  incremental  cost  test of all  the 
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products  that  are sold through  the  window  service  unit,  and 

that  may  be  First  Class  mail,  Priority  Mail,  Express  Mail, 

money  orders,  various  different  products  within  that  overall 

umbrella. 

Q Are  you  through? 

A Yes. 

Q You  talk  in  Section 5 of  your  testimony,  beginning 

on  page 24, about  vertical  integration  issues,  and  that  is a 

topic  that a witness  sponsored  in  part  by  Pitney  Bowes 

addressed - -  Roger  Prescott. 
A Witness  Prescott,  that's  right. 

Q Do you  disagree  with  Mr.  Prescott's  sort  of 

threshold  notion  that  there  are  vices,  economic  vices, 

associated  with  vertical  integration  that  combines a 

monopoly - -  a product  in  which a firm  has  monopoly  power, 
with  other  products  in  which  the  firm  has  not  formally 

participated? Is that  generally  bad? - 

A What I disagree  with  in  Witness  Prescott's 

testimony  is  the  fact  that  he  presents a number, a long 

laundry  list  of  potential  harms  associated  with  this 

vertical  integration  problem  that  he  cites  in  this 

particular  case,  and  yet  he  doesn't  support  his  long  laundry 

list  of  those  potential  harms. 

In  fact,  in  many  cases  when  he  says  that  there 

could be a potential harm, as I talk about in 
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I say  well,  if  you  just  think  about  it  for  two  more  minutes 

you  can  come  up  with a potential  benefit  as  well, so what I 

disagree  with  Witness  Prescott  is  his  unsubstantiated 

points - -  are  his  unsubstantiated  points. 
Q Your  table  of  contents  under  vertical  integration 

issues,  as  is  the  first  subpart  (a),  potential  harms  against 

actual  harms,  and  you  take  Mr.  Prescott  to  task  there  for 

not  having  the  power  to  demonstrate  that  the  harms  that  he 

says  are  potential  will  actually  eventuate. Is that a fair 

summary? 

A Yes. 

Q "Potential  Harms  Against  Actual Harmstt  you  call 

that  section. 

A That's  correct. 

Q And  let's  skip  over  (b).  We  will  talk  about  that 

in  just a moment. 

You  come  on  down  in  subpart ( 5 )  (c)  and  talk  about 

potential  benefits.  Now  oughtn't  you  to  be  subject  to  the 

same  criticism  that  you  levy  at  Mr.  Prescott  for  dwelling  in 

the  potential  rather  than  the  actual  world? 

A No, because I make no pretense  of  having  analyzed 

this  in a lot of detail. 

As I stated  before, I have  not  analyzed  the 

effects  of  the  market -- of  the  Postal  Service's  contract  in 
this  market. I have  not  done a vast  empirical  study.  What 
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I am saying  is  that  Witness  Prescott  has  not  done  that 

either,  and  he  is  simply  throwing  up a lot  of  potential 

items  out  there  without  thinking  about  the  potential 

benefits  or  the  other  side  of  the  coin. 

My job - -  or I see  my  testimony  here  to  point  out 
to the  Commission  that  fer  the  potential  harms  that  Witness 

Prescott  throws  out  there  may  be  potential  benefits  or 

essentially  there  is  another  side  to  the  story  that  Witness 

Prescott  is  leaving  out. 

I have  not  taken it upon  myself  to  analyze'this 

market  exhaustively. 

Q So in  the  terms  of  John  Rawls  you  are  operating 

behind  the  veil  of  ignorance?  That  is  not a question. 

Do you  have  Witness  Prescott's  testimony  with  you? 

If  you  don't  have  it  real  handy, I can  just  show  you  the 

small  part  of  it  that I am  going  to  ask  you  about. 

A That  would  be  better, I think. 

COMMISSIONER  LeBLANC:  Mr.  Wiggins,  do  you  have a 

cite  to  that? 

MR. WIGGINS:  Yes,  sir. 

COMMISSIONER  LeBLANC: So counsel  can  follow. 

MR.  WIGGINS: I certainly  do.  It  is  transcript 

page 2117. It  is  beginning  at  page 13 as  numbered 

internally to Prescott's  testimony. 

THE WITNESS: I am  sorry,  Mr.  Wiggins,  the  example 
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don't  always  provide a specific  transcript  reference,  if 

that  is  your  question. 

Q Okay. Turn back  to  page 25 of  your  testimony  if 

you  no  longer  have  that. 

A I do  have  it  here. 

Q Beginning  at  line 16 - -  weil,  beginning  at  line 
15, ''In fact,  Witness  Prescott  presents  only  half  the  story 

since  he  fails  to  consider  the  competing  services  may  be 

able  to  receive  additional  discount's  based  on  finer 

presort. 

A Right.  The  issue  there  is  that  Mr.  Prescott  makes 

an  assertion  that  the  Postal  Service  will  have  a'competitive 

advantage  over  other  providers  of  similar  types  of  services 

because  they  will  have  to  go  to  the  Postal  Service  and  meet 

the 500 piece  minimum  requirement  required  for - -  I believe 
it  is  for  automation  basic  is  the  rate  category  there. 

However,  Witness  Prescott  fails  to  think  about 

cases  where  the  mailer  would  meet  more  than  that - -  the 
competitor,  potential  competitor  would  meet  more  than  that 

level  of  presort  and  that  level  of  volume  to  meet  even 

deeper  discounts. So what I am  saying  here  is  that a 

competitor  could  enter 5,000 pieces  of  mail  that  qualifies 

for a much  finer  level  presort  rate  than  what  Witness 

Prescott  says  here,  and  that  is a competitive  disadvantage, 

because  the  Postal  Service  is  only  proposing  an  automation 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington,  D.C. 20036 - 

(202) 842-0034 



1 2 0 6  

I 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

, 2754 

basic  rate. 

Q So the  argument  that  Mr.  Prescott  does  make  is 

accurate,  but  there  might  be  offsets,  is  that  your 

testimony? 

A That  is  generally  my  testimony  throughout  his 

testimony,  that  he  puts  forth a series - -  numerous,  and I 
talk  about  at  least  four  of  them  here, of potential  harms 

that  the  Postal  Service,  or  potential  competitive  advantages 

the  Postal  Service  has,  or  potential  harms  on  the  printing 

industry,  or  the  ultimate  mailer.  And  what I am  saying  is 

that  he  doesn't  provide  any  evidence  to  support  that,  and I 

am  simply  trying  to  provide  the  Commission  with  some 

thoughts  on  the  other  side  of  the  coin  to  balance  out  those 

unsubstantiated  arguments. 

Q You  haven't  investigated  the  likelihood of a 

competing  service  being  able  to  receive  additional 

discounts, I take  it? 

A No, nor  has  Witness  Prescott,  at  least  according 

to my reading of his  testimony. 

Q You  can't  quantify  the  actual  benefit  that  might 

accrue  to  competitors? 

A Nor do I purport  to. 

MR. WIGGINS: I have  nothing  further,  Mr. 

Presiding  Officer,  and I am  sorry I overran  myself a little 

bit  there.  The  witness  is  trying  awfully  hard  to  be 
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Q Now I'd  like  to  take  you  back to the 

advertising-cost  issue  for  just I hope a brief  moment,  and 

everybody  seems  to  have  spent a lot  of  time  on  the 

variable-cost  issue.  I'd  like  to  ask  you a question  about 

your  example  on  the  Eagle  network. 

A Yes,  sir. 

Q Okay. As I understand  that,  you  used - -  first  of 
all,  you've  used  that as an  example  of  specific  fixed  costs; 

correct? 

A The actual  term  that I used  is  product-specific 

costs. To what  page  are  you  referring,  please? 

Q Well, I'm not  referring  you  to  any  page  yet,  but 

it  happens  to  be  at  page 6 -- 
A-- Okay. 

Q If  you  want  to  refer  to  it  for  your own use.  And 

that  product-specific  cost is also  equivalent  to  what  the 
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Rate  Commission  has  used  as  specific  fixed  costs,  is ilt not? 

A Not - -  in  this  particular  case,  yes,  it  is,  but 

it's  not  exactly  equivalent  to  that. 

Q Okay.  For  purposes of our  discussion  here,  it's 

close  enough. 

A It's  fine.  It's  close  enough. 

Q Okay.  And  as I understand  it,  you  have  said  that 

the  Eagle  network,  the  cost of the  Eagle  network  is 

allocable  or  attributable - -  I don't  know  that  you  want  to 

use  that  term  lfattributablell - -  but  to  Express  Mail,  because 
it  was  created so that  Express  Mail  could  have  next-day 

delivery. 

A Not  exactly.  What I am  saying  is  that  the  premium 

cost  associated  with  the  Eagle  mail  network,  the  cost  over 

and  above  what  it  would  cost  to  fly  an  Express  Mail  piece  or 

First  Class  Mail  piece  or  what  have  you,  on  commercial  air 

networks,  those  premium  costs  are  allocable or however  you 

want  to  say  it  to  Express  Mail  because  they're  caused  by 

Express  Mail,  and  they're  not  caused  by  any  other  product. 

Q Okay.  And  the  reason  is so that  Express  Mail  can 

achieve  next-day  delivery.  The  reason  that  you  allocate 100 

percent  of  the  premium  cost  to  Express  Mail  is  because  you 

need  this  network  in  order  to  get  next-day  delivery. 

A Another  way  to  think  about  it is that  if  Express 

Mail  were  to  go  away,  the  Eagle  network  would  not  be  needed 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington, D.C. 20036 

.. . . 

(202) 842-0034 



1 2 0 9  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

2759 

to  transport  First  Class  or  Priority  Mail,  which  is  a160 

found  on  the  Eagle  network. 

Q And  those  particular  categories,  First  Class  and 

Priority.Mai1,  may  use  the  Eagle  network,  but  they're,  if 

you  will,  incidental  beneficiaries  of  that  network. 

A They  do  use  the  Eagle  network,  but  they  do  not 

cause  the  fact  that  the  Eagle  network  exists. 

Q But  they  benefit  from  it. 

A Well,  they  may  or  may  not  benefit  from  it. I have, 

not  done  an  analysis  of  whether  First  Class  Mail  benefits 

from  being  on  the  Eagle  network. I don't  know.  But  they 

certainly  don't  cause  the  fact  that  the  Eagle  network  is  in 

existence. 

Q Okay.  Well,  let's  just  stick  with  what  you  agreed 

to,  that  they  do  use  it. 

16 A Yes. 

17 Q Okay.  And  I'd  like  you  to  consider  the  following 

18 situation,  that  on  the  Eagle  network  there  is  excess 

19 capacity,  and on day 1 the  only  premium  product  that's  going 

20 is Express  Mail. So 100 percent  of  the  premium  costs  under 

21 your  analysis of this  is  allocable  to  Express  Mail. 

22 Are  you  with  me so far? 

23 A I'm  with  you. 

24 Q Okay.  And  then  on  day 2 another  product  is 

25 offered  which  requires  the  same  next-day  delivery,  but  it's 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



1210 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2760 

not  Express  Mail,  and  we  don't  have  to  figure  out  what'  it 

is,  it's a new  product.  Maybe  it's a parcel. I don't  know 

what  it  is.  And  that  product  is  going  to  start  using  the 

Eagle  network  as  well  and  use  up  that  excess  capacity.  But 

it  won't  cause  any  further  expenditures. 

How  would  you  allocate,  if  at  all,  on  day 2, the 

premium  cost  of  the  Eagle  network  in  that  scenario? 

A I think I understand  your  question.  Let  me 

paraphrase  it  to  make  sure  that  I'm,  right  with  you. 

Q Sure. 

A You're  saying  that  on  day 1 we  have a product 

called  Express  Mail  or  some  extra  product  that  needs  the 

Eagle  network.  The  Postal  Service  goes  out  and  builds  the 

Eagle  network  and  it's  there  and  it  exists. 

Q The  situation we have  today  essentially. 

A Okay.  Then  you're  saying  hypothetically a new 

product  comes  in  after  that. 

Q After  that. 

A And  could  you  continue  on  and - -  
Q And  it  doesn't  cause  any  increase  in  expense  in 

the  Eagle  network.  What  happens  is  that  that  product  can 

achieve  all of its  delivery  standards  and  other  product 

characteristics  by  simply  using  up  the  excess  capacity 

perhaps as the  capacity  that's  now  being  used  by  First  Class 

Mail  or  priority  mail.  They  get  bumped off. This  new 
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product  is  now  on  board.  Same  exact  expense  as - -  
A So therefore  the  total  expenses  incurred  by  the 

Postal  Service  have  not  changed. 

Q Have  not  changed.  There's  no  volume  variability 

at  all,  in  other  words. 

A I think I know  where  you're  going  here.  You've 

asked a question  that  unfortunately  is  just  way  too  complex 

to  answer  in  this  proceeding,  and  let  me  tell  you  why. 

Initially  if  you  bought  that  capacity  in  period 1, 

let's  call  it,  or  day 1, as  you've  termed  it,  you  should 

have  an  optimal  level  of  capacity to.plan for  your  volume 

growth,  let's  say  for  that  day 1. 

Am I characterizing  the  way  that  you've  set  up  the 

question  accurately? 

Q Well,  unless  you  just  need  to  have a certain 

amount of capacity  in  order  to  get  the  product  there,  and 

you're  going  to  have  to  have  more  capacity  than  you  really 

expect  to  be  able  to  use. 

A If  that  capacity  is  optimally  planned,  there  may 

be  excess  capacity  in  the  network  to  handle  unforeseen 

fluctuations  in  demand, so when  you  characterize  it  as 

"excess"  capacity,  there  may  be an optimal  level  of  excess 

capacity  in  the  system  already  planned. So let's  say  for 

example  that  you  have an optimal  amount of capacity  planned 

in  the  network,  and  on  day 2 you  start  introducing  this  new 
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, product  which  needs  that  type  of  service  as  well,  you  would 

actually  have  to  go  out  and  increase  capacity  in  that  type 

of  situation. 

Q Well,  now  you're  trying  to  change  my  hypothetical. 

Can  we  just  stick  with  my  hypothetical,  where  you  don't 

increase  the  capacity,  you  simply  use  the  capacity,  the 

existing  capacity,  and  you  now  have a new  product, so you 

have  this  capacity  that's  one  cost  that  was  wholly  allocated 

to  Express  Mail?  Now  you've  got  two  products  that  are  using 

the  same  service  without  increasing  the  cost.  How  do  you 

allocate  it,  if  at  all,  between  the  two  products? 

A I would  not  want  to  opine  on  that  today,  because I 

don't  know  enough  about  the  way  that  capacity  was  planned. 

There's a lot  of  different  decisions  that  would  need  to  go 

into  my  decision  making  on  it.  But  again I will  go  back  to 

something I said  before.  If  you  use  the  concept  of  cost 

causality,  what  costs  are  being  caused  by a particular 

product  or  service,  then  you're  not  going  to  stray  too  far 

from  the  right  answer. 

Q Yes. I guess  what  I'm  having  trouble  with  is  I'm 

trying  to  understand  how  your  concept  of  cost  causality 

works  in  this  specific  situation,  and  if  you're  telling  me 

you  can't  really  tell  me  right  now,  that's  fine.  But -- 
A Because  the  hypothetical  is  actually  quite  complex 

when  you  start  thinking  about  planned  additions  to  capacity 
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and  things  like  that  to  meet - -  previously  planned  volume 

and  the  new  volume  and  things  like  that.  It's a little  more 

difficult. 

Q Let's  shift  the  hypothetical  over  to  Postoffice 

Online.  You  have  Postoffice  Online. 

A Thank  you. 

Q But  I'm  going  to  change  this  to a hypothetical. 

And  Postoffice  Online  starts  out  with  Shipping  Online  and 

nothing  else.  And  it  goes  perking  along  for a couple  of 

years  of  Shipping  Online  and 100 percent, I assume  under 

your  analysis, 100 percent  of  the  advertising  costs  of 

Postoffice  Online  in  that  scenario  would  be  allocable to 

Shipping  Online. 

A I don't  believe  Shipping  Online  is a product. I 

think  it  would  be  the  products  that  are  sold  under 

Postoffice  Online  or  under  the  name  Shipping  Online. I 

think  it  includes  Express  Mail,  Priority  Mail,  and  maybe 

others  which  I'm  not  familiar  with  now. 

Q All  right.  Well,  let  me  simplify  the  example  even 

further.  Let's  assume  that  Shipping  Online  is a product, 

just  to  make  life  simple  for  us  here,  and  that  it  has a 

specific  charge,  whether  you  want  to  call  it a rate  or a 

fee.  Then  the  advertising  expenses  associated  with 

Postoffice  Online  in  that  scenario  would  be  allocable  under 

your analysis  to  Shipping  Online,  would  it  not? 
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A If  it  is  not  shared  by  other  products  and , 

services - - 
Q Right. 

A Which  the  Postal  Service  offers,  then  it  should  be 

allocable  to  that -- to  Shipping  Online.  It  may  be 
allocable  to  Shipping  Online  as a whole  and  not  the 

individual  products  and  services - -  

Q Right. 

A Underneath  Shipping  Online. 

Q Okay. 

A If you  remember  what  we  were  talking  about  before. 

Q Let's  assume  that  that's  the  way  it  works,  and 

then  after a couple  of  years  of  perking  along  like  that,  we 

add  Mailing  Online.  And  as I understand  your  testimony,  at 

that  point - -  well,  let  me  not  ask - -  let  me  not  tell  you 

how I understand  your  testimony.  At  that  point,  what 

happens  to  the  advertising  costs?  Assuming  that  it's  the 

same  budget.  They're  not  going  to  expand  it  and  start  doing 

specific  advertising  for  Mailing  Online. 

A This  is  an  excellent  example  of  what I was  trying 

to talk  about  before,  is  that  because  the  Postal  Senrice  is 

trying  to  advertise  the  channel  of  Postoffice  Online  in  this 

situation,  when  you  add  into  the mix, into  the  Postoffice 

Online,  Mailing  Online,  and  it  doesn't  cause  you  to  change 

your  costs  or  change  the  way  that  you  do  .advertising,  the 
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introduction  of  Mailing  Online  into  that  channel  does  not 

cause  any  new  additional  costs,  and  therefore  Mailing  Online 

should  not  bear  directly  or  specifically  any  costs 

associated  with  that  advertising. 

Q What  happens  to  Shipping  Online?  Does  Shipping 

Online  still  eat  all  of  the  advertising  costs? 

A Now - -  at  this  type  of  situation,  now  you've  got 
multiple  products  within  that,  but  you  had  that  before  as 

well  when I was  talking  about  the  various  products  sold 

under  Shipping  Online. 

Q But  we  simplified  the  hypothetical so that 

Shipping  Online  was  itself a product  and  it  was  taking  all 

of the  burden  of  the  advertising  costs.  And  you're  saying 

that  when  you  add  Mailing  Online  and  you  don't  increase 

advertising  as a result,  that  Mailing  Online  doesn't  have 

any  of  the  advertising  expense  allocated  to  it.  And I take 

it  also  that  Shipping  Online  would  all  of a sudden  not  have 

any of the  advertising  expense. 

A '  Let  me  be  very  clear  what  you'd  want  to  do  in a 

situation  where  you've  got - -  where  you're  adding  products 
to a group  such as what  you're  talking  about.  What  you  want 

to  do  is  you  want  to  make  sure  that in your  incremental-cost 

test  for  that  particular  group  of  products,  which now 

comprises  in  your  hypothetical  Shipping  Online  and  Mailing 

Online  underneath  that,  you  want  to  make  sure  that  the 
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incremental-cost  test  includes  those  costs  in  its  basis, 

make  sure  that  the  revenues  associated  with  those  group  of 

products,  Shipping  Online  in  your  hypothetical  and  Mailing 

Online  in  your  hypothetical,  cover  all  of  the  costs 

including  these  group  incremental  costs  associated  with 

that. 

Q Let  me  ask  you  to  take a look  at  page 23 of  your 

testimony. 

A Let  me  finish  my  thought. 

Q I'm  sorry, I didn't  mean  to - -  
A I'm  sorry - -  
Q Didn't  know  you  weren't  through. 

A That  you  would  not  want  to  allocate  those  costs  to 

any  one  particular  item  within  that,  because  they're  not 

caused  by  that  particular  product., 

Q All right.  Now,  take a look  at  page 23 of your 

testimony,  if  you  will,  and  specifically  lines 8 through 12. 

A I have  that  section  here. 

Q Okay.  And I think  this  is  the  section  where  you 

refer  to  this  concept  of  insuring  that  revenues  for  the 

whole  group of POL  products  or  sold  through  the  channel 

anyway  cover  all  costs  including  the  advertising  costs.  And 

actually  let's  just  read  that  specifically  into  the  record. 

It  says:  The  Postal  Service  should  ensure  that  the 

revenues,  including  postage,  for  the  group  of  products sold 
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through  the  policy  channel  cover  all  costs  including P ~ L  

advertising  costs,  but  the  revenues  of  any  particular 

product  sold  through  the  POL  channel  should  not  necessarily 

have  to  cover  any  arbitrarily  allocated  POL  advertising 

costs. 

And I guess  my  first  question  to  you  is,  what  is 

the  source  of  this  requirement  that  you're  referring  to  here 

that  the  Postal  Service  should  ensure  that  revenues  for  the 

group  of  products  cover  all  costs? 

A The  source  of  that  is  multifaceted.  It is mostly 

expounded  in  Dr. John Panzar's  testimony  in  front  of  the 

Postal  Rate  Commission  in R97-1, but  he  expounded  the 

general  principles  of  an  incremental  cost  test  and  what  the 

proper  pricing  base  should  be  for  economically  efficient 

pricing. 
, .  

Q Okay.  And so the  mechanism  for  ensuring  that  the 

costs  cover -- .I'm  sorry,  the  revenues  cover  the  costs  in 
the  way  that  you're  referring  to  in  lines 8 through 12 is 

what?  Through  the  markup? 

A It's  through  the  incremental-cost  test,  and  what 

that  means  is  that  in  this  particular  example,  you  would 

take  the  total  revenues  associated  with  the  group of 

products  that  are  sold  through  the POL channel  and  compare 

that  to  the  total  incremental  costs,  not  volume  variable, 

but  incremental  costs,  associated  with  that  group  as a 
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whole. 

Q Okay.  And  have  you - -  
A It's  through  the  incremental-cost  test  that  you 

would  ensure  that.  And  the  important  reason  why  you  want  to 

do  that  incremental-cost  test  is  to  ensure  that  none -- no 

other  postal  products  are  cross-subsidizing  these  particular 

products.  The  incremental-cost  test  is a cross-subsidy 

test. 

Q And  if  you're  doing  this,particular  analysis - -  to 
go  back  to  Mr.  Wiggins'  question  of  where  does  the  money 

come  from - -  the  money  that  will  ensure  that  this 

requirement  is  met  comes  from a combination  of  attributable 

costs  and  whatever  the  overhead  burden  is  that's  allocated 

to  the  specific  products  in  this  group  of  products. 

Is  that  right? 

A Again,  you're  getting  into  semantics  associated 

with  attributable  and  what  is  attributable  and  what  is  not 

attributable. I can  tell  you  what  those  costs  should  be. 

They  should  be  all  the  volume-variable  costs  associated  with 

the  particular  products  as  well  as  the  product-specific 

costs  associated  with  the  group  of  products.  And  that  may 

not  necessarily  be  equal  to  the  sum  of  product-specific 

costs  associated  with  each  individual  product. 

Q I see. So this  particular  equation  doesn't 

include  institutional  or  overhead  costs  at  all.  You're 
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trying  to  just  get  to  the  cost  base,  which  is  then  maGked UP 

through  the  Panzar  analysis  that  you're  referring  to? 

A No, not  at  all.  The -- 

Q Well,  then I misunderstood  your  last  answer. 

Maybe  you  could  tell  it  to  me  again. 

A I want  to  set  aside  for a moment  the  issue  of  what 

is  marked  up  for  pricing  purposes,  what  constitutes 

attributable  cost,  because  there  is  debate  amongst  the 

Postal  Service  and  the  Commission  on  that. 

What  I'm  saying  is  very  specific  here,  for  the 

incremental-cost  test,  you  want  to  include  all  the 

incremental  costs  associated  with a group  of  products.  That 

may  include  volume-variable  costs  and  product-specific  costs 

associated  with  the  group  of  products. 

Q All  right.  And I take  it  that  it  is  accurate  to 

say  that  you  haven't  done  that  incremental-cost  analysis  in 

your  testimony  here. 

A That  is  correct. 
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determine  whether  or  not  any  particular  product  under  that 

overall  channel  were  causing  any  of  the  particular 

expenditures  that  were  being  made. So I would  have  to  look 

at  that  issue. So, I guess,  in  answer  to  your  question, I 

am  not  sure  if  it  would  change  my  analysis.  What I am  sure 

is  that I would  have  to go look back  at  the  causality 

arguments  that I have  presented  before. 

Q Okay.  Now,  you  also  spent a lot  of  time  in  your 

testimony  talking  about  the  reasons'  for  advertising 

campaigns,  and,  in  response  to  some  questions  from Mr. 

Costich,  you  said  that  there  really  could  be  some  reasons, 

and  there  are  apparently  reasons  for  the  Price  Waterhouse 

Coopers'  brand  name  advertising  that  are  independent  of 

generating  business-,  and  you  referred  -specifically to 

attracting  employees. 

A That  could  be  one  issue.  What I am  trying  to  get 

at  there  is  that  there  could  be  brand  awareness  and  various 

other  things  that I talk  about  in  my  testimony  and  before. 

Q Well,  you  would  agree,  though,  that  brand 

awareness  in  and  of  itself  has - -  it  may  not  be  as  specific 
as  other  types  of  targeted  advertising,  but  its  ultimate 

objective  is  to  increase  sales,  isn't  it? 

A Right.  But I would  have a very  difficult  time, 

and  analyst  who  could  purport  to  do  this, I would  view  as 

suspect,  of  trying  to  make a causal link between  advertising 
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- -  sorry,  volume  growth  in  any  one  particular  product  and 
that  advertising,  if  it  is  truly  brand  awareness 

advertising,  in a multi-product  firm. 

Q So your  problem  in  allocating in that  situation  is 

that  you  don't  see  any  analytical  way  to  tie  the  advertising 

expense  to  any  particular  volume  with  all  the  different 

products  that  might  or  might  not  increase  volume  as a result 

of  the  campaign? 

A What I would  say  is,  is  there a causal  way  to  do 

that? 

Q Right. 

A And  certainly,  in  no  circumstances,  would I think 

of  it  as  the  equivalent  of  volume  variable  cost  or  marginal 

cost. 

Q Okay.  Let  me  go  back  to  your  testimony  about  one 

purpose  might  be  to a non-sales  based  purpose  to - -  would  be 
to  hire  or  to  attract  employees.  You  don't  have  any  reason 

to  believe  that  the  ad  campaign  for  Mailing  Online  is  to 

attract  employees,  do  you? 

A I have  no  reason  to  believe  that.  That's  correct. 

MR. BUSH: I have  nothing  further,  Mr.  Presiding 

Officer . 
COMMISSIONER  LeBLANC: Is there  any  follow-up? I 

believe  we  have a few  questions  from  the  bench.  We  started 

on  my  right  last  time,  we  will  move  down to my  left. 
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Commissioner  Omas. 

COMMISSIONER OMAS: I just  have  on estion.  You 

know,  you  keep  talking,  and I know  this  has  probably  been 

asked  before,  but  if  the  Postoffice  Online  advertising  costs 

are  reduced  because  Mailing  Online  has  operational  problems, 

are  not  those  cost  reductions  product-specific  to  MOL? 

Like,  you  know,  because  of  volume  problems,  they  are  not 

doing  L.A.  and  New  York. 

THE  WITNESS:  They  may  be  associated  with  Mailing 

Online,  but I don't  really  have a good  feeling  for  how  they 

should  be  allocated  to  Mailing  Online. 

COMMISSIONER OMAS: Well,  wouldn't  that  be  causal? 

I mean  that - -  
THE  WITNESS:  Well, I think,  in  general,  what I am 

trying  to  say  is  that, yes, it  may  be  true  that  the 

advertising  costs  associated  with  POL  are  caused  by  the 

group  of  products  which  compromise - -  sorry,  which  are  sold 
through  the  POL  channel.  As I said  before,  that  includes 

Mailing  Online  products  of  Standard A and  First  Class  Mail, 

and  as  well as, I think  we  talked  about  it  before,  the 

Shipping  Online  products  such  as  Express  Mail  and  Priority 

Mail  and  Delivery  Confirmation.  But  it  may  not - -  they  are 
not  caused  by  any  one  particular  product  within  that  overall 

channel. So, therefore,  there  is  no  good  basis  for 

allocating  those  costs  to  any  one  particular  product  or 
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service. 

COMMISSIONER OMAS: But  you  are  not - -  you  have 
pulled  back  your  advertising  because  of  volumes.  Wouldn't 

that  necessarily  be  attributable to MOL?  You  keep  talking 

about  causality.  Isn't  it  the  volume  has  caused  your 

advertising  budget  to  be  drawn  back? So wouldn't  that  be - -  
THE  WITNESS:  It  is a good  question,  which I 

really  haven't  thought  of,  of a case  where a product  would 

cause a reduction  in  the  amount  of  advertising  cost. I 

think  this  is a particular  problem  that  may  or  may  not  be 

associated  with  MOL  specifically.  The  hypothetical - -  it 
might  be  generally a problem  with  POL, I don't  know  exactly 

how  that - -  what  that  problem  was  or  what  related  that  to 

it.  But  it  may  not  have  been a specific  MOL  problem,  it 

might  have  been a problem  of  the  entire  POL  system, I just 

don' t know. 

COMMISSIONER OMAS: Thank  you. 

COMMISSIONER  LeBLANC:  Commissioner  Covington,  do 

you  have  any  questions? 

COMMISSIONER  COVINGTON:  Yes,  Mr.  Presiding 

Officer, I do. 

Mr. Takis, I was  noticing  on  page 24 of  your 

rebuttal  testimony,  you  basically  offered  some  thoughts  and 

views  as  it  related  to  Witness  Prescott's  statement  about 

vertical  integration  and, I guess,  overall , the  supposed 
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THE  WITNESS:  And  particularly  those  within  this 

small  office,  home  office  market. 

COMMISSIONER  COVINGTON:  Thank  you,  Mr.  Takis. 

. COMMISSIONER  LeBLANC: Commissioner  Goldway. 

COMMISSIONER  GOLDWAY: Yes.  Thank  you. I 

actually  think  your  description  of  the  Postoffice  Online  as 

another  form of window  at  the  Post  Office  is  interesting  and 

intriguing. I wish  the  Postal  Service  had  presented  that 

concept  earlier on, because  it  does  change  to  some  degree 

one's  thinking  about  the  costs  associated  with  the  entire 

program. 

But I still  think  that  we  struggle  with  what 

portions of certain  costs  are,  in  fact,  caused  by  different 

products.  And  you  agree  that  at  least  some of these  costs 

should  be  directly  allocated  to  those  products,  if  you  can 

prove  that  they  are  caused  by  them. Is that  your - -  
THE  WITNESS:  Absolutely.  If  you  can  prove 

causality,  then  they  should  be  allocated. 

COMMISSIONER  GOLDWAY:  Okay. And here  we  are 

talking  about  advertising,  and I was  shown -- I think  the 
Chairman,  Commissioner  LeBlanc  has  this  material  here  which, 

I don't  know  if  you  saw,  but  it  is a public  relations 

packet,  and  it  has a separate  sheet  for  each  product,  one  of 

which  is  for  Mailing  Online. 

So in  my  simple  mind,  it  would'seem  to  me  that at 
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I mean  you  couldn't  say  that,  well,  just  because 

they  are  going  to  have  Postoffice  Online  advertising  all 

together,  that  this  cost  for  printing  this  piece  doesn't 

directly  belong  to  the  Mailing  Online  cost. 

THE WITNESS: I think I understand  where  you  are 

going,  but I think I was  speaking  with  Mr.  Costich  before 

about  this,  but I am  not  sure  exactly  who I was  speaking'  to 

about  it.  What I am  trying  to  get  at  there  is  that,  yes, 

there  may  be  specific  parts  of  an  advertisement,  like a 

print  ad o r  the  brochure  that  you  are  talking  about  there, 

which  may  refer  to  Mailing  Online,  and I think - -  I did  not 

see  specific  advertisement  which  you  are  holding,  but I have 

seen  other  ones  like  it,  or,  really,  the  prints  ads  and  the 

direct  mailing  ads. 

And,  certainly,  within  those  advertisements, 

there's  parts of it  that  talk  about  the  Mailing  Online 

service  in  particular,  as  there  is  also  sections  that  talk 

about  selling  more  Express  Mail  and  Priority  Mail  through 

Shipping  Online.  But  what I am  trying  to  get  at  is  that, 

really,  the  only  way  to  allocate  those  costs  is  through  some 
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1 arbitrary  mechanism  like  the  number  of  pages  or  the  nuhber 

2 of  words,  or  the  actual  space  associated  with  it. 

3 There  is  no  real  good  mechanism  for  doing  that. 

4 And  the  reason  why  there  is  no  good  mechanism  for  doing  that 

5 is  because  there  is  no  real  causality  when  you  are  looking 

6 at  the  overall  ad  campaign  as a whole  for  Postoffice  Online. 

7 So what I was  trying  to  get  at  in  my  previous 

8 discussion  was,  when  you  are  looking  at  these  shared  costs 

9 which  are  shared  across a group  of  different  services, 

10 unless  you  can  develop a real  good  causal  link,  you 

11 shouldn't  allocate  those  costs  directly  to  any  one 

12 particular  product. 

13 COMMISSIONER GOLDWAY: But  you  don't  think  that if 

14 you had a mailing - -  a publication  kit  that  you  were 
15 presenting,  and  if  you  took  away  Mailing  Online,  you  would, 

16 in  fact,  have a smaller  expenditure  because  you  weren't 

17 printing  as  many?  Wouldn't  the  cost  of  that  printing  be 

18 directly  related  to  Mailing  Online? 

19 THE  WITNESS: I agree  with  you 100 percent,  if 

20 that  were  to  be  the  case.  But  as I have  said  before,  the 

21 Postal  Service  has  said  that  it  wouldn't  change  the  way  that 

22 it  presents  its  advertising,  other  than  changing  around  the 

23 words  or  taking  out a piece  of  paper, as  you  are  talking 

24 about  there.  It  wouldn't  change  the  overall  nature  of  the 

25 advertising  expenditure. 
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COMMISSIONER  GOLDWAY:  Well, I mean I don't  'know 

quite  how  fine  to  tune  the  costs  here,  but  it  seems  to  me 

that  that  is a clear  cost.  The  other  area  where I think - -  
I have  some  questions, I know  Commissioner  Omas  had 

questions  that  related  to  Witness  Garvey.  But  there  is  this 

notion  that  Mailing  Online  is a part  of  the  Postoffice 

Online  that  is  being  phased  in  across  the  country. 

And a network  for  printers  is  being  built  that's 

separate  from  the  window  service of Postoffice  Online,  which 

is a channel - -  

THE  WITNESS:  Right. 

COMMISSIONER  GOLDWAY:  Through  the  Internet.  But 

there  are  actual  real  printers  in  different  parts  of  the 

country  that  are  going  to  have  to  be  hooked  up.  And  the 

advertising  campaign  as I understand  it  is a regional 

campaign  which  builds  on  this  notion  of  real  printers  in 

real  places  being  hooked  up  at  different  times, so I would 

think  that  the  costs to the  extent  you  can  distinguish  them 

between a regional  campaign  in  these  regional  markets  and 

the  timing  of  that  versus  some  sort  of  generalized 

nationwide  campaign,  that  those  costs  that  are  directly 

attributable  to  the  regional  qualifications  and 

characteristics  of  Mailing  Online  have  to be part of Mailing 

Online's  costs. 

THE  WITNESS: I think I understand  where  you're 
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coming  from,  and I don't  know  the  way  the  Postal  Seririce  is 

rolling  this  out  across  regions.  But I would  be a little 

bit  concerned  about  that  type  of  approach,  in  that  the 

advertising  that  may  be  going  out  to  those  regions  is  not 

simply  or  may  not  simply  be  advertising  Mailing  Online, it 

may  also  be  advertising  the  various  other  products 

associated  with  Postoffice  Online.  And  again - -  
COMMISSIONER GOLDWAY: That's  true. 

THE WITNESS: And  again  acting  as  an  overall 

channel  for  it. So the  timing  of  it  may  coincide  with  the 

rolling  out of Mailing  Online  to  those  particular  regions, 

but  the  nature  of  the  advertising  may  not  be  different.  And 

I don't  know  the  nature  of  that  advertising,  how  it's  going 

to  be  rolled  out  across  the  country.  But I would  just 

caution,  if  it  is  that  way, I would  caution  the  Commission 

to think  about  it  in  those  terms. 

COMMISSIONER GOLDWAY: Okay. I don't  have  any 

more  questions  at  the  moment.  Thank  you. 

THE WITNESS: Thank  you. 
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COMMISSIONER  LeBLANC:  Let  me  change  gears 

slightly  on  you  and  pick  up  on  what  Commissioner  Goldway  was 

talking  about  in  this  brochure  that  was  picked  up  at  one of 

the  trade  shows  here.  There  are  one,  two,  three  different 

sheets  in  here.  One  deals,  headline,  Mailing  Online, QEA, 

Postoffice  Online,  one  click  and  it  sorts  all  the  other 

clicks.  Shipping  Online,  Post  ECS  30-day  trial.  Basically 

four,  because  one on both  sides. 

Now if  you  take  the  Mailing  Online  sheet  out, am I 

to  understand  you  to  say  then  that  this  is  not  specifically 
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, 

Part  of  this  package?  Is  that  what  you're  saying? 

THE  WITNESS: I don't  quite  understand  your 

question. I think  it  is  part  of  that  package,  or  it  is  if 

it's  in  there. 

COMMISSIONER  LeBLANC: So if  this  package  contains 

one  page  then  that  is  devoted  strictly  to  Mailing  Online, 

are  not  the  costs  of  that  page  product-specific  to  Mailing 

Online? 

THE  WITNESS:  Not  necessarily,  again,  because  if 

that  page  were  not  there,  the  question  is,  would  the  Postal 

Service  have  changed  its  advertising  expenses?  Would  it 

have  included  another  page  in  there  to  advertise  the 

Postoffice  Online  in  general? I don't  know  the  answer  to 

that  particular  question. 
~ >. . - .  .: . .  

If,  Commissioner  LeBlanc,  if  it  were  the  case  that 

if  that  page  were  not  there,  and  the  Postal  Service  were  to 

decrease  its  advertising  expenditures  as a result,  then I 

would  think  of  that  cost  as  product-specific  to  that 

particular  product.  But  in  this  particular  instance  when 

we're  looking  at  the  entire  campaign  of  Postoffice  Online, I 

have  to - -  again I have to rely on what  I've  been  told  and 

my  general  interpretation  of  having  looked  at  the  print 

advertising  and  the  analogy  to a kind of a window  or a 

conduit  to  get to people. 

What  the  Postal  Service is telling  me  is  that  they 
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would  not  change  their  advertising  expenditures  in  that 

situation,  and  therefore  they  wouldn't  be  associated  with - -  
sorry,  they  should  not  be  allocated  to  any  one  particular 

product. 

COMMISSIONER  LeBLANC:  But  now  we're  talking  two 

different - -  well,  possibly  two  different  issues  here. 

You've  got  general  advertising  costs  and  you've  got a 

cost-specific  or  specific  costs.  Now  you  seem  to  be  lumping 

the  two  together,  right?  Is  that -.- that's  in  essence  what 

you're  doing. I mean,  as I appreciate  what  you  just  said. 

Now  correct  me  if  I'm  wrong. 

THE  WITNESS:  Well, I think  the  Postal  Service 

thinks of this  advertising  as  POL  advertising, so it 

includes  all  the  various  medium  that  we're  talking  about 
,~ 

here. 

COMMISSIONER  LeBLANC: So, correct  me  if  I'm 

wrong,  then  you  are  saying  that  even  though  this  sheet  is  in 

the  package  because of Mailing  Online,  and  you're  also 

saying  that  this  cost  could  be  avoided  if  Mailing  Online  was 

eliminated - -  in  effect  that's  what  you're  saying - -  should 
not  the  cost  to  that  production  of  one  page  be  considered 

product-specific? 

THE  WITNESS: I agree,  if  that  cost  could  be 

avoided  if  Mailing  Online  were  not  to  be  offered,  then 

absolutely I agree  with  you 100 percent  that  those  costs 
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should  be  allocated  to  Mailing  Online.  However, I d6n1 t 

know. I don't  know  that's  the  case.  And  in  general  in 

these  print  ads  that  we're  talking  about  here, I don't  know 

that  those  costs  would  be  avoided. 

You  also  indicated - -  I haven't  had a chance  to 
look  at  that  package - -  

COMMISSIONER  LeBLANC:  I'd  be  more  than  happy  to 

let  you  look  at  it.  That  would - -  
THE  WITNESS:  If  you  wouldn't  mind,  I'd  like  to 

for a moment. 

The  other  thing  about  this  package  is it also - -  
it's  talking  about  Post  ECS,  which I don't  know  if  that's 

offered  under  Postoffice  Online.  Perhaps  Witness  Garvey 

tomorrow  would  be able to  tell  you  on  that.  But I guess - -  

it's  hard  for  me  to  kind  of  take a look  at a package  and 

tell  you  what's  motivating  that  package  or  what's  causing 

the  costs  associated  with  that  package. 

For  example,  if,  you  know,  if  you  were  to  take  out 

that  one  sheet  that  talks  about  Mailing  Online,  would  it  be 

replaced  with  general  advertising  about  the  Postoffice 

Online  channel? I don't know. I can  only go with  what  the 

Postal  Service  has  told  me  and  purported  in  front  of  the 

Commission. 
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anachronistic. It bears  repeating  that the Postal Service proposed  Automation  Basic 

rates as a proxy  that  simplifies a filing  that  already  breaks new ground. While rates 

have  nonetheless  received  considerable  attention in this case, the  goals of the 

experiment  would  not be advanced by adoption  of witness Callow's  proposed  rate 

setting  mechanism. The Postal  Service  does  expect  to  consider the unique merits  of his , 

approach  during  the experiment if plans  for filing a request  for  permanent  Mailing 

Online service mature. 

There is an  additional,  more  pragmatic,  reason  for  rejecting witness Callow's 

proposal.  The  Postal  Service  recently  announced a moratorium  on  information system 

development  activity in order  to  insure  readiness  for  Y2k.  The  Moratorium is currently 

in effect  and is proposed  to  remain in effect  through  March  of  2000 (see exhibit USPS- 

RT-1A). As it stands now,  implementation  of  system  expansion  for  experimental 

Mailing Online, dubbed version 3.0, is scheduled  for a slightly delayed  installation in 

September. Accordingly,  Postal  management is exploring  means  of  reconciling the Y2k 

moratorium  with  the  need  to  implement  experimental  Mailing Online service. While I 

have  not  studied  how  long it would  take  to  implement changes of the kind that  witness 

Callow proposes, his assertion  that they require a mere few minutes  of  coding time 

(based on an interpretation of my response to  OCNUSPS-T1-72) is mistaken. Making ' 

even modest changes to a production system requires a non-trivial  effort.  Incorporation 

of a  system using thousands of  lookup tables  into the Mailing Online system is simply 

not  feasible  given  our  current  timetable,  and  would likely result in a delay  of the service 

until some time  later  than  March,  2000. 

MC98-1,  USPS-RT-1,  page 4 
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19 Q Good  morning.  Can I ask you to turn  to  page 5 of 

20 your testimony, your rebuttal  testimony,  that  is? 

21 A I have it. 

22 Q I would  like to direct your attention to lines 5 

23  and 6 where  you  say  that our experience thus far  bears out 

24 the expectation  that Witness Rothschild's  volume  projections 

25  provide  the  most  accurate  projections of volume for the 
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experiment. Do you  see  that  language? 

A Yes, I do. 

Q Are  there  any  other  volume  projections? 

A Certainly  there  are  other  volume  projections  that 

people  may  have  made  on  their own. They  are  ones  that  you 

could  extrapolate  from  current  market  test  volumes.  There 

are  lots  of  volume  projections  depending  upon  who  you  ask. 

Q Well,  when  you  say  it  is  the  most  accurate -- or 
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they  are  the  most  accurate  projections,  that,  in  the  way I 

understand  English,  means  you  are  comparing  them  to  some 

other  projections.  What  other  projections  were  you 

comparing  them  to? 

A I think  in  this  instance,  since  the  title of this 

section  is  Market Test Volume,  that  the  implication-  here  is 

that  were  you  to  take  market  test  volumes  and  try  and  draw 

conclusions  about  volumes  for  the  experiment,  you  would  be 

more  accurate  to  use  the  projections  of  Witness  Rothschild. 

Q But  if I understand  the  sentence,  you  are  saying 

that  your  experience  bears  out  Rothschild's  projections  as 

the  most  accurate  projections,  and  the  experience,  the  only 

experience  you  have so far  is  the  market  test  volume,  isn't 

it? 

A That  is  correct. 

Q And  the  market  test  volume,  if I am reading  the 

biweekly  reports  correctly, is about 40,000 pieces so far, 
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roughly? 

A Roughly, yes. 

Q And  the  projections  that  Rothschild  made,  and 

which  were  adopted  by  Witness  Plunkett,  are  on  the  order  of 

295 million  for  the  first  year,  isn't  that  right? 

A Subject  to  check,  yes. 

Q So can  you  explain  to  me  why  that  experience,  the 

experience  of 40,000 dollars -- excuse  me, 40,000 in  volume 
so far  during  the  market  test  bears  out a projection  of 295 

million? 

A Well,  our  experience  thus  far  with  the  market  test 

has  shown  that,  because  of  problems  with  the  system  and 

because  people  are  unfamiliar  with  the  service,  and a lot  of 

the  volume  that  we  are  getting  is  no  more  than  test  volume, 

that -- well,  simply  put,  our  experience  shows  that  what  we 

are  seeing so far  is  not  representative  of  what  we  believe 

the  real  service  will  reflect. 
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Q Okay.  But  the  experience  doesn't  tell  you 

anything  one  way  or  another  about  whether  the  projections 

are  accurate  then,  does  it? 

A Our  experience is a combination  of  both  what  we 

see  in  the  statistics,  in  addition  to  our  conversations  with 

users,  our  learnings  from  the  Help Desk, what  people  are 

telling  us  about  what  they  are  doing  and  what  they are 

experiencing  with  the  service, so it  is  more  than  just a 
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statistical  analysis. 

Q Okay.  What  about  what  people  are  telling  you 

bears  out  Rothschild's  projections? 

A What  people  told  us  in  Witness  Rothschild's 

projections  in  the  market  studies  that  we  did  there  was  that 

they  would  have a certain  utility for the  service  at a 

certain  volume.  What  they  are  telling  us  in  the  market 

test,  our  experience  there,  is  that  they  are  telling  us  the 

same  things,  that  they  would  like io use  the  service,  that 

they  think  it  is a novel  and  compelling  idea,  but  that,  due 

to  system  problems,  they are unable  to  use  it  either 

satisfactorily  or  they  just  haven't  figured  out how they  are 

going  to  integrate  it  into  their  business  flow  yet. 

Q Have  you  done  anything  to  evaluate  the  comments 

that  you  have  been  getting  during  the  market  test  in a 

systematic  way? 

A We  are  currently  involved  in  doing  that,  yes. 

Q But  you  haven't  done  it  yet? 

A Not  in a - -  you  used  the  word  tasystematic.gt 
Q Well,  let  me  you  what I mean  by  that.  You  would 

agree  with  me  that  Witness  Rothschild  at  least  attempted  to 

collect..information  along -- of  the  same  nature,  that  is, 
comments  from.potentia1  users  in a manner  that  she  felt  were 

reliable  for  purposes  of  factoring  it  into  her  projections? 

If  you  don't  agree  with  it,  tell  me. 
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A No, it  is  not  that I don't  agree.  It  is -- there 
are  two  phases  to  Witness  Rothschild's  research.  The  first 

one  was a qualitative  phase  in  which  we  listened  extensively 

to  what  the  prospective  customers  were  saying,  and  the 

second  one  was,  of  course,  the  quantitative.  And,  yes, I 

would  certainly  say  that  the  latter  part  of  that  had  the 

characteristics  of  which  you  speak. 

In  analyzing  what  we  are  seeing  today,  what I have 

asked  be  done  is  that a categorization  be  made  of  customer 

comments so that  we  can  more  quantitatively,  rather  than 

qualitatively,  evaluate  the  comments  that  we  are  currently 

getting  both  at  the  Help  Desk  and  by  e-mail  messages,  that 

sort  of  thing. 

Q So would  it  be  fair  to  characterize  what  you  have 

been  testifying  here  that  the  comments  that  you  have  been 

getting  through  the  Help  Desk  and  otherwise  bear  out  the 

proposition  that  Mailing  Online,  at  least  as  it  is  supposed 

to  be,  would  be  an  attractive  product,  or  an  attractive 

service? 

A That  is  correct. 

Q Okay.  But  you  haven't  done  anything  in  collecting 

those  comments  to  determine  whether  they  support  any 

particular  volume  level  or  projection,  have  you? 

A That  is  correct. 

Q So other  than  this  qualitative  experience  that  you 
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2839 , 
have  and  the  actual  volumes  that  you  have  gotten  in  the 

market  test  to  date,  what  other  experience  do  you  have  that 

bears on the  reliability  of  Rothschild's  volume  projections? 

A The  knowledge  that  what  Witness  Rothschild  asked 

in  here  quantitative  research  reflected  the  true 

capabilities  that  we  believe  the  system  will  achieve  and 

reflected  thusly  in  the  answers  that  were  given  by  people 

that  were  asked  those  questions,  their  belief  of  what  the 

true  usage of the  system  with  thos'e  capabilities  would  be. 

Q Now  you  say  that  the  capabilities  that  the  system 

will  achieve. You are - -  I take  it  from  that  you  mean  what 
you  hope  it  will  achieve  once  the  new  version  of  the 

software  is  put  in  place  in  September or whenever  it  is  put 

in  place? . .  

A That  would  be a fair  assumption,  yes. 

Q So the  system  right  now  isn't  operating 

consistently  with  what  Witness  Rothschild  told  people  when 

she  was  soliciting  comments  during  her  market  research 

study? 

A That  is  true. 
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Q Now if I correctly  understood a message I received 

yesterday I believe  from  Mr.  Rubin,  although  it  may  have 

been  from  Mr.  Reiter -- I have  actually  forgotten  at  this 
point - -  the  additional -- there  have  been  additional 
advertising  expenses  over  and  above  those  reflected  on  the 

AP 6 report,  at  least  the  last AP 6 report  we  got,  to  the 

tune  of  approximately 2.3 million  additional  advertising 

dollars. 

Is that -- is  my  understanding  correct?. .. 

A That  there  is an unreported $2.3 million?  Yes. 

Q Okay,  and  that  is  in  addition  to  the  two,  roughly 

2.1  million, a little  less  than 2.1 million  that  was 

reflected  in  the AP 6 report? 

A That is correct. 

Q So we  are up to  about $4 .4  million  in  total 

advertising  and  marketing  expenditures  to  date? 

A Yes. 

ANN RILEY & ASSOCIATES, LTD. 
Court  Reporters 

1025 Connecticut  Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



, 2855 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q Mr. Garvey, I want  to  ask  you  what  things  were 

tracked  in  evaluating  the  effectiveness  of  the  advertising 

and  marketing  campaign.  One  is  you  did  track  customer 

registration. I think  you've  already  told  me  that. 

A The  number of registered  customers?  Yes. 

Q Yes.  And  you  also  tracked  the  usage  of  services 

by  the  customers  who  were  registered? 

A Yes,  and  that's  been  reported  in  the  reports  that 

we  filed. 

Q All  right.  And  you've  tracked - -  we  have  the 

volumes  and  the  revenues of First  Class  and  Standard A 

mailings  which  came  through  MOL;  correct? 

A Correct. 

Q And  you  also -- although I don't  know  that  we  have 
this,  maybe  we  do  and  I'm  unaware of it,  but  you  have 

tracked  the  volume  and  the  revenue  from  Priority  Mail  and 

Express  Mail  that  came  through  POL. 

, A  Yes. 

Q Okay.  And  you've  done  some  kind  of -- I don't 
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know  how  you  do  this,  but  you've  tracked  the  impact  of  the 

various  types  of  media  that  you  used  on, I guess,  all  of 

these  different  factors  that  we  just  went  over. 

A That  is  correct. 

Q Okay.  And  have  you  reached  any  conclusions  as a 

result  of  tracking  that  data  about  which  media  are  the  most 

effective? 

A Yes,  we  have. 

Q Could  you  tell  us  what  the  conclusions  are? 

A I'm  glad  that  you  asked.  Yes, I'll be  glad  to 

tell  you. 

Q I can  tell  you  were  eager  for  me  to  ask  that 

question,  which  means I probably  shouldn't  have  asked  it, 

but I did  anyway. 

A I was. No, it's  my  pleasure  to  say  that  direct 

mail  was  actually  the  most  effective  method  of  contacting 

and  getting  the  customers  to  come  the  site.  The  direct  mail 

drop  that  we  did  in  January  and  February  is  what  filled up 

our rolls. 

Q Okay.  And  what  about  other  media?  Were  the  other 

media  totally  ineffective, or was  there a range  of 

effectiveness  of  the  other  media  that  you  used? 

A I guess  that  would  be a subjective  measure of 

effectiveness,  but  in  terms  of  cost-effectiveness,  the  other 

methods  were  not  nearly  as  cost-effective as direct  mail  Web 
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banners,  which  are  the  two  methods  that  we  intend  to  go 

forward  with,  by  the  way,  during  the  experiment  and  beyond. 

Q Okay. So you've  already  made  that  decision  in 

terms  of  what  marketing  and  advertising  media  you'll  use 

going  forward. 

A At  this  advanced  stage  of  decision  making,  yes, 

that  would  be  the  sensible  choice  to  make,  we  think. 

Q And  just  out of curiosity,  where  do  you  get  your 

mailing  list  for  the  direct  mail  campaign? 

A I believe  that  we've  filed  that  information 

already  in  previous  responses. 

Q Well,  can  you  just  tell  me  quickly  where  it  is? 

What's  the  source  of  the  mailing  list? 

A There  were  two  sources  of  lists.  One  was  an 

internal  list  that  we  maintain  having  to  do  with  existing 

postal  customers,  and  the  other  was  rented  lists. 

Q Okay.  And I take  it  that  the  cost  of  the  rented 

list  is  part  of  the  advertising  and  marketing  costs  that 

have  been  reported. 

A Yes,  it  is. 

Q All  right.  Let  me  move  on  briefly  to  another 

subject,  which is the  printer  contract.  As I read  these 

reports,  you've  spent -- .I'm not  sure  that I brought  the 

24 right  report  with  me, so I can't  look  at  it  or  show  it  to 

25 you,  but  you've  spent  about 7 , 0 0 0 ,  a little  over $7,000 on 
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printer  costs  to  date?  Does  that -- is  that  consistent  with 

your  memory? 

A Subject  to  check, yes. I don't  know  the  exact 

number  either. 

Q And  the  contract  that  you've  entered  into  with  the 

printer  has a minimum of $325,000. 'That's how  much  the 

Postal  Service  pays  no  matter  what,  isn't  that  right? 

A That  is  correct;  yes. 

Q Okay.  And  is  it  also  correct'  that  the  contract 

term  is  up  sometime  in  the  August  area,  the  end of August? 

A The  term  was 13 months, so, yes, I think  it's 

August  or  September. 
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Q All  right.  Let's  just  leave  it  at  that. 

All  right,  let  me  ask  you  to  look  at  page 7 of 

your  testimony.  Now  in  the  full  paragraph  on  this  page, 

you're  among  other  things  discussing  your  concept of the 

market  for  Mailing  Online;  is  that  right? 

A That  is  correct. 

Q Okay.  And  you  say  that  it  consists of small 

business  owners,  many of whom  either  no  longer  use  or  never 

have  used  traditional  mail  preparation  services. 

A That  is  what I say;  yes. 

Q All  right.  Now  you  don't know actually -- you 

haven't  done  anything  in  the  market  test  to  determine  how 

many  of  the  market-test  users  have  never  used  traditional 

mail  preparation  services;  right? 

A Have  I'personally  done  anything? 

Q Has  the  Postal  Service  done  anything?  Have  they 

collected  data  from  the  current  users  during  the  market  test 

of  Mailing  Online  to  determine  whether  they  had  historically 

used  traditional  mail  preparation  services? 

A Not  that I know of. 
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Q All  right. So your  statement  here  is  really 

simply  your  estimate  that  this  is  the  way  it's  going  to 

happen;  right? 

A Well,  yes,  of  course  it's  my  testimony,  and I 

indicate  in  here  that  it's my view,  but  my  view  comes  from 

both a wealth  of  personal  experience  in  dealing  with  these 

folks  and  from  discussing  with  people  who  have  called  me  on 

the  phone  or  who  I've  talked  to  at  trade  shows  who  are 

involved  in  this  same  kind of business. 

Q And  you've  talked  to  among  other  people  Mr. 

Campanelli  and  Ms.  Wilcox. 

A That's  true,  among  others. 

Q Okay.  You I take  it  however  don't  dispute  the 

testimony of Witness  Schuh  and  Witness  Jurgena  that a 

substantial  portion of the  business  done  by  their  letter 

shops  is  comprised of people  who  are  doing  mailings  at  less 

than 5,000 pieces. 

A I can't  contest  their  testimony; no. 

Q And  you  would  also  agree  that  those  people  are - -  
or  those  customers of Mr.  Jurgena  and  Mr.  Schuh  are  at  least 

within  the  universe  of  potential  customers  for  Mailing 

Online as you've  defined  that  potential  customer  universe. 

A If  you use volume  as  the  only  measure  of 

qualification;  yes. 

Q Now it's  certainly  one  measure  of  qualification  as 
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Q Mr.  Garvey,  you  gave  some  testimony a little 

earlier  .about  the  use  in  your  direct  mail  campaign of an 

internal  Postal  Service  list  and I want  to  ask  you  what  the 

source is for  the  names  that  are  on  that  list. 

A I don't  know  precisely  what  the  source  is.  It is 

referred, I think  internally  the  list  is  referred  to  as  the 

DDD list. 

Q I'm  sorry,  the  what? 

A The DDD - -  
Q DDD - -  three Ds? 
A Yes. 

Q D o  you  know.  what  that  stands.  for? 

A I'm  sorry, I do  not,  but  it  is  customers,  as I 

understand  it,  that  have  requested  supplies  for  using  with 

Wiling labels  or  envelopes  or  Express  Mail  supplies,  things 

like  that,  as  well  as  customers  who  have  requested  other 

things  from  the  Postal  Service  in  the  way of marketing 

materials. 

I don't  know  precisely  that,  but  that  is  the  limit 

of my  understanding. 

Q Do you  know  what  the  size of that  list  is? 

A I'm sorry, I do  not. 

Q But  if I understand  what  you  are  saying,  it  is a 
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list  that is essentially  generated  as a result of customer 

inquiries  or  requests of some  sort  or  another? 

A That  is  my  understanding of it,  yes. 

Q And  the  customer  that  we  are  talking  about  here  is 

the  actual  ultimate  mailer? 

,. 
i 

8 

A Who we  would  like  to  be a mailer,  yes. 

Q Who  you  would  like  to  be a mailer. 

A Yes. 
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17 Q OCA transmitted  to  your  attorney a cross 

18 examination  exhibit.  There  are  actually  two  different 

19 versions  of  this  exhibit.  Are  you  aware  of  that,  Mr. 

20 Garvey? 

21 A Yes, I am. 

22 MS. DREIFUSS: Why  don’t I identify  the  exhibit 

23 before I begin  to  ask  questions  about  it. OCA has  labelled 

24 this  OCA-RT-1-XE1,  and  it  is  titled, “OCA Cross  Examination 

25 Exhibit  for  Witness  Garvey -- Estimation  ‘of  Postoffice 
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Online  Nationwide  Advertising  Budget  for Two Year 

Experimental  Period." 

BY  MS.  DREIFUSS: 

Q You  just  stated a moment  ago  you  have  seen  both 

version of that? 

A Yes I have. 

MS.  DREIFUSS:  For  the  convenience of anybody 

listening, I have  placed  copies of our  cross  examination 

exhibit  on  the  wooden  table  there  in  the  corner  and I have 

also  distributed  copies  to  all  the  Commissioners  prior  to 

the  commencement  of  the  hearing. 

It  would  probably  be  useful  to  identify  this 

exhibit  and  place  it  in  the  transcript  at  this  time  for  the 

convenience  of  readers  of  the  transcript. 

Would  that  be  acceptable,  Mr.  Presiding  Officer? 

COMMISSIONER  LeBLANC:  Any  objection,  Mr.  Hollies? 

MR. HOLLIES: I take  it  the  request  is  to 

transcribe a copy  of a cross  examination  exhibit  into  the 

transcript  but  not  to  admit  it  into  evidence,  is  that 

correct? 

COMMISSIONER  LeBLANC:  That  is  my  understanding. 

Is that  right,  Ms.  Dreifuss? 

MS.  DREIFUSS:  At  the  present  time  that  is  all I 

am  asking  is  just  for  the  moment,  just  to  transcribe  it. 

MR. HOLLIES: I have  no  objection  to 
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transcription. 

COMMISSIONER  LeBLANC:  Hearing no objection, so 

moved. 

MS. DREIFUSS:  With  your  permission I will  hand 

two  copies of it  to  the  Reporter. 

COMMISSIONER  LeBLANC: I was  just  going to say  we 

need  two  copies,  please, Ms. Dreifuss. 

[Cross  Examination  Exhibit 

OCA-RT-1-XE1  was  marked  for 

identification  and  transcribed  into 

the  record. I 
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Total  population of U.S.' 270,253,500 

5 Marketina  Areas involved in Mailing 
Online  Market  Test 

New  York  (Rand  McNally  Major  Trading 
Area)2 

Total New  England  County 
Metropolitan  Areas' 
(Encompasses  2  marketing  areas:  Boston 
and  Harfford) 

Philadelphia  (Rand  McNally  Major  Trading 
Area)' 

Tampa-St.  Petersburg-Orlando  (Rand 
McNally  Major  Trading  Area)s 

TOTAL  POPULATION 
MARKETING  AREAS 

Population  of  Statistical  Area 

26,950,500 

11,364,700 

9,203,000 

6,256,800 

53,775,000 

270.253,500/53,775,000 = 5.03  (rounds to 5) 

Estimate  of  national  advertising  budget  for  Postoffice  Online  over  2-year  experimental 
period: 

5 x $258.8246 per week x 104 weeks = $134,588,480 
Advertising  budget for one  year = $134,588,480/2 = $67,294,240 

' Rand  McNally  Commercial  Atlas 8 Marketing  Guide (1 999  ed.) at 40.  Based  on 
January 1 I 1998, population  estimates. . .  

' Id.  at  59.  (This is  an overestimate of the population  involved in the market  test  as it 
indudes Providence.  Warwick,  and  Pawtucket,  RI,  areas  not  participating in the market 
test.) 

' Id.  at  40.  (This is an overestimate of the  population  involved in the market test as it 
includes  Orlando, FL, an area  not  participating in the  market  test). 
' The total  advertising  expenditure  for  the  market  test to date for Postoffice Online is 
$4.4  million,  covering  a  period of 17 weeks.  This yields  a  weekly  average  expenditure  of 
$258.823.53  (rounds to $258,824). 

Id. 

Id.  at  40. 
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BY  MS.  DREIF'USS: 

Q I alluded  to  the  fact  that  there  were  two  versions 

Of this  cross  examination  exhibit. 

The  first  one  used a different  starting  point  for 

the  calculation  of  the  weekly  advertising  expenditures  for 

Postoffice  Online.  If  you  look  at  Footnote 6 of  this  cross 

examination  exhibit,  you  will  see  that  the  most  recent 

version  contains  the  statement  that,  "The  total  advertising 

expenditure  for  the  market  test  to  date  for  Postoffice 

Online  is $4.4 million,  covering a period  of 17 weeks." 

Do you  see  that? 

A Yes, I do. 

Q When  we  first  submitted  the  cross  examination 

exhibit  to  counsel.we  weren't  using a figure of $4.4 

million,  we  were  using a figure  of  approximately $2 million, 

a little  over $2 million.  Is  that  your  recollection? 

A Yes. 

Q And  we  stated  in  the  notice  attached  to  the  filing 

of  this  cross  examination  exhibit on March 29th that  counsel 

for  the  Postal  Service  contacted OCA on  March  19th  and 

informed us that  the  correct  figure  for  advertising  and 

marketing  costs  for  APs 2 through 6 is $4.4 million,  not  the 

little  over $2 million  that  was  initially  reported  in  the 

accounting  period,  data  reports  filed on March  19th -- 
MR. HOLLIES:  Objection  to  the  question  because  it 
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misstates  the  facts.  There  was  no  contact  on  March  19. 

There  was a contact on March  26. 

MS. DREIFUSS: I'm  sorry. I probably  had  too  many 

phrases  linked  together  for  that  to  be  accurate. 

BY MS.  DREIFUSS: 

Q The  Postal  Service  filed  accounting  period  data 

reports - -  in  fact,  revised  accounting  period  data  reports 

on  March  19th,  1999,  is  that  correct? 

A Yes. 

Q And  those  accounting  period  reports  at  that  time 

reported a little  over  $2  million  for  advertising  and 

marketing  costs,  is  that  correct? 

A Yes. 

Q Were  you  aware  that  counsel  for  the  Postal  Service 

contacted OCA on  the  afternoon  of  March  26th  and  informed  us 

that  the  correct  figure  was $4.4 million,  not a little  over 

$2 million? 

A I believe  that  my  understanding of the  contact  was 

that  they  disclosed  an  additional  amount  in  addition  to  what 

had  already  been  reported,  yes. 

Q You just  used  the  pronoun trthey*r -- who  is  the 
Ictheyfr  that  disclosed  that,  that  an  additional $2.4 

million - -  oh, I'm  sorry,  additional $2.3 million? 
A Counsel  for  the  Postal  Service, as you  indicated 

in  your  question. 
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Q Do you  know,  do  you  have  any  idea  what  gave  rise 

to  the  need  to  correct  the  figure  initially  reported? 

A Yes, I do,  and  as I indicated  in  my  remarks  to 

Chairman  Gleiman,  it  was a misunderstanding  on  the  part  of 

the  reporter  and  recorder  as  to  what  had  been  reported  as 

opposed  to  recorded. 

I think,  quite  simply  put,  the  misunderstanding 

was  that  there  was  some  thought  on  the  part  of  the  reporter 

that  Library  Reference 16 had  been  put  forth  in  the  nature 

of a report  as  opposed  to a reference  document,  and 

consequently  there  was  an  under-reporting  problem  because  of 

that  misunderstanding. 

CHAIRMAN  GLEIMAN: Ms. Dreifuss,  excuse  me.  In 

light o f  the..earlier  objection  about  the  facts  in  evidence, 

I just  want  to  make  clear  that  apparently  in  the  response 

that  you  just  received  that  there  is  an  error  in  the  facts. 

I think  that  the  witness  gave  that  information  to  Presiding 

Officer  LeBlanc  and  not  to  Chairman  Gleiman  in  response  to 

some  exchange  earlier  on. 

I don't  think I can  make  an  objection  from  the 

bench  to  an  answer, so I just  wanted  to  clarify  for  the 

record. 

MS. DREIFUSS:  If  it  were my mistake, I apologize. 

CHAIRMAN  GLEIMAN: No, it  was not your  mistake. I 

think  it  was  Witness  Garvey  and I can  understand  how  he  can 
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confuse  the  two  of  us. 

MS. DREIFUSS: I will  apologize  for  him  too,  then. 

THE  WITNESS: I regret  the  error. 

COMMISSIONER  LeBLANC: I have  been  compared  with a 

lot  better  and a lot  worse - -  just  joking. 
BY MS. DREIFUSS: 

Q Who  is  the  reporter of the  advertising  cost 

information? 

A I used  the  term  broadly.  There  are a 

variety  of  individuals  involved  in  the  reporting of it  but 

it  comes  out of our  Advertising  Department. 

Q Who  is  the  88recorder8t of the  advertising  cost 

information? 

A The  Price.Waterhouse  Coopers  individuals  who  are 

making  up  the  reports. 

Q Do you  know  what  form  the  report  from  the  reporter 

to  the  recorder  took? I think  this  is  almost  rhyming,  but 

was  it  in  written  form,  do  you  know? 

A At  what  point?  Well,  let  me  say I do  not  know. I 

assume  that  they  used a variety  of  methods  including 

writing,  electronic  and  telephone,  perhaps. 

Q Are  these  cost  figures  being  reported  to  you  at 

roughly  the  same  time  they  are  being  reported  to  the 

recorder? 

A Frankly, I get  my  information  from  the  reports 
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that  are  given  to  the  Commission.  It  seems  to  be a good 

method  of  my  finding  out  and,  as I mentioned,  the  ultimate 

responsibility  lies  on  the  Advertising  Department  to  keep 

track of these  things  and  periodically I will  look  at  them 

from  that  perspective  but  in  terms  of  getting  the 

infOrmatiOn  for  my  purposes  it  makes  sense  for  me  to  utilize 

the  Same  tools  that  the  Commission  does  to  look  at  the 

information. 

Q So you  are  not  essentially  being  copied  on  these 

reports,  that  when  the  information  is  sent  from  the 

advertising  officials  to  the  recorder,  you  are  not  being 

given a copy  of  that  information,  is  that  correct? 

A Not  as a matter of course,  no. 

Q Are  you  interested  in  obtaining  that  information 

on a regular  basis  or  you  don't  feel  you  need  it? 

A Well, I am  interested  in  knowing  the  information 

and,  as I mentioned,  it  makes  sense  to  me  to  see  it  in  the 

same  context  as  the  Commission  sees  it.  For  other  purposes 

I would  be  interested  in  seeing  it  presented  in  other  ways, 

in  other  contexts. 

Q When  you  first - -  did you have a chance  to  look 

at  the  little  over $2 million  advertising  cost  figure  that 

was  reported  in  the  March  19th  set  of  data  reports? 

Did  you  ever  have a chance  to  look  at  that  little 

over $2 million  figure - -  let  me  back  up  for a minute. 
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You  are  getting  your  information  on  advertising 

costs  primarily  from  the  accounting  period  data  reports,  is 

that  correct? 

A Yes,  that's  correct. 

Q Did  you  make  note  of  that $ 2  million  figure  at 

around  the  same  time  or  just  after  the  revised  accounting 

period  data  reports  were  provided  to  the  Commission  on  March 

19th? 

A I can't  say  that I made  note of it  at  that  moment 

in  time,  but,  yes, I was  aware  of  that  report. 

Q Did  that  figure  strike  you  as  an  accurate  one,  or 

you  really  just  didn't  have  any  sense  of  what  it  ought  to 

be? 

A Well, I know  what  the  ultimate  number  at  the  end 

of the  reporting  period  should  be  or  the  neighborhood  that 

it  should  be,  because of our  plans  on  advertising 

expenditures.  Due  to  the  fact  that  things  are  reported  as 

incurred  expenses  or  paid  expenses  or  something  like  that, 

as  we  discussed  at  the  technical  conference,  an  interim 

number  may  not  always  be -- it  may  not  always  stand  out  to 
me as being  incorrect  or  potentially a problem  because  it  is 

not at  the  end of the  period. 

Q So you  had a pretty good sense  'that $4.4 million 

would  be  about  right  for  the  advertising  costs  to  date,  is 

that  correct? 
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A No. What I said  was  that I would  have a Sense of, 

at  the  end of the  market  test,  what  the  nuniber,  our  total 

1 

2 

3 number  of  advertising or the  total  cost  of  advertising  that 

we  reported  should  be. 4 

5 Q Did  you  feel  that $4 .4  million  would  be  the 

6 

7 

correct  or  approximately  the  correct  final  figure  for 

advertising  costs? 

8 A For  the  final  report  of  the  market  test - -  

Q Yes. 9 

10 A -- you  mean  the  total  market  test  costs? 
11 Q Yes,  for  advertising. 

12 A I would  say  it  is  closer  to  my  expectation  than 

$2.2. 13 

14 Q Do you know how  Postal  Service  counsel  became 

15 aware  that  there  was  an  under-reporting  as  of AP 6 and  then 

16 decided  it  was  appropriate  to  contact  me  and  let  me  know  it 

17 was  really $4.4 million? Do you  understand  what  generated 

18 that  need  to  make a revision  to  the  advertising  cost  figure? 

19 A Well,  yes, I do,  as a matter  of  fact.  It  came 

about  as a discussion  of  this  issue  of  incurred  or  paid  or 20 

21 

22 

23 

24 

25 

how  it  was  that  we  were  accumulating  the  costs  that  we  were 

reporting  over a period  of  time  and an evaluation of I guess 

what  many  of us viewed  at  the  time as being  apples to 

oranges  at  that  time  disclosed  that  there  was a disconnect 

between  the  reporter  and  the  recorder  which  became  necessary 
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to remedy. 

Q Okay.  At  any  rate,  the  current  correct  figure 

cited  by OCA in  Footnote 6 would  be $4.4 million  for  the 

total  advertising  expenditure  for  the  market  test  to  date 

for  Postoffice  Online,  is  that  correct? 

A That's  correct,  yes. 

Q You  have  seen  that  footnote  that OCA divided  the 

$4.4 million  by  the 17 weeks  of  the  market  test  running  from 

AP 2 through  the  end  of  AP 6 - -  do  you  see  that? 

A Yes, I do. 

Q Does  the 17 weeks  seem  the  correct  number  of  weeks 

for  that  period  of  time? 

A Yes. 

Q That  yielded  an  average  advertising  cost  per  week 

of $258,824. That  is  in  the  next  to  the  last  line  of  the 

cross  examination  exhibit. Do you  see  that? 

A Yes. I do. 

Q Does  the  math  seem  correct? 

A Yes.  Subject  to  check. 

Q Thank  you. OCA multiplied  that  by a proportional 

figure  that  we  developed  further  up  in  the  cross  examination 

exhibit -. 

OCA started  with a total U.S. population of 

270,253,500 -- do you  see  that? 
A I do,  yes. 
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Q And it came  from,  according  to  our  cross 

examination  exhibit,  it  came  from  the  Rand  McNally 

Commercial  Atlas & Marketing  Guide, 1999 Edition,  at  page 

40.  Do you  see  that? 

A Yes, I do. 

Q Did  you  or  anybody  at  the  Postal  Service  check 

that  cite  to  see  if  we  had  reported  the  population  figure 

correctly? 

A No, I did  not  personally. 

Q Okay,  but  you  are  willing  to  accept  it,  subject to 

check? 

A Yes,  give  or  take a few  million. 

Q Okay.  Then  further  down  we  have  listed  the  five 

marketing  areas  involved  in  the  Mailing  Online  market  test. 

Do you  see  that? 

A Yes, I see  that. 

Q We  consider  New  York  one  of  the  five  marketing 

areas.  Is  New  York  one of the  five  marketing  areas  for 

Mailing  Online? 

A Yes,  it is. 

Q And  just  below  that,  we  have  combined'  two 

marketing  areas,  Boston  and  Hartford  into  the  total  New 

England  County  Metropolitan  Areas -- do  you  see  that? 
A Yes, I do see  that. 

Q And  it  is  true  that  Boston  and  Hartford  are  two 
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additional  marketing  areas  for  the  Mailing  Online  market 

test,  is  that  correct? 

A That  is  correct. 

Q And  below  that,  we  have  listed  Philadelphia as one 

of  the  marketing  areas,  do you see  that? 

A I do, yes. 

Q And  that  is  also  included  in  the  market  test. 

Finally  we  have  listed  Tampa-St.  Petersburg-Orlando  as a 

major - -  well,  this is Rand  McNally's  terminology - -  major 

trading  area. 

Is that  also  part  of  the  market  test? 

A The  Tampa  area  is,  yes. 

Q Oh, I see, so St.  Petersburg  and  Orlando  are  not 

actually  part  of  the  market  test,  is  that  correct? 

A Well,  it  is  what I k n o w  as  the  Sun  Coast  District 

and  it  is  Tampa  and  some  surrounding  areas. How they  relate 

to  St.  Petersburg  and  Orlando I don't  know,  but  it - -  

Q We  said  in  our  footnote  that  we  may  have 

overestimated  the  population  participating  in  the  market 

test.  Does  that  sound  right  to  you  that  we  may  have 

overestimated a bit? 

A Yes. 

Q And  similarly,  going  back  to  the  total  New  England 

County  Metropolitan  Area  figures,  that  figure of 11,364,700 

includes  Providence,  Warwick,  and  Pawtucket, mode Island 
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areas  and I will  ask  you  to  accept  that,  subject  to  check. 

DO you  know  if  Providence,  Warwick  and  Pawtucket, 

Rhode  Island  are  participating  in  the  market  test? 

A I do  not.  I'm sorry.  

Q So you  don't  know  whether  we  have  over-estimated 

or  not  in  that  market? 

A In  that  particular  area,  no, I do  not  know. 

Q The  five  marketing  areas,  the  population  of  these 

five  marketing  areas  was  obtained  from  the  Rand-McNally 

Commercial  Atlas  and  Marketing  Guide  that I mentioned a 

moment  ago,  and  we  summed  them  to a total  population 

participating  in  the  market  test  of 53,775,000. Do you  see 

that? 

A Yes, I do. 

Q Does  that  strike  you  as a fairly  good 

approximation  of  the  population  in  those  market  areas  that 

are  participating  in  the  market  test? 

A With  the  provision  that  there  has  been  some 

over-estimating  in  certain  areas,  yes. 

Q Okay. So it  might  be a slight  over-estimate  of 

the  participating  population? 

A That  is  correct. 

Q Just  below  our  line  for  total  population  marketing 

areas,  we  divided  the  total U.S. population  by  our  estimate 

of the  population  participating  in  the  market  test,  and  we 

1 
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got a figure  of  approximately 5 ,  do  you  see  that? 

A Yes, I do. 

Q To the  extent  that  we  have  over-estimated  the 

total  population  for  the  marketing  areas,  probably  that 

figure,  the  number 5 is a little  bit  too  small.  If  we  had 

used a smaller  number  in  the  denominator,  that  figure  would 

be a little  bit  larger  than 5, wouldn't  it? 

A Yes. 
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Q Okay.  Also,  in  determining  our  estimate  for  the 

total  advertising  budget  for  Mailing  Online  over  the  two 

year  experimental  period,  we  used 104 weeks  as a multiplier. 

That  would  be  right,  wouldn't  it,  there  would  be 104 weeks 

over a two  year  experimental  period,  wouldn't  there? 

A That is correct, yes. 

Q Okay. So, finally,  we  multiplied  these  three 

figures  together, 5 times a weekly  expenditure  times 104 

weeks,  and  we  got a total  advertising  estimate  for  the  two 

year  experiment  of 134,588,480, is  that  correct? 

A Yes,  that  is  what  it  says  here. 

Q Okay.  You  probably  don't  have  any  quibble  over 

the  use  of 104 weeks,  do  you? 

A Two years  would  equal 104 weeks,  yes. 

Q And I don't  think  you  have  any  quibble  over  our 

multiplier  of 5 ,  is  that  correct? 

A As a rough  number, no. 
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Q Okay. Do you  have  any  quibble  with  our  estimate 

that  you  will  be  spending  roughly $258,824 per  week  during 

the  experiment? 

A I would say that  to  use  that  number  would  be  very 

much  an  exercise  in  apples  and  oranges,  as I referred a 

moment  ago.  The  market  test,  as  we  have  indicated  very 

strongly  in  previous  responses,  was  designed  to do testing. 

The  expenditures  that  we  made  on  advertising  during  that 

time  were  excessive  in  that  same  sense  that  if  you  were 

trying  to  come  up  with a recipe  for a cake,  you  would  come 

up with  lots  of  cakes  that  you  would  end  up  throwing  out 

before  you  came  up  with  the  one  that  you  would  submit  for 

the  prize. 

With  the  advertising  that  we  have  done  during  the 

market  test  for  Mailing  Online,  we  have  discovered  that  some 

things  don't  work  as  well  as  we  might  have  predicted.  We 

have  discovered  that  other  things  are  too  expensive,  not as 

cost  effective  as  other  things.  And,  consequently, as  we 

have  discussed  in  prior  questions,  our  advertising  will  be 

much  different  during  the  experiment  and  this  number  will 

not -- you would  not  be  able to use  this  number  for  those 

reasons. 

As a matter of fact,  if  you  take'just  the  direct 

mail  and  web  banner  advertising  expenses  that  we  have 

incurred  during  this  test,  they  represent  less  than 20 
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percent  of  total  expenses. 

The  other  factor  that  is  important  to  keep  in  mind 

is  that as this  channel, as we  discussed  yesterday,  grows  in 

importance  in  communicating  and  relating to our  customers, a 

lot  of  activities  will  take  place  around  the  Postal  Service, 

where  you  will  see a URL on the  side  of a truck  as  it  goes 

down  the  street,  and  it  will  refer  you  to  usps.com.  That  is 

a form  of  corporate  advertising  that  will  benefit  the 

Postoffice  Online  and  will  reduce  our  need  to  do  targeted 

advertising  specific  to  the  Postoffice  Online. 

Q Let's  look  at  the $4.4  million  figure. I think 

that  is  probably  going  to  be  the  source  of  our  disagreement. 

When I divided  that  by 17 weeks,  that  is  how I got  the 

weekly  expenditure  of -- well, I will  round  it,  let's  say  we 

are  talking  about  roughly $260,000 per  week.  Probably  your 

major  disagreement  is  going  to  be  with  whether  the $4.4 

million,  and  all  that  was  incurred  to  generate  that  figure, 

whether  you  will  really  be  incurring  expenses  of  that  size 

during  the  experiment,  is  that  correct?  Or  is  that  too  long 

a question,  should I break  it  down a bit? 

A If I understand  your  question, I can  categorically 

say  that  our  expenses  during  the  experiment  will  not  be of 

this  size  in  relation  to  our  total  expenditures. 

Q You  won't  be  spending  roughly $260,000 per  week  on 

advertising,  you  don't  believe,  is  that  correct? 
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A We  don't  have a firm  plan  in  place,  but I would  be 

extremely  surprised  to  see  anyone  suggest  that  we  would 

spent  that  amount. 

Q Do you  think  you  might  spend  more  than  that  per 

week? 

A As I have  stated, I think  we  will  spend a fractionn 

of that. 

Q And  what  is  your  best  guess  about  what  the 

fraction  is? 

A Well,  as I mentioned,  the  two  forms  of  advertising 

that  we  intend  to  go  forward  with  represent  less  than 20 

percent  of  what  we  have  spent  during  the  market  test. So if 

you  were  to -- or if I were  to  hazard a guess,  less  than 20 

percent,  at most-20 'percent  would  be  what I could  -say  now. 

But  that  also  is  affected  by  the  fact  that I mentioned  the 

channel  advertising  for  Internet  in  general,  trying  to  get 

people  to  come  to  our  web  site,  will  migrate  throughout 

Postal  advertising,  you  will  start  to  see  that URL 

everywhere. 

Q You  mentioned a moment  ago  that  you  might  start 

painting  the URL for  Postoffice  Online  on  the  side  of a 

Postal  truck,  is  that  correct?  Did  you  say  that a moment 

ago? 

A Well,  there  is  another  large  shipping  company  that 

has  done  that,  that  seems  to  have  succeeded  well  with  it, so 
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I would  assume  that  we  might  try  it  as  well. 

Q If  you  were  to  do  that,  there  would b Ne some c 

associated  with  modifying  your  trucks  in  that  manner, 

wouldn't  there  be? 

A You  have  to  assume  that  painting  something  on a 

truck  is  going  to  cost  something,  yes.  Let  me  clarify  that 

I know  of  no  concrete  plans  to  do  that. I know  that  in 

discussions  about  broadening  the  channel  awareness of 

usps.com,  that  has  been  one  idea  that  has  been  discussed, 

but I use  that  as  an  example  of  how  it  will  become - -  it 
will  begin  to  penetrate  all  of  the  communications  that  we 

do. 

Q You  mentioned a moment  ago  that  you  experimented 

with  various f o m  of  -advertising  during  the  market  test, 

and  that  is  understandable.  It  certainly  makes  sense  to 

work  with a smaller  population  and  see  what  was  effective. 

And,  generally,  you  found  that  television  advertising  and 

ads  in  print  media  were  not'  terribly  effective,  wasn't  that 

your  testimony a little  while  ago? 

A They  were  not  as  effective as other  methods,  and 

they  were  definitely  not  as  cost  effective,  in  terms  of  the 
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response  rate, as other  methods. 

Q You  found  that  direct  mail  was a fairly  cost 

effective  tool,  didn't  you? 

A Absolutely, yes. 
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Q Is  it  possible  then  that,  over  the  course  of  the 

experiment,  you  might  do  more  direct  mail  advertising  even 

than  you  did  during  the  market  test?  That  is,  whatever - -  
let's  look  at  it  perhaps  as a percentage  of  the  total 

population  of  the  market  areas,  and  let's  just -- I will 
just  throw  out a figure.  Let's  say  you  were  sending  out 

direct  mailings  to 5 percent  of  the  total  population  of  the 

marketing  areas  that I have  listed  here.  It  is  possible 

that  you  might  send  out - -  you  might  try  to  mail  to an even 

greater  percentage  of  the  population  of  the  marketing  area 

during  the  experiment 

because  it  was a cost 

during  the  market  test - -  I'm  sorry, 

than  you  did  during  the  market  test, 

effective  tool,  isn't  that  correct? 

A I am  sorry,  can  you  restat 

Q Yeah,  that  was  very  long. 

e the  question,  please? 

I will  break  it  down. 

Let's  assume,  hypothetically,  that  you - -  and  this  is  purely 
a hypothetical. I certainly  don't  know  what  percentage  of 

the  population  you  sent  direct  mail  to.  Let  me  ask  you,  do 

you  know  what  percent  of  the  population  received  direct  mail 

during  the  market  test? 

A What  percent  of  the  population  of  the  market  test 

area? 

Q Yes. 

A No, I am  sorry, I don't. 

Q Okay. So neither  of us knows.  But  let's  say, 
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just  for  the  sake  of  this  conversation  that  it  was 5 percent 

of  the  total  population  of a marketing  area.  Can  you  accept 

that  as a hypothetical? 

A As a hypothetical,  certainly. 

Q Okay.  And  you  found  that  direct  marketing,  direct 

mail  marketing  was  an  effective  tool,  that  is  correct,  isn't 

it? 

A That  is  correct,  yes. 

Q So it  is  possible  that  you  might  send  out  direct 

mail  pieces  to 10 percent  of  the  population  during  the 

experiment,  as  opposed  to  the 5 percent  that  you  were  trying 

to  reach  during  the  market  test,  isn't  that a possibility? 

A Certainly, I could  conjecture  that  we  would  send 

out  pieces  to 10. I could  also  conjecture 20 or 30. When 

you  are  conjecturing  such  things,  it  is  open  territory. 

Q Do you know of any  absolute  limit  that  has  been 

imposed  on  Postoffice  Online  advertising  expenditures  over 

the  period  of  the  experiment? 

A I don't  personally  know  of a limit  that  was 

imposed,  but I know  that,  as I have  previously  stated,  the 

advertising  department  and  the  manager  of  that  department 

has  budget  allocation  responsibilities. I have  been  told 

that  the  advertising  budget  for  next  year  will,  in  fact,  be 

reduced,  as a matter of fact. So, no, I don't  know  that  any 

was  imposed,  but I assume  that  one  would  have  been  as  the 
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normal  course  of  business. 

Q Do you  know  if  there  is a budget  for Po 

Online  advertising  in  next  year's  budget? 

2927 

stOf f ice 

A There  is a Postal  Service  advertising  budget. I 

do not  know,  nor  do I believe  that  there  is a breakout 

amount  at  this  point  that  has  been  tagged  for  Postoffice 

On1  ine . 
Q So at  this  time  there  isn't  any  formal  and 

official  restriction  on  the  amount  of  advertising  that  may 

be  expended  in  advertising  Postoffice  Online,  is  that 

correct? 

A There  is  one  that  is  imposed  by  good  business 

sense,  but,  no,  there  is  no,  as  far  as I know,  policy 

decision  that  has  been  made  on  that. 

Q What  would  be  the  good  business  sense  or  judgment 

that  you  had  in  mind a moment  ago  when  you  used  that  phrase? 

A Well,  as  any  business, you don't  spend  more  on 

advertising  than  you  think  that  it  is  worth.  You  have  to 

judge  the  effectiveness  of  the  advertising  that  you  are 

doing  in  relation  to  the  cost  and  your  objectives  of  doing 

that  advertising. 

Q If  you  found  that  you  were  attracting  registrants 

to Postoffice  Online  at  about  the  same  rate  during  the 

experiment  that  were  attracted  during  the.market  test, do 

you  think  it  might  be  necessary  to  increase  your  advertising 
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expenditures  to  get  the  kind  of  usage  that  you  were  hoping 

for  when  you  first  introduced  the  Postoffice  Online  concept? 

A I can  only  give a qualitative  answer  to  that  and 

say  that I think  that  the  response  that  we've  gotten  from 

the  advertising  that  we've  done  has  been  quite  successful, 

in  my  eyes,  that  we've  gotten a lot  of  response  and 

awareness,  and as the  Internet  grows  in  importance  in 

people's  activities  and  daily  lives, I think  that  the 

Internet  itself  and  the  communications  on  that  channel 

alone,  which  are  independent  of  advertising  that  we  do,  will 

drive  more  people  to  learn  about  it.  And  as I mentioned, 

the  channel  thinking  that  the  Postal  Service  is  doing  around 

getting  people  to  come  to  the  USPS.com  site  will  increase 

that  even  more - -  increase  that  awareness  of  people's 

understanding of what  we're  doing  on  the  Internet. 

I'd  refer  back  here  to  some  remarks  that  were  made 

yesterday  about  the  Postoffice  Online  being  the  equivalent 

of a retail  unit. I think  that's a very  good  analogy,  and 

I'm  sorry  that  we  didn't  discuss  it  at  greater  length 

sooner. 

The  way  that  we've  thought  about  putting  together 

the  Poseoffice  Online  is  that  the  Postal  Service  has a 

corporate  presence on the  Internet  already,  and  people  come 

there  to  look  up  ZIP  codes  and  to do other  things  that  they 

would  normally do with  the  Postal  Service  maybe on the 
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for  ZIP  codes,  things  like  that. 

The  Postoffice  Online  was  designed  to  present  them 

with  an  opportunity  to  do  transactions,  and  as  people's 

awareness  of  the  Postal  Service  on  the  Internet  as a whole 

grows,  they'll  come  to  the  main  site  looking  for  someplace 

to  conduct  those  transactions,  and  we  will  simply  become a 

place  within  USPS.com  where  people  go  when  they  want  to  buy 

stamps  or  send  mail  or  mail a package. So the  advertising 

specific  to  Mailing  Online  in  my  eyes  will  reduce  or  will 

shrink  as  the  channel  awareness  and  the  general  encompassing 

of  Internet  awareness  in  Postal  Service  advertising  in 

general  grows. 

Q Do you  know  what  the  time  horizon  would  be  for 

that  shrinkage  that  you've  just  described? 

A Well, I know  that  the  group  that  I'm  now  part  of, 

which  is  the  Internet  Business  Group,  has a manager  for 

integration  of  our  existing  activities  on  the  Internet  as 

well  as  new  activities  such  as  Postoffice  Online.  Our  group 

and  that  manager  are  working  actively  today  to  accomplish 

that,  and I would  assume  that  in  the  next  fiscal  year  that 

you  will  see  that  awareness  that I'm talking  about  come 

about,  and  that's  when  the  shrinkage  will  occur. 
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Q Could  you  turn  to  page 6, please? 

A All  right. 

Q At  the  bottom  of  page 6 ,  lines 21 and 22, you  say 

that  Mailing  Online  targets a more  narrow  and  currently 

ill-served  group  of  customers. 

Generally,  the  Postal  Service  wants  to  serve  the 

- -  what's  called  the  SOHO  market,  is  that  correct,  with 

Mailing  Online? 

A That's  part  of  the  market  for  Mailing  Online,  yes. 

Q What  would  the  rest  of  the  market  be  if  that's 

only  part? 

A Well,  SOHO  defines a specific - -  as I think of it, 

a specific  demographic  group  of  small  office  and  home  office 

users.  There  is  another  segment  in  our  thinking  that's  the 

small  business.  That's  not  necessarily  small  office  or  home 

office,  but  is  rather a small  business. 

Q Do you  have  any  estimates of how  many  pieces  per 

mailing a SOHO  customer  is  likely  to  generate? 

A How  many  pieces  of  mail  in  an  individual  mailing 

or - -  
Q Let's  start  with  that,  in a single  mailing. 

A This  is a complex  question  and  it  would  require 

that  you  specify  more  clearly  what  kind of mailing  you're 

talking  about.  We  have  attempted  in  some of our  inquires  to 
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our  customers,  some  of  the  research  that  we're  doing,  to  get 

a handle  on  what  kind  of  mailings  they  might  use  Mailing 

Online  for  in  the  context  of  what  they  do.  But I can't 

think -- I don't  believe I can  give a specific  answer  to 
your  question  about  what a - -  the  size  of a mailing  that a 
typical SOH0 would  do.  That  doesn't -- there's  not  an 
answer  to  that  question. 

Q During  the  market  test,  do  you  think  you're 

getting  mailings  of  roughly  the  number  of  pieces  per  mailing 

that  you  anticipated  before  you  launched  the  market  test? 

A No, I don't,  and I think  that  anyone  objectively 

analyzing  it  would  not  find so, either.  We  found  that  there 

are  an  awful  lot  of  people - -  and  this  is  what  we  saw  in  the 
previous  test,  too - -  there  are  an  awful  lot of people  who 

are  just  testing  the  water, so to  speak,  sticking  their  toe 

into  the  water,  mailing  one  piece  or  six  or  eight  pieces. 

We  subsequently  see  some  of  these  same  folks 

coming  back  and  mailing  larger  quantities,  and I would  say 

that  if  you  could  somehow  separate  those  toe-in-the-water 

type  mailings  from  the  latter  category,  that  you  would  find 

the  latter  might  represent  something  that  you  can  analyze as 

being a relative  volume. 

Q How  about  the  very  largest  mailings  you've  had so 

far,  the  largest  number of pieces  per  mailing  that  you've 

seen so far  during  the  market  test. Is that  the  level  that 
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was  anticipated  prior  to  the  commencement  of  the  market 

test? 

A The  system  today  has a limit,  as  you  know, a 

technical  limit,  because  it's  still  running  basically  as  an 

enhanced  prototype  system. So we've  restricted  the  users 

and  the  number  of  pieces  that  they  can  mail,  and I - -  I 
would  say  that  the  upper  bounds  of  what  we've  seen so far 

perhaps  don't  represent  the  upper  bounds  of  what  we  will 

eventually  see,  and  it's  hard  to  analyze  the  eventual 

numbers,  what  we  think  will  happen  in  the  experiment  in 

light  of  what  we  have  today. 

Q So you  are - -  at  the.current  time  in  the  current 
version of the  Mailing  Online  software  that  you're  using 

now,  you  are  restricting  the  number of pieces  per  mailing; 

is  that  correct? 

A Yes.  Uh-huh. 

Q What  is  the  highest  number  of  pieces  per  mailing 

that  you  will  permit? 

A I think  it's  been  previously  put  into  the  record 

that  it's 5,000. 

Q Are  you  under  the  impression  that  you've  had - -  
that  there've  been  attempts  to  mail  more  than 5,000 pieces 

in a single  mailing  and  those  efforts  have  had  to  be 

refused? 

A Not  personally  aware of that,  no. 
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Q Do you  know  if  you've  had  any  mailings  that  have 

reached  the  5,000-piece  limit? 

A Yes. 

Q Do you  have  any  idea  what  percentage of the  number 

of  mailings  that  would  be  that  have  approached  that  high 

level? 

A Not off the  top  of  my  head,  but  if  you  go  through 

the  reports,  you'll  find  mailings  identified  and  you  can do 

the  analysis  yourself. 

Q You  said  that  you  knew  that - -  whether  or  not 

there  had  been  attempts to mail 5,000 pieces  or  more,  that 

you  knew  of  such  attempts? 

A I believe  that I said I was  not  aware of such 

attempts,  not  personally  aware. 

Q Do you  have  any  idea  what  the  average  usage - -  the 
average  number  of  pieces  per  year,  per  user  was  assumed by 

the  Postal  Service  prior  to  the  commencement  of  the  market 

test? So in  other  words,  that  would  be  the  total  pieces  per 

year,  per  user. 

MR. HOLLIES:  Objection  to  the form of  the 

question.  There's  been  no  establishment  by  counsel  that 

there  was  any  such  assumption  ever  made. 

MS. DREIFUSS: I can establish  that,  Commissioner 

LeBlanc. 

COMMISSIONER  LeBLANC: I think  you'd  better, Ms. 
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MS.  DREIF'USS:  Certainly. 

. BY  MS.  DREIFUSS: 

Q Have  you  had a chance  to  review  Witness 

Rothschild's  testimony  and  Library  Reference  at  some  point 

in  the  past -- 
A It's  been a while.  Yes. 

Q -- several  months? 
For  your  convenience  and  the  convenience of the 

Commissioners  and  your  counsel, I do  have  some - -  a couple 

of  pages  that  I've  copied  out of Witness  Rothschild's 

Library  Reference - -  this  is LR-2, attached  to  her  testimony 
-- and  some  figures  that  I've  worked  up.  If  you  don't  have 
any  objection,  Mr.  Presiding  Officer,  I'll  hand  thdse  copies 

out  now. 

COMMISSIONER  LeBLANC:  That  will  be  fine.  Make 

sure  that  you  give  Postal  Service  counsel  as  well. 

MS.  DREIFUSS:  Certainly. 

COMMISSIONER  LeBLANC:  Will  we  need a short  break 

for  them  to  glance  at  it,  Ms.  Dreifus? 

MS.  DREIFUSS:  If  you  want  to  give  Mr.  Garvey a 

minute  or  two, I don't  see -- 
COMMISSIONER  LeBLANC: I think  we  better  make  sure 

we  have  everybody on the  same  sheet  of  music -- Mr.  Hollies 
and  Mr.  Rubin  and  Mr.  Garvey. 
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MR. HOLLIES:  In  light  of  the  fact  this  consists 

of three  pages  with  some  fairly  detailed  numbers, it's a 

little  difficult  to  imagine  being  able  to  absorb  this  at  one 

glance. 

COMMISSIONER  LeBLANC:  Ms.  Dreifus, I do  not  want 

to  make or unmake  your  case  for  you,  but  to  what  detail  will 

you  be  getting  into  the  pages? 

MS.  DREIFUSS: I could  ask  these  questions  subject 

to  check.  That  would  be a possibility  if  Postal  Service 

counsel  feels  that  it's a little  too  complicated  to  deal 

with  at  this  time. 

COMMISSIONER  LeBLANC:  Would  you  rather  do  that  or 

we  can  take a five-minute  break  here  and  allow  all  parties 

to take a look-at it? .~ 

MS.  DREIFUSS: A five-minute  break I think  would 

be  enough  time. 

COMMISSIONER  LeBLANC:  Mr.  Hollies,  would  that  be 

all  right  with  you,  then? 

MR. HOLLIES:  We'll  give  five  minutes a try and 

see  where  we  stand. 

COMMISSIONER  LeBLANC:  Just  glance  at  it. If 

there's a problem,  we'll do whatever  we  have  to. 

MS.  DREIFUSS: Thank you. 

COMMISSIONER  LeBLANC:  We'll be off  the  record  for 

five  minutes. 
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[Recess. ] 

COMMISSIONER  LeBLANC:  Back  on  the  record. Ms. 

Dreifuss. 

BY MS. DREIFUSS: 

Q Two of  the  sheets  that  we  have  handed  you  come 

from  Library  Reference 2 attached  to  Witness  Rothschild's 

testimony.  Those  would  be  Tables  15  and  19(b).  And I think 

you  have  had a moment  to  look  those  over,  haven't  you? 

A Yes. 

Q Then  we  have  also  provided a third  sheet  of  paper 

on  which  we  have  calculated  the  average  number  of  pieces  per 

user  per  year.  That  would  be  the  third  line  of  figures. Do 

you  see  those? 

A Yes, I see  that. 

Q The  total  annual  volume  figures  across  the  top 

line,  which  we  have  labeled  Mail  Volume,  come  from  Table 15 

of Library  Reference  2. Do you  see  that  they  come  from 

there? 

A Yes, I see  that. 

Q And  the  number  of  users  that  we  have  been  using  to 

divide  the  total  pieces  per  year  by  comes  from  Table  19(b). 

Do you  see  that? 

A Yes, I see  that. 

Q And  in  making  this  division, we have  calculated 

that  the  average  number  of  pieces  per  user  per  year  will  be 
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a little  over 49,000 pieces. Do you  see  that  calculation? 

Well,  you  don't  see  the  calculation. Do you  see  the  results 

of  that  calculation? 

A That  would  be  the  average  per  user  line,  yes. 

Q Now,  getting  back  to  your  testimony,  you  talk  at 

page 7 about  at  least  part  of  the  market  for  Mailing  Online 

will  be,  for  example,  at  line 7, small  business  owners.  Are 

small  business  owners a large  part  of  the  Mailing  Online 

market ? 

A We  expect  them  to  be,  yes. 

Q Would  you  think  that  they  would  be  generating a 

little  over 49,000 pieces  per  year? 

MR.  HOLLIES:  Objection,  lack  of  foundation  to  the 

question.  Counsel  has  just  indicated  that  some  unknown 

person  using  some  unknown  method  has  engaged  in  calculating, 

and  that  calculation  assumes  the  comparability  of  numbers on 

line 1, that  is  the  MOL  volume  line,  with  the  users  on  line 

2. As a simple  example,  Witness  Rothschild's  projections 

are  based  on a full-up  environment,  that is, one  where 25 

printers  are  in  place,  and  it  is  on  that  basis  she  makes  her 

projections.  And  these  numbers  here  do  not  appear 

comparable. 

So if  we  have a foundation  established  for  what 

has  been  done, I think  we  will  have a proper  line of 

questioning,  but  at  this  time  that  foundation  has  not  been 
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established. 

COMMISSIONER  LeBLANC: Ms. Dreifuss,  do  you  care 

to -- 
MR. HOLLIES:  Adopters,  for  example,  are  not  equal 

to  users. 

COMMISSIONER  LeBLANC: Ms. Dreifuss,  if  you  want 

the  question  in, I am  afraid  you  are  going  to  have to 

rephrase  it  or  build  the  foundation.  Use a hypothetical, 

you  can  do  it  subject  to  check,  if  they  will  allow  it,  that 

is  up  to  you. 

MS. DREIFUSS:  We  do  know  that  Witness  Stirewalt, 

earlier  in  the  proceeding,  used  these  figures  of  Witness 

Rothschild.  We  find  them  at  Attachment 1 to  the  Stirewalt 

testimony.  He  seems  to  be  using  the  same  user  figures  that 

we  took  out of Witness  Rothschild's  Library  Reference 2, 

and,  in  fact,  he  cites  to  that  Library  Reference  and  the 

table  that  we  are  using. 

Now, Witness  Stirewalt also had  determined a 

number  of  addresses  per  mailing  list,  which I think  he  uses 

as  proxy  for  the  number  of  pieces  per  mailing. So we  see 

that  other  Postal  Service  witnesses  have  been  using  these 

figures,  and I think  it  is  legitimate  to  make a comparison 

to  market  test  users. 

COMMISSIONER  LeBLANC:  Can  you  give  us a cite  as 

to where you are  talking  about  in  there? 
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MS.  DREIFUSS:  Yes, I am  citing  to  Attachment 1 to 

Witness  StireWalt's  testimony.  And I am  willing  to  let  the 

Postal  Service  have a look  at  this  if  they  would  like  to  do 

so. 

COMMISSIONER  LeBLANC:  For  clarification  of  the 

record  again,  please  let  them  take a look  at  it. 

Have  you  had a chance,  Mr.  Garvey,  to  review  that 

table  at  all?  Are  you  familiar  with  Witness  StireWalt's 

testimony? 

THE WITNESS: I am  sure  that I have  seen  it, I 

have  not  reviewed  it  in  recent  memory. 

COMMISSIONER  LeBLANC:  Would  you  be  in a position 

to  comment  on  it?  Because  as I understand  your  comment,  Ms. 

Dreifuss,  that  is  what  you  are  asking  him  to  do,  is  to  have 

some  verification  of  these  numbers.  Now,  if  he  is  not  in a 

position  to  verify  the  numbers  and/or  where  they  have  come 

from,  any  more  than  to  say  he  has  seen  the  actual  numbers 

themselves,  then  at  this  point  we  may  not  have  the 

foundation. 

MS.  DREIFUSS:  The  problem  is  we  see a 

contradiction  in  Witness  Garvey's  statements  about  the  type 

of  customer  that  they  are  targeting  for  Mailing  Online  and 

the  type  of  volume  estimates  that  Witness  Rothschild 

generated  in  her  turn. And, in  fact, as we  know,  Witness 

Garvey  actually  states  with  favor  Witness  Rothschildls 
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estimates  we 

there  is - -  
there  may  be a contradiction  between  her  estimates. 

COMMISSIONER  LeBLANC:  The  contradiction  is 

between  the  estimates  or  the  actual -- 
MS.  DREIF'USS:  Well,  the  way  her - -  a natural 

extension  of  her  estimates.  If  we  start  with  the  total 

volume  figure,  for  example,  for  year 1 that  we  have 

presented  here,  that  is a total  volume  figure  that  she 

estimated,  and  we  divide  that  by  the  number  of  users,  again, 

that  she  has  estimated,  we  get  an  average  number  of  pieces 

per  year  that  we  feel - -  and I am  sorry,  let  me  take  that 

further,  eventually  that  would  give  rise  to  the 812 million 

piece  figure  that  Mr.  Garvey  cites  at  page 6, line 15 of his 

testimony.  And  we  believe  that  that  is  inconsistent  with 

his  statements  about  the  target  market  for  Mailing  Online. 

COMMISSIONER  LeBLANC: So your  concern  is  that  his 

derivation,  if  you  will,  where  he  gets  these  numbers  from, 

is  actually  wrong  in  itself? 

MS.  DREIF'USS:  Well,  we  are  just  confused  about 

which  market  is  being  targeted.  Is  it a market  that  is 

going  td -- or a customer  who  is  part  of a market,  and  that 

customer  likely  to  be  generating  almost 5 0 , 0 0 0  pieces  per 

year,  or  is  it  really  the  kind  of  small  volume,  small 

office,  home  office  user  that  he  cites  in  his  testimony. 
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MR. HOLLIES:  Mr.  Presiding  Officer,  the  questions 

appear  to  be  focused  on  an  argument  about  what OCA perceives 

to  be  an  inconsistency  in  approaches.  That  is  something 

that  can  be  argued  on  brief.  If,  however,  there  are 

questions  specific  to  what  Mr.  Garvey  has  said,  or  even  what 

Mr.  Garvey  has  relied  upon  by  way  of  Witness  Rothschild's 

information,  that  would  be  fair  game. 

COMMISSIONER  LeBLANC:  Thank  you. 

BY  MS.  DREIFUSS: 

Q When  you  talked  about - -  let  me  go  to  page 7 of 

your  testimony. 

COMMISSIONER  LeBLANC:  Wait,  Ms.  Dreifuss.  Make 

sure I am  with  you  here. So, are  you  going  to  try  to  repeat 

this,  is  that  where we are  then,  at  this  particular  case? 

MS.  DREIFUSS:  Well,  maybe I will  take a different 

tack. I will  ask  him  instead  what  it  is  he  means  in  his 

testimony,  and  then I will  compare  it  to  the  estimates  that 

Witness  Rothschild  has  made. 

COMMISSIONER  LeBLANC: I have no problems  with 

that. 

BY MS. DREIFUSS: 

Q Mr.  Garvey,  let's  turn  back  to  page 7 for a 

moment.  And I will  just  read  three  phrases  from  this  page 

to you.  The  first  one I find  at  line 7, you  talk  about 

small  business  owners,  at  line 9, you  says  their  volumes  are 
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quite  low.  Further  down  on  page 14, again,  the  first - -  the 
sentence  that  begins  in  the  middle  of  that  line,  even  at 

lower  volumes.  You  seem  to  be  suggesting  in  your  testimony 

that  you  are  targeting  small  business  owners,  low  volume 

mailers.  And  let  me  ask  you,  is  that  the  market  that  you 

are  targeting  for  Mailing  Online? 

A . I think I have  answered  that  question  many  times 

already  and,  as  is  apparent  in  what  we  are  doing,  that  is 

what  we  believe  will  be  the  largest.poo1  of  users of Mailing 

Online  service,  yes. 

Q Let  me  ask  you  to  give  just a ballpark  range of 

how  many  pieces  either  per  mailing  or  per  year  you  would 

expect a small  business  owner  to  generate? 

A Well,  let  me  use a very  practical  example. 

Witness  Wilcox,  the  cafe  owner  who  sends  out a newsletter, 
. .  

16 is  sending  out  in  the  range I believe  of 1500 newsletters a 

17 month.  If  you  add  that  up  over  the  period  of a year,  you 

18 get - -  you  can  do  the  math,  but  in  the  neighborhood  of 
19 20,000 and  that  is a practical  example. 

20 Now  other  small  businesses  will do other  amounts I 

21 am  certain  and I would  personally  hope  that  they  would  find 

22 the  use  of  the  mail so compelling  that  their  mailings  would 

23 exceed 1500 pieces a month. 

24 Q Are  you  targeting  at  all  or  will  you  target  with 

25 your  advertising  efforts  businesses  likely  to  generate 
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almost 50,000 pieces  per  year? 

A I think  we  will  target  businesses  that  have a 

practical  use  for  Mailing  Online  service.  We  have 

identified  small  businesses,  small  offices,  and  home  office 

users  as  being  candidates  who  will  have  many  more  uses  for 

small  quantity  mailings  than  large  businesses,  we  think. 

Your  question I believe  is  will  we  be  targeting 

people - -  or  customers  who  would  be  mailing 49,000 pieces a 

year?  If  they  have  that  quantity  in  small  volume  mailings, 

yes,  we  will  be  targeting  them,  and I think  in  relative 

terms 49,000 pieces a year  is  not a large  quantity. 

Q So in  your  opinion a business  that  mails 49,000 

pieces  per  year  should  be  considered a small  business  owner 

or a low  volume  mailer. Is that  your  position? 
- . -_ 

A I think  that  there  might  be  'a  correlation  between 

the  number of pieces  mailed  by a business  and  the  size  of 

their  business,  but  it  is  not  necessarily - -  one  doesn't 
cause  the  other.  We  are  getting  into  yesterday's  discussion 

again,  but a very  large  business  that  has  no  use  for  mail 

will  not  be a mailer  at  all. A very  small  business  whose 

business  depends  on  mail  will  be a very  large  mailer, so 

there  is no direct  correlation  between  the  size  of  the 

business  and  the  number of pieces. 

Q You  mentioned a little  earlier  this  afternoon  that 

right  now  the  current  version  of  Mailing  Online  software 
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1 can' t handle  more  than 5,000 pieces  at  one  time.  Thai's 

2 true -- you  did  say  that  earlier,  right? 
3 A I said  that  is  the  limit  we  placed  because of our 

4 technical  concerns,  yes. 

5 Q Will  that  continue  to  be a limit  throughout  the 

6 experiment? 

7 A No, we  don't  expect  that  to  be so at  all. 

8 Q Will  there  be  any  limit on the  number of pieces 
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per  mailing  during  the  experiment?. 

A I can't  say  absolutely  what  we  would  not  place a 

limit.  We  don't  know  the  technical  limits of the  system 

that  will  be  in  place  for  the  experiment because.we haven't 

seen  it yet. 

I would  hope  that  we  wouldn't  have  to  place a 

limit  but  if  we  have  to  for  technical  reasons,  we  will. 

Q Focusing  on  line 9, your  statement  on  line 9, page 

7, there  volumes  are  quite  low - -  what  numbers  did  you  have 

in  mind  when  you  made  that  statement? 

A I don't  believe I had  any  specific  numbers  in  mind 

but  the  context of my  statement  here  in  the  testimony  has  to 

do with  the  effects  on  competition,  and I think  relative  to 

those  organizations  that  would  be  concerned  about  the 

competitive  impact of Mailing  Online,  the  relative  volumes 

that  are  going  to  be  mailed  by  these  customers  talked  about 

here are  quite  low. 
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Q So your  position  is  that  competition  shouldn't  be 

too  seriously  affected  if  you  attract  businesses  that  mail 

low  volumes,  is  that  true? 

A In  the  context  of  what  Mailing  Online  is  capable 

of  doing,  in  association  with  the  low  volume,  yes. 

Q Do you  feel  that  businesses  that  mail  high  volumes 

if  you  were  to  attract a great  deal  of  that  business,  that 

that  could  harm  competition? 

A I haven't  given  that  question a lot  of  thought  but 

I think  that  the  other  ameliorating  factors  afjout  Mailing 

Online,  it's  lack  of  sophistication  that I have  mentioned  in 

prior  testimony,  its  flat  rate  pricing  which  is  an  economic 

disincentive  to  large  mailings  and  its  lack  of  flexibility 

in  volume  pricing  or  anything  like  that  would  lead  me  to 

believe  that  the  competitive  threat  posed  to  large  volume 

mail  service  providers  would  be  minimal. 

Q And  it  is  minimal  because  you  don't  expect  very 

much  of  the  high  volume  mailings,  is  that  right? 

A That's  true,  we  don't  expect  high  volume  mailings. 

Yes. 

Q And 49,000 pieces  per  year - -  what  quality  range 
are  we  talking  about,  small,  medium or large  business? 

A Can  you  restate  that  question? 

Q Well,  if a business  were  to  mail  roughly 49,000 

pieces  per  year,  would  you  consider  it a small  business, a 
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medium  sized  business  or a large  business? 

MR. HOLLIES:  Objection.  That  question  has  been 

asked  and  answered. 

. MS.  DREIFUSS: I disagree,  Mr.  Presiding  Officer. 

I asked  about  small. I don't  think I had  ever  asked 

previously  about  medium  and  large. I hadn't  given  him  those 

choices  before. 

I would  like  him  to  think  about  it  again  with 

'those  three  terms  in  mind  and  not  just  the  term 

MR. HOLLIES: A previous  round  of  questions 

elicited  responses  from  the  witnesses  indicating  that 

business  size  correlates  but  not  perfectly  with  mail  volume. 

This  is  another  form of that  same  question. 

COMMISSIONER  LeBLANC:  With  all  due  respect,  Mr. 

Hollies, I am  going  to  let  him  answer  it  as  best  he  can  to 

complete  the  record. I understand  what  you  are  saying,  but 

it  is  not  specifically  the  same.  You  just  address  it  any 

way  you  feel  comfortable  with,  Mr.  Garvey,  and  then  we  will 

move on. 

THE  WITNESS:  My  answer  is  essentially  the  same  as 

it  was  previously  and  that  is  that I can  draw no direct 

correlation  between  the  volume  of a mailing  and  the  size of 

a business. 

BY MS.  DREIFUSS: 

Q How  about  let's  tag  an  adjective  onto  the  mailing 
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then - -  I'm  sorry,  to a volume  per  year. 
IS 49,000 pieces a small volume  per  year,  medium 

volume  per  year  or  large  volume  per  year? 

e 

a 

A In  Postal  Service  terms  our  customer  service  reps 

and  marketing  representatives, 49,000 wouldn't  even  touch 

their  radar. 

Q Meaning? 

A Meaning  that  to  them  is a very small mailer. 
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There  was  testimony  from  Mr.  Lim  under  examination 

by  Ms.  Dreifuss  about a contract  with  the  Cordant - -  I'm  not 
sure  I'm  spelling  that  right,  but  itls  spelled C-o-r-d-a-n-t 

- -  Company.  Are  you  familiar  with  that? 
A Yes. 

Q That  was a contract  for  roughly $760,000 for  Net 

.Post design;  is  that  right? Do you  remember  that? 

A Yes. 

Q Do I have  the  numbers  right  and  the  purpose  right? 

A Yes. 

Q $760,000 Net  Post  design. 

A Yes. 

Q Okay.  And  you  paid  Cordant  that  money, I assume. 

A I didn't  personally,  but  the  Postal  Service  did, 

yes. 

Q Okay.  And  what  was  delivered  in  terms  of  this 

continuum  of  development  that  we've  just  worked  through? 

What  was  delivered  to  the  Postal  Service  for  the $760,000 

paid  to  Cordant? Is that  the  operations  test? 

A The  contract.  awarded  to  Cordant  precedes  the  Post 

Office  Online  inception.  It  was  awarded  to  them  to  develop 

a Net  Post  program,  the  specifications  of  which  have  been 

filed  and  are  part  of  the  record,  that  approximated  what 

Mailing  Online  does as  an  application.  They  were  involved 

in  the  development  of a prototype  version  of  that  software 
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at  the  time  that  Post  Office  Online  was  conceived,  and  the 

prototype  version of that  software  became,  through 

modifications,  the  initial  prototype  version  of  Mailing 

On1  ine . 
Cordant,  by  the  way,  was  bought  by a company  named 

Tracorp,  which  was  bought  by a company  named  Marconi. So 

missions  today  of  the  company  Marconi,  which  is  today  doing 

the  system  development  via  subcontract  with  Compaq,  is,  in 

fact,  being  done  by  many  of  the  same  team  members  that 

worked  for  Cordant, 

Q That's  helpful  to  finally  get  that  lineage.  It's 

almost  Biblical.  But  it's  good  to  know  how  they  all  hook 

together. 

So you  spend  the 760 for  Cordant  and  you've  got ... - 

the  operations  test,  and  let  me  make  sure I understand  this. 

Also the  beginnings  of  the  market  test, or did 2.0 require 

additional  expenditures? I thought I heard  you  say  the 1.0 

was  basically a Cordant  product;  is  that  right? 

A Yes,  that  is  correct. 

Q Okay.  Now  we  need to get  to 2.0. What  more - -  

how  bad  are  you  going  to  pick  my  pocket  this  time?  How  much 

does  that  cost? 

A I'm  not  picking  your  pocket  at  all. 

Q No, no,  not  mine. 

A I understand. 
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Q Let  me  do  this  in a different  way.  Witness - -  and 
I'm  not  intentionally  being  abrupt  here,  but  trying  to  get 

us  the  heck  out  of  here -- Witness  Seckar  said  in  his 
testimony  that  there  were $2,283,697 in  fixed IS costs  for 

the  market  test  and  experimental  periods.  Does  that  sound 

about  right  to  you? 

A I can't  question  the  Witness  Seckar's  testimony, 

but  if  you - -  
Q Well,  do  you  think  it's  about  what  was  spent? Do 

you  have a notion  at  all? 

A For  the  market  test? 

Q Yes. 

A Fixed IS cost  for  the  market  test? 

Q Well,  no,  his  testimony  was  that  it  was  both  the 

market  test - -  it's 1999, 2000, is  what  he  called  it.  He 
did  it  by  time  period,  but  carefully  noted  in  his  testimony 

that  he  didn't  really  know  when  any of this  stuff  was  going 

to  happen, so he  said,  just  call  it  two  years. 

Let  me  give  you - -  
COMMISSIONER  LeBLANC: Do you  have a cite  for 

that,  Mr.  Wiggins?  It  might  help  just  to  clarify  the  record 

if  you  have a cite. 

MR.  WIGGINS:  It  is  either 14 or -- attachment 14 
or 15. I don't  remember.  One's  fixed  and  one  is  variable. 

COMMISSIONER  LeBLANC:  Okay. 
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MR.  WIGGINS:  And I don't  remember  which  is  which. 

I believe - -  
COMMISSIONER  LeBLANC:  And  that's  in  Witness 

Seckar's  testimony? 

MR. WIGGINS:  Yes.  It's  an  exhibit. 

COMMISSIONER  LeBLANC:  Okay. I just  want  to  make 

sure,  just  for  the  clarification  of  the  record. 

MR.  WIGGINS:  And  the  other  one,  which  is  either 

14 or 15, is  variable  cost,  and  that's $3,601,139, coming to 

a grand  total  of  five-eight  million  bucks. 

BY MR. WIGGINS: 

Q Do you  think  that's  about  the  right  amount  to 

measure  what  the  Postal  Service  spent  to  go  from 1.0 to 2.0? 

A No, I don't  see  the  relationship. 

Q What  do  you  think  the  Postal  Service  was  spending 

that  money  for? 

A Fixed IS cost  and  variable  cost. 

Q He  called  them  fixed.  When  they  were  translated 

into  Lim  speak,  they  were  called  start-up. I mean,  you 

can't  walk  directly  between  those  two  witness'  testimony 

because  there  just  is a - -  there's no match  because  Mr.  Lim 

put  things  together  in a different  fashion.  But  he 

testified  that - -  he  called  those  numbers -- and  he's  got 
his  own  version  of  them,  though  his  are  for  the  experiment 

only.  He  was  real  clear  about  that.  He  called  them 
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start-up. 

A I would  have  to  say that  since I 'm  not a cost ing 

witness, I rely  on  the  witness'  testimony  as  filed. 

Q You  don't  independently  have  any  recall  of  roughly 

how  much  money  it  cost  the  Postal  Service  to  get  from  the 

version 1 to  the  version 2 of  Mailing  Online  software? 

A No, I don't. 

Q Okay.  And  what  about  getting  to 3.0? Did  you 

have a sense  of  that? 

A I am  relying  on  Witness  Lim's  testimony  for  that. 

Q It  includes  the  Compaq  contract? 

A As  far  as I know  Witness  Lim's  testimony  includes 

all  components  of  development  costs. 

Q Witness  Lim  told  us  that  there  was  going  to  be 

$22.5 million  in  information  systems  costs  to  get  from  the 

market  test  to  the  experiment.  Does  that  sound  about  right 

to  you,  or  do  you  have  no  notion  other  than  what  he 

testified? 

A I wouldn't  question  that  number,  no. 

Q And  we  know  that  there  are  at  least $4.5 million 

in  advertising  costs  incurred  to  date,  is  that  correct? 

A No, that  is  not  correct. 

Q I thought - -  
A $4.4 is  the  number  that  has  been  used. 

Q Okay.-- I was  generous  in  rounding  this  time,  Mr. 
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Garvey - -  $4.4 it  is. 
Now I add  up  these  numbers - -  the 760, the 22, the 

3.2 million,  the 3.6 million,  the 22.5 million,  the 4.5 

million,  and I land  up  comfortable  over $30 million  invested 

in  this  tinker  toy  and  here  is  where  we  link  ourselves  back 

with  virtually  no  revenue. 

Is that a fair  assessment of the - -  at  least  on 
the  revenue  side - -  the  economic  state  of  the  state  here? 

A It  is  true,  yes.  There  is  virtually  no  revenue 

today. 

Q Now  you  tell  me  on  page 8 of  your  testimony,  very 

particularly  line 5, ('1 can  see  no  substantial  barrier  to 

any  mail  preparation  services  provider  implementing  an 

online  job  submission  solution  for  their  customers." 

Do you  want  to  rethink  that  testimony? 

MR. HOLLIES: Objection  to  the  form  of  the 

question.  The  cost  summaries  presented  by  counsel  pertain 

to  Postoffice  Online  and  the  discussion  he  is  referencing  in 

the  testimony  does  not.  That  question  lacks a proper 

foundation. 

MR. WIGGINS: I don't  believe  that  the  testimony 

of  Mr.  Hollies  is  germane  here.  If  that  is  the  testimony  of 

the  witness I am  not  sure  that's  .true. 

COMMISSIONER  LeBLANC:  Where  is  your  foundation 

for  that  one,  Mr.  Wiggins? 
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as  your  foundation? 

MR. WIGGINS : Yes. 

COMMISSIONER  LeBLANC:  And  then  your  question  is? 

MR.  WIGGINS:  My  question  is  is  it  really  right, 

Mr.  Garvey,  that  any  mail  preparation  services  provider  is 

in a position  to  invest $30 million - -  

COMMISSIONER  LeBLANC:  He  can  answer - -  he  could 
either  answer  it  or  he  can't,  based  on  his  judgment. 

MR.  WIGGINS: To get  where  the  Postal  Seryice  is 

today,  to  overcome  Mr.  Hollies'  objection. 

THE WITNESS: I would  doubt  that  there  are  many 

mail  services  that  have $30 million  to  spend,  but I would 

also submit  that  there  are no mail  service  providers  that 

have 270 million  customers  as  does  the  Postal  Service. 
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Mr.  Hollies. 

LeE ILANC: Itss like  lifti 

1300 

,eights, 

NOW, for  the  record,  the  Commission  was  concerned 

that  it  might  be  difficult  to  distinguish  between  designated 

numbered  pages  from  the  transcript  in  Docket  Number MC98-1, 

and  the  numbered  pages  in  todayls  transcript.  We  have  taken 

care of most  of  this,  I  believe, 

The  reporting  company  has  assured us that  it  will 

copy  material  into todayss transcript  in  such  a  way  as  to 

assure  that  the  designated  material  copied  into  today's 

transcript  will  be  readily  distinguishable  from  regular 

transcript  pages. 

The  second  portion  of  the  designated  materials  are 

subject  to  an  objection.  This  material  consists  of 

testimony  from  Postal  Service  Witness  Stirewalt, 

The  Postal  Service  objected  to  portions  of  this 

testimony  designated by MASA.  In  the  alternative,  the 

Postal  Service  submitted  counterdesignations. 

In  an  earlier  ruling,  I  indicated  that I would 

hear  oral  argument  on  this  issue  at  this  morning's  hearing, 

so we'll  hear  first in this  particular  case,  from  MASA. 

MR.  HIMELES:  Thank you, Mr.  Presiding  Officer. 

Let  me  first  say  that  we  certainly  have  no  objection  to  the 

counterdesignations  of  the  Postal  Service,  but  the  first, 

the  threshold  question,  is  whether  Witness  Stirewalt's 
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testimony  should  be - -  from  the  prior  proceeding,  should  be 

in  this  proceeding  at all, 

And  there's  no  question  as  to  its  relevance,  and I 

don't  understand  the  Postal  Service  to  be  objecting  to  its 

relevance.  In  the  objection  of  the  Postal  Service,  the 

Postal  Service  states  its  position  as  follows: 

The  only  assistance  Witness  Stirewalt's  responses 

could  shed on Witness  Lim's  testimony  would  be  his  cross 

examination  to  test  how  and  why  Witness  Lim  chose  his 

particular  approach. 

And  then  they  question  whether  the  method  that  we 

have  used  is  procedurally  proper;  that  is  designating  the 

testimony  from  a  prior  proceeding,  rather  than  cross 

examination,  either  written  or  oral  of  Witness  Lim. 

And  the  short  answer, I would  suggest,  is  that 

there  is  nothing  in  the  Commission's  rules,  nor  is  there 

anything  in  common  sense  or  any  fundamental  notion  of 

fairness  that  suggests  that  evidence  that is relevant  and 

that  was  offered  in  what  is a separate  proceeding  from  the 

perspective  of  there  being  different  dockets,  but  in  all - -  

for  all  intents  and  purposesl  a  continuation of the  same 

proceeding,  there's  nothing  that  suggests  that  it  cannot  be 

considered  by  the  Commission. 

The  testimony  of  Witness  Stirewalt  that  we  have 

designated,  goes  to  a  single  issue  that  relates  to  cost,  and 
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that  is  the  cost  of  the  Help  Desk. 

And  what  happened  in  the  prior  proceeding  is  that 

Witness  Stirewalt's  testimony  was  offered,  He  proposed  a 

particular  methodology  of  estimating  the  Help  Desk-related 

costs. 

I think  that.  the  details  of  the  methodology arenst 

relevant  to  the  Commissionls - -  the  issue  before  the 

Commission  here,  although  I  would  certainly  be  happy  to 

address  that. 

He  proposed  a  particular  methodology.  The  market 

test  occurred,  and  when  that  methodology  was  compared  to  the 

market  test  data,  it  reflected  that  his  estimate  was 

extraordinarily  low. 

And so the  Postal  Service  offered  the  testimony of 

Witness Lim,  which  suggested a different  methodology,  but 

not  a  methodology  that  was - -  I should  say,  as  one  could 

debate  the  question of whether  Witness Lim's methodology  was 

superior  or  not. 

And  in  this  proceeding,  they  have  continued  to 

rely  on  Witness Limss methodology,  Our  belief  is  that 

Witness  Stirewalt's  approach,  first  of  all,  sheds 

considerable  light - -  and  we  will  argue  this  on  brief - -  

sheds  considerable  light  on  flaws  in  Witness  Lim's 

methodology. 

And,  secondly,  that  the  mere  fact  that  the  Postal 
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itarted  at  one  level  with  respect 

to  cost  estimates,  then  gone  up  to  a  higher  level,  and  then 

gone  up to yet  another  level  which  is  higher - -  we  were  at 

$3 million  and  then  we  were  at  $22  million,  and  now  we  are 

where  we  are - -  calls  into  question,  the  reliability  of 

their  cost  estimates. 

If this  were  the  prior  proceeding,  if  there  had 

never  been  the  break  and  the  resumption  as  has  occurred, 

there  would  be  no  question  that  we  could  designate  this 

testimony.  The  Postal  Service  would  argue  that  it's  not 

relevant;  that  they're  taking  a  different  approach. 

We  would  argue  that  it  is  relevant,  because  it 

shows  that  the  new  approach  that  they  are  taking  is 

susceptible  to  question  and  understates  the  cost. 

And  we  would  argue  any  other  way  that  it  is 

relevant.  They  don't  question  the  relevance;  they  simply 

argue,  as I understand  it,  that  since  we're  now  in  a  new 

proceeding,  they  have  to  proceed  by - -  we  have  to  proceed  by 

cross  examining  Witness  Lim,  and  we  are  stuck  with  that  and 

we  can't  offer  other  evidence  that  is  in  the  record. 

Our  point, Mr, Presiding  Officer,  is  that  this 

witness - -  this  testimony is in  the  record  from  the  prior 

proceeding.  It  relates  directly  to  the  Help  Desk  cost 

issue,  which  is  an  issue  that  is  before  the  Commission. 

And  that  issue  already  having  been  addressed  by  a 
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we  don't  have 

to  accept,  and  the  Commission  shouldn't  require  us  to  accept 

Witness  Lim's  word for it,  or  to  accept  the  Postal  Service's 

word  for  it,  that  Witness  Lim  has it right, 

And so we're  offering  the  testimony  for  that 

purpose,  and  contend  that  it is as  admissible  in  this 

proceeding  as  it  would  have  been  in  the  prior  proceeding. 

COMMISSIONER  LeBLANC:  Thank you. Mr, Hollies, do 

you  care  to  comment? 

MR.  HOLLIES:  First,  the  Stirewalt  evidence,  as 

counsel  has  just  pointed  out  to us, is  twice-buried.  In  no 

way  does  it  bear - -  it  is  relevant  to  the  issues  that  the 

Commission  is  considering  in  this  case,  for  purposes of 

costing-out  Mailing  Online. 

Secondly,  as  counsel  also  states,  it  can  be  used 

for  purposes  of,  as  he  used  the  word,  quote,  I1debate,l1 

unquote.  Well,  debate  is  in  the  nature  of  legal  argument. 

And  counsel  can  just  as  well  debate  in his brief, 

based on the  existence of other  material,  whether  it's  in 

the  record  or  not. 

He  loses  nothing  in  terms  of  being  able  to  make 

his  legal  argument.  My  point  simply is that  is  not  part  of 

the  factual  underpinnings  in  this  case.  It  is  not  part  of 

what  the  Commission  has  been  asked  to  rule  upon  and  to  the 

extent it may  have  had  value  as  evidence  in  this  case,  the 
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opportunity  to  make  it  such  by  propounding  cross  examination 

of  one  form  or  another  to  Witness  Lim  has  come  and  gone  and 

at  this  stage  it  is  no  more  relevant,  it  is  merely  material 

that  would  be  suited, as counsel  himself  says,  to  legal 

argument  and  that  can  be  done  every  bit  as  effectively  with 

it  not  in  the  record. 

It is material  from  a  prior  case,  and  we  routinely 

cite  to  materials  from  prior  cases  in  our  briefs. 

COMMISSIONER  LeBLANC:  Since  we  are  dealing  with 

designations  and  counter-designations,  do  you  want  to 

counter  their  argument  one  more  time  here,  and  then  I  will 

give  Mr.  Hollies  one  more  before  I  rule. 

MR.  HIMELES:  Okay.  Thank you, Mr.  Presiding 

Officer 

First,  let  me  say  that  debate  can  be  characterized 

as  legal  argument  but it is  legal  argument  as  to  the 

significance  of  evidence,  and  the  question  is  what  is  the 

evidence  in  this  case. 

More  fundamentally, I should  point  out  that  we 

have  in  fact,  we  did  in  fact  propound  interrogatories  on 

these  very  issues  to  Witness Lim, but  what  the  Postal 

Service  is  suggesting  is  that  having  propounded 

interrogatories,  having  received  Witness  Lim's  responses, 

which  are  inconsistent  with  the  earlier  testimony of Witness 

Stirewalt,  we  are  just  stuck, 
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estimony  of  Witness  Lim  or 

of  Witness  Lim  based  on  our 

arguments,  based  on - -  accept  his  responses  as  given  and 

question  them  without  relying  on  any  other  evidence. 

The  testimony  of  Witness  Stirewalt  is  no  less 

relevant  than  it  ever  was. To suggest  that  it is no  longer 

relevant  because  now  the  Postal  Service  is  taking  a 

different  approach  to  the  very  same  issue,  Help  Desk  costs, 

is  to  suggest  that  the  Postal  Service is the  only  party  in 

this  proceeding  that  can  determine  the  methodology  that 

ought  to  be  used,  and  our  offering  of  Witness  Stirewaltls 

testimony is intended  to  suggest  that  their  approach  is 

incorrect  and  that  is  why  we  offer  it. 

Thank  you, Mr, Presiding  Officer. 

COMMISSIONER  LeBLANC:  Thank you.  Counter  to 

counter  to  counter  here,  Mr.  Hollies. 

MR.  HOLLIES: I donst believe  I  have  anything 

really  substantive  to add, I rest  on  my  argument, 

COMMISSIONER  LeBLANC:  Thank you.  Under  the 

circumstances,  I  think I will  admit  the  designations  and 

counter-designations  into  the  record,  although  I  do 

understand  the  Postal Servicess position  and  I  think  it  does 

have  merit  to  some  degree,  but  the  Commission is 

sufficiently  expert  to  give  appropriate  weight,  I  believe, 

to  this  evidence. 
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Therefore, for the  sake  of  completeness  of  the 

record  as  we  have  tried  to  do  here  over  and  over  again, I 

will  admit  this.  I  will ask the  counsel  from  MASA  to 

provide  the  contested  designations  and  counter-designations 

to  the  Reporter  and  they  are to be  transcribed  and  received 

into  the  record,  evidentiary  record,  at  this  point. 

[Designation  of  Witness  Stirewaltls 

testimony  from  Prior  Proceedings  in 

Compliance  with  Presiding  Officer 

Ruling  MC2000-2/7  was  received  into 

evidence  and  transcribed  into  the 

record I 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  STIREWALT 
TO INTERROGATORY OF THE OFFICE'OF THE  CONSUMER  ADVOCATE 

I 

OCA/USPS-T3-17. Please  refer to USPS-LR-lIMC98-1,  page 3, where it states, 

Postal Service  personnel  within  the  existing  Postal  Service 
Information  Systems  Customer  Support  organization will handle  the 
technical  help  desk  function for Mailing  Online. 

Please  reconcile  the  statement  quoted  above with the  following  statement  of 
witness Garver 

For the  experimental  Mailing  Online  service (MOL) all customer 
support,  education  and  training are to be handled  through the 
Postoffice  Online  Help Desk, a contracted  telephone  support 
center. See response to OCANSPS-TI-6. 

RESPONSE 

The first quote  concerns  the  technical  help  desk  at  the  Postal  Service's  San 

Mateo  information  systems  facility. Wtness Garvey's  statement  concerns the 

Postoffice  Online  customer  help  desk,  which is run  by  a  contractor. 

The  contractor  fields calls regarding Postoffice Online,  and not  just  Mailing 

Online. In the  event  the  contractor  help  desk  fields  an  inquiry  or  reports  a 

a problem  that  appears  to  be  related to the  operation  of  the  Web  server,  computer 

processing,  or  telecommunications,  the  contractor's  help  desk  representative 

then calls the  San  Mateo  information  systems  customer  support  number. 

The  operation  of  the  information  systems  customer  support  group is referred  to 

in my  testimony as the  'Technical  Help  Desk". 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS STlREWAlT 
TO INTERROGATORY OF THE OFFIC!5*0F THE CONSUMER ADVOCATE 

OCA/USPS-T3-18. Please refer to  USPSIR-l/MC98-1,  page 3. 

a. Please explain the relationship between We technical help desk function 

b. Please confirm that  the costs of the Postoffice  Online Help Desk related 
for Mailing  Online. and the Postoffice Online Help Desk. 

to Mailing Online service are computed  separately from the technical help 
desk function for Mailing  Online. If you do not confirm, please explain. 

training to be provided by me Postoffice Online Help Desk during the 
experiential [sic] Mailing Online service are included in Attachments 1 and 
2 of your testimony. If you do not confirm, please provide the costs of all 
customer  support,  education  and training. If you do confirm, please 
identify where the costs of all customer  support,  education and training are 
accounted for in Attachments 1 and 2. 

c. Please confirm that the costs of all customer  support,  education and 

RESPONSE 

a. Refer  to my response  to  OCNUSPST3-17. 

b. Confirmed that  Postoffice Online help desk costs are separate from technical 

help desk costs. 

c. Not confirmed. Customer  support,  education,  and training are not included in 

my estimates. My involvement is limited to estimating information technology 

costs. It is my understanding  that  the  costs of customer  support,  education, 

and training for the Mailing Online experiment have not been  estimated 

because they are  costs shared with other  parts of Postoffice Online, but see 

my response  to OCAIUSPS-T3-21 (c). 
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a RESPONSE OF UNITED  STATES POSTAL SERVICE WITNESS STIRNVALT 
TO  INTERROGATORY OF THE OFFICE'OF THE CONSUMER ADVOCATE 

, 

OCAIuSPS-T3-22. Please  refer to USPS-LR-lIMC98-1, Attachment 1, page 11, 
concerning  the  Technical  Help Desk Resource  Years, and Attachment 2, page 
12, Technical  Help Desk. 

a. . In Attachment 2, page 12, Technical  Help Desk, in the  line  Workstations". 
for 'FMED COSTS, YR 1999,' please  confirm  that the number 3 in the 
column, .No. of Una&,' means  that  there will be 3 help desk staff members 
allocated to Mailing  Online  service in N 1999, since  each  help desk staff 
member requires a computer  workstation. If you do not confirm,  please 
explain. 

b. In Attachment 2, page 12, Technical  Help Desk, in the  line  Workstations" 
for "FIXED  COSTS,  YR 1999,' please  confirm  that the number 3 in the 
column, 'No. of Units:  means that  there will be 3 resource  years  allocated 
Io Mailing  Online  service in FY 1999, since  one unit equals  one  resource 
year. If you  do  not  confirm,  please  explain. 

c. Please  confirm  that  the  number 3 in the  column, 'No. of Units,' found in 
Attachment 2, page 12, Technical  Help  Desk, in the  line  Workstations"  for 
'FIXED COSTS,  YR 1999," is the  rounded 2.66 Total Help  Desk 
Resource  Years"  found in Attachment 1, page 1  1, Technical  Help besk 
Resource  Years  for 'YR 1999 Estimate." If you  do  not  confirm,  please 
explain. 

d. In Attachment  2,  page  12,  Technical  Help  Desk, in the  line  'Workstations" 
for  'ANNUAL  COSTS,  YR 1999," please  confirm that  the 'Unit  Cost"  and 
'No. of  Units"  should  be $6,000 and 3, respectively. if you do not  confirm, 
please  explain. 

RESPONSE 

a.  Not  confirmed.  Refer to my  response  to OCNUSPS-T3-1, Cost  Component 

Sources/Derivations  Worksheet,  page 1, concerning  cost  components HD1, 

HD2,  HD3  and  HD4 for  an  explanation  of how  the  "no. of units"  for HD 1 is 

derived.  The  current  San  Mateo  technical  help  desk  has  a  staff  assigned to 

perform  the  functions  described in my  response to interrogatory  MASNUSPS- 

T3-6 in  support  of all the  systems  operated  at  the  San  Mateo  computer 



RESPONSE OF UNITED  STATES  POSTAL  SERVICE WlTNESS STIREWALT 
TO INTERROGATORY OF THE OFFIEOF THE  CONSUMER  ADVOCATE 
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operations  site.  Individuals  are  not  dedicated  full-time in support  of  any  one 

system,  and  my  understanding is that this will continue to be  the case. In my 

analysis, I determined the number of staff hours  required to support  Mailing 

Online,  not  the  number  of  people. 

b.  Refer to my  response to part  (a)  above. 

e. Refer to my  response to part  (a)  above. 

d. Not  confirmed.  The  unit  cost  for  workstations is $2,000 as shown in 

Attachment 2, HD 1 , and HD 15. Number  of  units  for 1999 is shown under 

’FIXED COSTS  YR 1999”, not ”ANNUAL COSTS  YR 1999”. 

855 
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RESPONSE OF UNITED  STATES  POSTAL SERVICE WITNESS  STIRNVALT 
TO  INTERROGATORY  OF W E  OFFICEOF THE CONSUMER ADVOCATE 

, 

OCNUSPS-T3-23.  Please  refer to USPS-LR-I/MC9&1, Attachment 2, page 12, 
concerning the Technical  Help Desk. 
a. In the line Technical Help Desk Staff: for  "ANNUAL  COSTS, YR 1999," 

please  confirm  you  are  assuming 3 technical  help desk employees will  be 
allocated to Mailing  Online service in FY 1999. If you do not confirm, 

- please  explain. 
b. In the line Training for New  HiceslReplacements,' for WJNUAL COSTS, 

YR 1999; please confirm  you ate assuming  training  for 2 new 
hireslreplacements. If you do not confirm,  please  explain. 

YR 1999,' please confirm that  the  'Unit Cosr and 'No. of Un-W should be 
$3,000 and 3, respectively. If you do not confirm,  please  explain  and 
identify  where  the  training costs of $1,000 for  the  third  technical  help  desk 
empfoyees is located in your  workpapers. . 

c. In the fine Tmining for New  HireslReplacements,"  for  "ANNUAL COSTS, 

a. Not confirmed. I estimated  a  total  of  three  resource  years  would be required 

to support  mailing  Online. I did  not  estimate  that  three  employees  would be 

allocated. Refer to my response  to  OCNUSPS-T3-22(a)  for  more  detail. 

b. Confirmed. 

c.  Not  confirmed.  "Training  for  New  HireslReplacements," for "ANNUAL 

COSTS,  YR 1999," (HD 5) "Unit  Cost"  and "No. of  Units"  are  not $3,000 and 3, 

respectively.  Training  for  three  Technical  Help  Desk  staff  members is estimated 

for  'FIXED  COSTS,  YR 1999". with  unit  cost  of $1,000 and 3 units.  The  estimate 

for  training two employees in 1999 shown  under  "ANNUAL  COSTS, YR  1999" 

(HD 19) is based  on  the  assumption  that two staff  members will leave  and  be 

replaced  during 1999 by  another two, who will need  training. . 



13 14 

857 

RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  STIREWALT 
TO  INTERROGATORY OF THE OFFICE OF THE  CONSUMER  ADVOCATE 

OCAIUSPS-T3-24. Please  refer to your  response  to  OCNUSPST3-1,  page 1 of 
the  -Cost  Component  Sources/Derivations  Worksheet." In row 4,  under  the 
column 'No. of Units  SourWDerivation," it states 

Attachment 1 Item 2 2  Technical  Help Desk Resource Years; HD 
. 13, HD  14 = Item #22, rounded to the  nearest resource year.  Due 

to the  lack of empin'cal  data  regarding  the  amount of customer 
calls expected,  one  additional  year was added. 

For the  "YR  1999  Estimate:  item #22, Technical  Help  Desk  Resource Yea&, is 
1.33. For the -ANNUAL  COSTS, YR 1999,' HD  13  and  HD 14 show 1 Technical 
Help Desk  Manager  and  3  Technical  Help Desk Staff. 

a.  Please identify  the  figure  to  which -one  additional  year  was  added." 

b. Please  explain,  and show in mathematical  terms,  how item #22 and HD  13 
and  HD 14 are related. 

RESPONSE 

a. With  the  exception  of  2001, at  least one  resource  year  was  added  to  item  #22 

to  produce  a  value for HD  14.  Additional  time  was  added to  provide  an  estimate 

that  would  avoid  understating  costs. 
~~ 

1999 

1.33  Attachment 

2003  2002 2001 2000 

5.00 5.00 3.00 3.00 3.00 AItaGhmnt 

1, Item  #22 

3.02 3.26 2.57 1.80 

2.  HD  14 I I I I I 
b.  HD 14 is item 22 plus  one  rounded  up,  except  for  2001, as shown in my 

response  to  part  (a)  above.  There is no  mathematical  relationship  between HD 

13  and  HD  14. A manager is assumed  to  be  required  to  oversee  the  Technical 

Help  Desk  activity  and is estimated  as  one  resource in HD  13. 
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TO  INTERROGATORY OF THE OFFICE OF THE  CONSUMER  ADVOCATE 

OCA/USPS-T3-57.  Please  refer to USPS-LR-lmC98-1 , Attachment 1 , at page 1 1. 
section  TECHNICAL HELP DESK  RESOURCE  YEARS, Help  Desk  VoIumestDurations, 
in the cdumn YR 1999  Estimate. 
a. 

b. 

C. 

d. 

e. 

f. 

9- 

h. 

Please  confirm  that  the figure,.2,991, is expressed in units of 'hours." If you do 
not confirm,  please  show  the  derivation of the  proper units. 
Please  confirm  that  the  figure, 1,794, is expressed in un:& of 'hours." If you do 

n o t  confirm, please  show  the  derivation of the proper units. 
Please  confirm  that  the  figure, 4,785, is expressed in units of 'hours." If you  do 
not confirm,  please  show  the  derivation of the proper units. 
Please  confirm  that  the  figure, 2.66, is expressed in units of "resource  year." If 
you do not confirm,  please  show  the  derivation  of  the correct units. . 
Please confirm  that  the figure, 0.5, is a  pure  number with no associated  units. If 
you do not  confirm,  please  show  the  derivation of the proper  units. 
Please  confirm  that  the  figure, 2,392. is  expressed in units  of "hours." If you do 
not confirm,  please  show  the  derivation of the  proper  units. 
Please  confirm  that  the  figure, 1.33, is expressed in units of "resource  years." If 

you do not confirm,  please  show  the  derivation of the  correct  units. 
Please confirm  that  the  figure  referred to in part (f) of  this  interrogatory  is  not 
used in the calculation of the figure,  1.33, "resource  years"  or  for  any  other 
purpose. If you  do  not  confirm,  please  explain. 

RESPONSE 

a. 

b. 

C. 

d. 

e. 

Confirmed  that  the  figure.  2,991,  represents  the  total  first  time  call  hours  as 

indicated in Attachment 1: "Total  First  Time  Call  Hours." 

Confirmed  that  the  figure. 1,794.  represents  the total  number  of  hours 

representing ongoing calls  as  indicated in Attachment 1 : "Total  On-going  call 

hours. 

Confirmed  that  the  figure, 4,785, represents  the  total  number of c a l l  hours as 

indicated in Attachment 1: "Total c a l l  hours". 

Confirmed  that  the  figure, 2.66, represents  the  number of help  desk  resource 

years as indicated in Attachment 1: "Total  Help  Desk  Resource  Years". 

Confirmed  that  the  figure, 0.5, is a  pure  number  with no associated  units.  This 

figure  represents  the  percentage of customer calls requiring  technical  help as 

indicated in Attachment 1 : "Percentage of  customer cab requiring  technical 

help".. 
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RESPONSE OF UNITED  STATES  POSTAL  SERVICE  WITNESS  STtREWALT 
TO INTERROGATORY  OF  THE  OFFICE  OF  THE  CONSUMER  ADVOCATE 

f. Confirmed  that  the  figure, 2,392, represents  the  total  number of hours  taken  by 

customer calls requiring  technical  assistance  as  indicated in Attachment 1: 

Technical Help Desk  Calls" 

g. Confirmed  that  the  figure, 1.33, represents  the  total of resources,  expressed in 
'resource years,  required. to support  customer  calls  requiring  technical  support  as 

indicated in Attachment I :  "Technical  Help  Desk  resource  Years" 

h. Confirmed  that  the  figure  referred  to in part (9 of this  interrogatory is not  used in 

the &cutation of the figure, 1.33. 'resource years". The  figure  was  included to 

show the  number of hours  attributable  to  customer  calls  requiring  technical 

support. 

a 
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Response Of Postal Service Witness Stirewalt 
To MASA lntenogatory , 

MASNUSPST3-5. Confirm that  for  the two year period during which  the 
experimental classification for MOL is proposed  to be in effect 
a) the total personnel cost estimated in the cost category Technical Help Desk is 

I999 282,000 
2000 282,000 

1999  5,981 
2000 10,439 

b) the  total  number of users of MOL is estimated to be 

c) “users. as used in LR-1 , Attachment 1, does not indude potential  customers 
who make  inquiry  about MOL, but do not end up  utilizing the  service. 

Explain  why  Technical  Help  Desk costs for 1999 and 2000 are  the Same while 
the number of users is expected to increase. 

RESPONSE 

(a) Confirmed. 

(b) Confirmed. 

(c) Confirmed. 

I used a set of calculations  to arrive at a total number of calls hours for years 

1999 and 2000, described  explicitly in Attachment 1, page 11 , and elaborated 

upon in my responses to OCAIUSPS-T344,0CNUSPS-T3-15, and 

OCARISPS-T3-16. According to these  calculations.  the  required  Technical Help 

Oesk staff resource years for 1999 and 2000 are 1.33 and 1.8. respectively. To 

be conservative, I included an estimate of 3 resource years for both 1999 and 

2000. That is why the Technical Help Desk costs for both years are the same. 



Response Of Postal Senrice Witness  Stirewatt 
To MASA Interrogatory 

, 

MASNUSPS-T3-6. 

(a) Confirm that the Postal Service  estimates  that it will be necessary to assign 4 
employees to functions  In  the  Technical  Help Desk category  during 1999 and 
2000. I f  you are unable to confirm,  explain fully. 

(b) Describe in detaif all job functions  to be performed in the  Technical Help Desk 
cost  category. 

(c) Confirm  that  personnel:  assigned  to perform job functions in the  Technical 
Help  Desk cost category will not perform job functions in any  other cost 
category. If you  cannot  confirm,  explain fully. 

RESPONSE 

a) Confirmed. Refer to Attachment 1, page 7 7, my responses to OCA/USPS-T3- 

14 and OCAIUSPS-T3-15,0CA/USPS-T3-76, and MASAIUSPST3-5 above. 

b) Technical  Help  Desk  functions  include: 1) Responding to information 
. , ” .  

technology-related  problems, 2) Documenting  reported problems as “problem 

tickets,” 3) Answering  technical  queries  andlor  referring  technical  queries to 

appropriate  technical personnel both  inside  and  outside  the  Mailing  Online 

processing  site, 4) Monitoring  the  status  of  ’problem  tickets,” 5)  Elevating 

problems to appropriate  levels of management, 6) Monitoring  and  reporting 

the  status of the  Mailing  Online  technology  components in terms of 

availabilrty (to users), the number of outstanding  problem tickets. 

c) Confirmed. 
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Response Of Postal  Service  Witness  Stirewalt 

To MASA Interrogatory 
, 

MASNUSPS-T3-7. For  purposes  of  the  interrogatory,  reference  is  made  to  LR-1, 
Attachment 1 I page 11, under  the  heading Technical  Help Desk Resource 
Years'. 

(a) Define  the  following  terms: (I) Help Desk resource  Years, (ii) First  time  call 
Hours, and (iii) Ongoing call  hours. 

(b)  Confirm that  the Total Call Hours'  line is derived as the  sum of the  Total First 
Time Call Hours  and  Total Ongoing Call Hours, and not  the  product of those 
two numbers as  reflected in the  source  column. If you  cannot  confirm,  explain 
fully. 

(c) Explain  fully  the  way  you  have  treated  "Total  Call Hours" and Technical Help 
Desk  Call Hours' for  purposes  of  your cost estimates. 

(d) Explain  fully  the  methodology you have  used  to  estimate Total On-going Call 
Hours'. Indude in your  answer  a  full  description of the  'experience  during 
operational  test"  relied  upon  in  making  your  estimate. 

(e)  With  respect  to  the  line  "percentage  of  customer  calls  requiring  technical 
help"  describe  fully  the  'experience  during  the  pilot  referred to in the  source 
column.  Explain fully what  percentage is  indicated  by  that  experience  and 
why you used a 'lower percentage 

RESPONSE 

a. Help  Desk  Resource Years refers  to  the  numbers of work years  required to 

man  the  Technical  Help  Desk. As shown in Attachment 1, page 11, Help 

Desk  Resource  Years is calculated  by dividing the T M  Help Oesk hours by 

2, then  divided by (an  assumed) 1800hour work year. First Time  Call  Hours 

refers to the number of hours required to handle  customers' initial  calls. As 

shown in Attachment 1, page 1 1, First Time Cell Hours is calculated  by 

multiplying  the  estimated  duration of the first customer  call  by the number 

increase in customers  over the previous  year,  multiplied by a "turn over 

factor of 1.5. As explained in my response to OCAIUSPS-T3-I5-a1 I refer to 



Response Of Postal  Service  Witness  Stirewalt 
To MASA lntenogatory 

the number of calls over any  given period of time, excluding  the  initial  call for 

any  given  customer,  as  "ongoing'. As shown in Attachment 1, page 11 On- 

Going Call Hours is calculated by  multiplying  the  total  number of customers 

by -1 hour estimated average duration for any  given  on-going cal l ,  and 

C. 

multiplying by 3 calls average per year. 

b. Confirmed. 

d. 

e. 

For  estimating  purposes, I assumed that  the Technical Help Desk would be 

contacted for a percentage of customer  calls  related  to the  Mailing  Online 

Service. As I explained  in my response  to OCNUSPS-T3-16(b), in my 

professional opinion,  less  than 50% of calls should  require  technical 

assistance. I therefore  felt it was  reasonable  to assume that  the  estimated 

"Technical  Help.Desk Call Hours" should  be  one half of the "Total Call Hours". 

Refer to my response to "a" above  for  a  description of how I amved at a 

figure for Total On-going Call Hours",. Refer to my response to OWUSPS- 

T3-15(b) for a full description  of  the  "experience  during  operational  test"  retied 

upon in making my estimate. 

Refer to my response to OCAIUSPS-T3-15(b) for a full desuiption of the 

'experience  during  operational  test"  relied  upon in making my estimate. 



*, Response Of Postal Service Witness Stirewalt 
To MASA Interrogatory 

, 

Refer to my response to (c) above for an explanation of how I arrived at a 

50% percentage. 
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Response Of Postal Service  Witness  Stirewalt 
To OCA Interrogatory 

OCAUSPS-T3-14. Please  refer  to  USPS-LR-l/MC98-1,  Attachment  1.  page  11, 
concerning the Technical  Help  Desk  Resource  Years. 
a. In the line  "Total  First Time Call  Hours,'  please  confirm that  the  factor 1.5 90 

account  for  customer  turn ovef was obtained  during  the  Mailing  Online 
operational  test  period from 
i. sampling data; 
ii time-series data, or; 
iii. personal  observation. 
If you do not confirm,  please  explain. 

b. In the  line Total First Time Call Hours,'  please  confirm that the 0.5 hour 
'estimate for initial call" was  estimated  from  experience  during the Mailing 
Online  operational test period  from 

i .  sampling  data; 
ii time-series  data, or; 
iii. personal  observation. 
If you do no!  confirm,  please  explain. 

c.  Please  confirm  that  an  increase in the 0.5 hour  .estimate for initial call" 
would  increase  the  estimated  fixed costs to  the  Postal  Service for  Mailing 
Online service. If you do not confirm,  please  explain. 

d. Please  identify  where  the  figures  in  the  line Total First Time Call Hours" are 
used in Attachment 2: Detailed  Cost  Estimates of USPS-LR-7IMC98-1. 

RESPONSE 
a. I assumed a 1.5 customer r o l l  over factor  because I felt it was reasonable 

to assume that some current  customers  may  discontinue using  Mailing  Online 

and,  conversely,  that  new  customers  should be expected to begin  using  Mailing 

Online. The 1.5 roll  over  factor  did  not  come from the operational  test.  The  only 

information I have from the  opefational  test  that  has any bearing on Technical 

Help  Desk  Resource  Years is anecdotal;  new  customers  require one half hour 

with a Help  Desk  agent  the first time they cqntact  the  Help  Desk to review  the 

functionality of Mailing  Online. 

b. . The 0.5 hour  "estimate  for  initial call" is based on  discussions with Help 

Desk  agents  after the first  few  weeks of the  operational test. 



Response Of Postal Service Wrtness Stirewalt 
To OCA Interrogatory 

, 

c. Confirmed. However, I strongly  believe that thehalf-hour figure is already 

very conservative, so if it is an  inaccurate  estimate, it em only on the  high  side. 

d. They are not used directly. Please refer to the Cost Component 

SourceslDerivations  Worksheet  included  in my response to interrogatories 

OCNUSPS-T&14 for a description of how Attachment 1 figures correspond to 

component unit costs and number of units shown in Attachment 2. 
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Response  Of Postal Sewice Witness  Stirewalt 
TO OCA Interrogatory 

z 

OCAIUSPS-T3-15. Please  refer to USPS-LR-l/MCO&l , Attachment 1 , page 11 , 
concemina  the  Technical  Help Desk Resource  Years. 
a. 
b. 

C. 

d. 

e. 

In thg line  "Total  On-going cells hours,' please  define  'on-going calls." 
In the  line "Total Ongoing calls hours,'  please  confirm  that the 0.1 hour 
"estimate  for ongoing calls" was estimated from experience  during  the 
Mailing  Online  operational test period  from 
i. sampling data; 
ii time-series  data, or; 
iii. personal  obsenration. 

If you do  not  confirm,  please  explain. 
In the line Total On+oing calls hours,"  please  confirm  that the  estimate  of 
3 calls average  per year was obtained  during  the  Mailing  Online 
operational  test  period  from 

i. sampling data; 
ii time-series  data; 
iii. personal  observation, or, 
iv. marketing  survey. 

If you do not  confirm,  please  explain. 
Please confirm that an  increase in the 0.1 hour  'estimate  for ongoing calls" 
would increase  the  estimated  fixed  costs to the  Postal  Service  for  Mailing 
Online service. If you do not  confirm,  please  explain. 
Please  identify  where  the figures in the line "Total  On-going  call  hours"  are 
used in Attachment 2: Detailed  Cost  Estimates of USPS-tR-l/MCSB-l. 

RESPONSE 

a. ' I refer  to  the number  of calls over  any  given  period of time,  excluding  the 

initial call for  any  given  customer,  as  "on-going". . '  

b. I assumed 0.1 hour for each  'on+oing" call based solely on  professional 

experience  and  not  based  on  any  information  made  available to me regarding 

the  Mailing  Online  operations  test. 
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Response Of Postal Service Witness StireWalt 
To OCA Interrogatory 

, 

c. I assumed ‘3 calls average per year based solely  on  professional 

experience and not based on  any  information made available to me regarding 

the Mailing Online  operations  test. 

d. Confirmed. 

e. Please refer to the Cost Component  SourceslDerivations Worksheet 

included in my  response to OCA interrogatories 1 4  for a description of how 

Attachment I figures  correspond to component  unit casts and number of units 

shown in Attachment 2. 
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Response Of Postal Service Witness Stirewatt 
To OCA Interrogatory 

, 

OCARJSPS-T3-16.  Please  refer to’USPS-LR-1IMC98-1, Attachment 1, page 11 , 
concerning  the  Technical Help Desk  Resource  Years. In the line “Percentage of 
customer calls requiring  technical  help,’ it states  that  “Experience  during  the 
pilot  indicates  that this percentage is l o w .  but 50% is assumed  for  capacity 
planning.’ 
a. Please  provide the actual percentage of customer calls  requiring  technical 

help  during the ‘pilot.’ 
b. Please provide the rationale for assuming  only 50 percent  of  customer 

calls would  require  technical help. 
c. Please confirm that the ‘Percentage of customer calls  requiring  technical 

heJp’ is used to  estimate  the  fixed  costs  of  the  Mailing  Online  service. If 
you do not  confirm,  please q i a i n .  

calls  requiring  technical  help would increase  the  estimated fued costs to 
the  Postal  Service  for  Mailing  Online service. If you do not  confirm, 
please  explain. 

d. Please  confirm  that a percentage  greater  than 50 percent  of  customer 

RESPONSE 

a. The breakdown of customer calfs during the operations test for the  period 

March 9, 1998 to August 13,1998 is as follows: 

I Adikment 

I Software 

I Software 
I software 
I Softwere 
I software 
I Job Status 
I JobStatw 

Job Ticket 
Job Ticket 
Job Ticket 

Senrice 
I Failure 1 I I I I I J 



Response Of Postal  Service  Witness Stirewalt 
To OCA Interrogatory 

, 

If "software",  and 'upload" c a l l  types are categorized as technical  assistance 

then 183 or 52% of a total of 350 calls  would  fall  into  the  technical  assistance 

category. 

b. In my professional opinion, less than 50% of calls should  require  technical 

assistance. I therefore  felt it was reasonable to  assume 50% for  estimating 

purposes. 

c. Confirmed. 

U. Confirmed. 
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COMMISSIONER LeBLANC: Thank you, Mr. Hollies. 

Does any participant have additional written cross 

examination for  the witness at this time? 

Excuse me one second. Mr. Reporter, do you have 

enough - -  do you have both copies? Thank YOU. 

No other one. 

A t  the prehearing  conference. mASA, OCA and Pier-ey 

Bowes indicated that they might cross examine this witness. 

Does any other participant want to cross examine the witness 

t h i s  morning? 

Okay. I see that MASA i s  n o t  here. We'll move on 

with OCA again. We'll stay with the same order. 

Mr. CostLch. 

MR. COSTZCH: Thank you, Mr. Presiding Officer.  

CROSS EXAMINATION 

BY MR. COSTICH: 

Q Good morning, Mr. Stirewalt. 

A Good morning. 

Q My name is Rand Costich, and 1'11 be asking YOU 

questions on behalf of the OCA this morning. 

Could you turn to your response to Interrogatory 

OCA/USPS-T3-13. 

A I have it. 

Q In this response, you discuss the differences 

between a mail merge job and a non-mail merge job; is that 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1624 
Washington, D.C. 20036 

(202)  842-0034 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS STIREWALT 
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVDCATE 

’L. OCNlJSPS-T3-62. Please refer to USPS-LR-l/MCSB-l,  Attachment 1, at page 1 1, the 
‘TECHNICAL HELP DESK RESOURCE  YEARS, Help Desk VolumeslDurations.’ 
a. For 1999, please  confirm that the number 2,991, “Total First Time Call Hours.’ is 

calculated by multiplying the Total Number of Users‘ (5,981) by one-half hour 
(0.50). I f  you do not confirm, please explain. 

b. . For 1999, please confirm that the number 1,?94, Total Ongoing c a l l  hours: is 
calculated by multiplying the ’Total Number of Users. (5,981) by one-tenth hour 
(0.1 0) and the number of omgoing calls per year (3). If you do not confirm, 
please explain. 

RESPONSE: 

a. Confirmed. 
b. Confirmed. 
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RESPONSE OF UNITED STATES POSTAL SERVICE  WITNESS STIREWALT 
TO  INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

a. 

b. 

C. 

d. 

e. 

L.. . OCAIUSPS-T3-63.  Please  refer to USPS-LR-l/MCO&l, Attachment 1, at  page 1 1, the 
'TECHNICAL HELP DESK RESOURCE YEARS. Help Desk VoIumeslDurations.' 

Please confirm that the Mailing  Online  Technical  Help Desk or the PostOfTice 
Online Help Desk will receive four calls (? initial call plus 3 'ongoing' calls) from 
each  Mailing  Online  customer. If you do not  confirm,  please  explain. 
Please  confirm  that  the  duration of the calls referred to in part (a) of this 
tntenogatoty is 48 minutes (30 minutes  for  one initial c a l l  + (6 minutes 3 'on- 
going' calls)). If you do not confirm,  please  explain. 

1. 

Please  confirm  that 50 percent of Total call. hours' will consist  of  customer 
inquiries responded  to by the  Mailing  Online  Technical  Help  Desk, and 50 
percent  will  consist of Inquiries  responded to by the Post Ofice Online  Help 
Desk. If you do not confirm,  please  explain. 
Please  confirm  that  the  duration of the calls referred  to in parl (a) d this 
interrogatory  responded to by  the  Mailing  Online  Technical  Help  Desk is 24 
minutes ((30 minutes  for  initial calls + 6 minutes  for  each  'ongoing' a l l )  0.50). 
If you do not  confirm,  please  explain. 
Please  Confirm  that  the  average  duration of each call referred to in part (a) of this 
interrogatory  responded to by  the Mailing Online  Technical  Help  Desk is 6 
minutes (24 minutes / 4 calls). If  you do not  confirm,  please  explain. 

RESPONSE: 

a. Confirmed  that I estimated that each  customer would initiate  four calls to the 
\v Postoffice Online Help Desk  per  year. 

b. Confirmed. 

e. Not confirmed. I estimated  that fifty percent of customer  calls  would  generate  an 

inquiry or problem report lo the  Technical  Help  Desk.  Customers  would not be in 
direct  contact  with  Technical  Help Desk staff. Since all customer  calls  would be lo 
the Postoffice Online  Help  Desk,  the  PostOffice  Online  Help  Desk would spend 

some amount of time lor each  customer c a l l .  First,  total  customer call hours was 
estimated. I used  half of that  amount as a  reasonable  estimate  of  Technical  Help 

. Deskwork hours. 
d. Not confirmed.  See  my  response to part  (e)  above.  Customers do not make calls 

directly to the Technical Help  Desk,  and I did  not  estimate  the  average  length  of calls 
from the PostOffke Online  Help  Desk to the  Technical  Help  Desk. 

e. Not confirmed.  See my response to part (c) above. Customers do not make c a l k  

directly to the  Technical Help Desk. I did  not  estimate the average  duration of Calk 

to the  Technical  Help  Desk. 
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RESPONSE OF UNITED  STATES  POSTAL SERVICE WITNESS STiREWALT 
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

b OCAUSPS-TW. Please  refer  to USPS-LR-1/MC98-1, Attachment 1, at page  6. 
a. Please mnfim that, of the 12 -Average customer  sessions p e r  user per year," 4 

w i l l  involve  telephone  inqulries  concerning  Mailing  Online. If you do not confirm, 
please  explain. 

b. Please  confirm  that onethird (4 I 12) of the  'Average  customer  sessions  per  user 
,per yeaf will involve  telephone  inquiries  concerning  Mailing  Online. If you do not 
confirm,  please  explain. 

Mailing  Online  transactions in 1999  will  involve  telephone  inquiries  concerning 
Mailing  Online. If you do not confirm,  please  explain. 

c. Please confirm  that 23,924 (71,772 0.3333) of the total annual  number Of 

i 

RESPONSE: 

a. Not confirmed.  Refer to my  response to OCNUSPS-T3-3l(c)  regarding  calls to~the 
Technical  Help  Desk. I did not  associate  customer calls directly  with  the  number of 
customer  sessions,  but  rather to the  number of customers.  The four calls could  be . 
associated  with  one  or  more  customer  sessions. 

b. Not confirmed. Refer to my response to pad (a) above. 
c. No! confirmed.  Refer  to my response lo part (a) above. 
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RESPONSE OF UNITED STATES POSTAL SERVICE  WITNESS STtWWALT 
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

L. OCNUSPS-T3-65. Please  refer to your response to OCAIUSPS-T3-31.  Please 
confirm that the 'cost drivef for the costs of the Mailing Online Technical Help Desk and 
the Postoffice  Online  Help Desk associated with Mailing  Online is the estimated 
number and duration of calls. If you do not  confirm, please explain. 

RCSPONSE: 

The words 'cost driver' do not  appear in my response to OC#USPS-T331. Confirmed 

that the estimated number and duration of customer mils to the Postoffice Online Help 
Desk are used in developing my  cost  estimates for human resources for the Technical 

Help  Desk. See my response to'OCANSPS-T3-63(c). 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS STIREWALT 
TO  INTERROGATORY OF THE OFFiCE OF THE CONSUMER ADVOCATE 

L.. OCNUSPS-T3-66. Please  refer to USPS-LR-I/MC98-1,  Attachment 2, at pages 12-13. 

concerning the 'Technical Help Desk.' 
a. For the Y R  1999,' please confirm that the total variable costs of the  technical 

b. . For the 'YR 1999,' please confirm that the total variable costs of $282,000 are 

c. For the 'YR 1999,' please  confirm  that the variable  cost per hour of the  technical 

help  desk are $282,000. If you do not confirm,  please  explain. 

incurred to respond to calls generating 2,392 Technical Help  Desk  Call Hours.' 
If you do not confirm. please explain. 

help  desk Is $1 lf.89 ($282,000 / 2,392 hours). If you do not  confirm.  please 

help  desk is $1 1.79(%117.89 /(60 minutes I 6  minutes per call)). If you do not 
confirm, please explain. 

RESPONSE: 

a. Confirmed. . 

b.  Confirmed. 

c. Not confirmed. The S282.000 are  required to provide  additional staffing to a pre- 

existing  postal  Technical  Help Desk to  handle  calls from the Postoffice  Online  Help 

L '  Desk.  A  calculation of variable cost per  hour of the  Technical  Help  Desk cannol be 
determined by using figures  from  Mailing  Online. 

d. Not confirmed. I did not  determine  an  average call lime for the Technical  Help  Desk. 

Even for  the PoslOffice Online  Help Desk, as indicated in USPS-LR-1, Attachment 

2. pages 12-13, I designate a duration of 30 minutes for the initial call from each 

customer,  and 6 minutes for each of three  follow-on  calls. There is  no average of six 

minutes  per  customer call. 
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RESPONSE OFUNlEDSTATES POSTAL SERVICE WITNESS STIRWALT 
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

0 C N U S P S - W .  ?lease refer to your response to OCNUSPS-T3=17, which refers to 
the PostOfice Online Help Desk as being 'run by a contractor.'  Please  provide  a copy 
of the contract for the Postoffice Online  Help Desk. 
RESPONSE 
There ?s no contract  specific  to the Postoffice  Online Help Desk.  Help  desk support is 
part  of  the  overall  contract  for  integration  of PostOffice Online. A pertinent  section of 

and  attachment  to  the  contract  (descn'bing  the  Help Desk activities), plus the  contract 
modification,  delivery  order, and delivery  order modifications (indicating  authorized 

payment  amounts) for the PoslOffice Online Help Desk are being filed in USPS-LR- 

14NC98-1. 
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ILANC:  Next  I  want  to  make  sure 

that  everyone  is  clear  that  the  designated  direct  testimony 

of  Witness  Rothschild  from  Docket  Number MC98-1 has  already 

been  admitted  into  the  record  in  this  case,  even  though it 

has  not  been  transcribed.  That  is USPS-T-4 in  Docket  Number 

MC98-1. 

Finally,  it  is  my  understanding  that  parties  are 

developing  a  proposed  stipulation  and  agreement,  and  I 

understand  that  has  been  taken  care of now,  that  utilizes 

the  language  contained  in  the  Postal  Service  response  to 

Notice  of  Inquiry  Number 1 as a starting  point. 

Often  responses  to  Notices of Inquiry  are 

incorporated  into  the  evidentiary  record  and  I  believe  this 

has  all  been  taken  care o f ,  Am  I  correct  in  that?  I 

believe, Mr, Reiter, you had  this,  and  can  you  give  us a 

status  report  update as to  where  we  stand  at  this  particular 

point  to  make  sure  we  are all on  the  same  sheet  of  music 

here I please? 

MR.  REITER:  Yes, I can. 

COMMISSIONER  LeBLANC:  Can  you  speak  up?  I  can't 

quite  hear  you. 

MR.  REITER:  Yes, I can. 

COMMISSIONER  LeBLANC:  Thank you. 

MR.  REITER:  I  provided  copies  to  the  Commission 

and  the  participants  earlier  this  morning  of  documents  that 
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e  intend  to  file  today, 

One  is  a  stipulation  and  agreement  which,  as  you 

point  out,  establishes  agreement  among  some  of  the  parties 

on  the  language  that  we  provided  to  the  Commission  in 

response  to  the  Notice of Inquiry. 

Pitney  Bowes  and  the  Office  of  the  Consumer 

Advocate  will  be  signing  that  as  well.  A  change  or  two  that 

I  need  to  make  in  the  document,  just  slight  typos  and 

mistakes  in  words,  will  necessitate  me  revising  this 

slightly  and  then  we  will  file  it  this  afternoon,  but  it 

doesn't  change  the  substance of the  agreement. 

COMMISSIONER  LeBLANC:  That  was  my  question.  The 

substantive  issues  are  still  taken  care  of?  It's  mainly  the 

language  at  this  particular  point? 

MR.  REITER:  Right,  There is no  disagreement on 

that,  That  is  taken  care of, 

COMMISSIONER  LeBLANC:  Just  to  make  sure  that  the 

in  the record  is  clear, theress no  ob  ections  from  anybody 

room  today  then?  Okay. 

Do you  have  something  you  want  to  say,  Mr 

Wiggins? 

[No response. 3 

COMMISSIONER  LeBLANC: I'm s 

ahead. 

orry,  Mr. Wi 

MR.  HIMELES: I'm sorry,  Mr.  Presiding  Officer, on 
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ate  that  we  don't  object  to 

We  are  not  a  party  to  the 

stipulation  and  certainly  reserve  our  right  to  address  the 

substance of this  issue  in  that  respect, 

COMMISSIONER  LeBLANC:  I  understand,  thank  you 

very  much 

MR.  REITER:  And I would  point  out also that  we 

havenlt  had  a  chance  yet  to  circulate  this  to  any of the 

other  intervenors,  which  we  will  do  in  the  event  that  some 

of  them  may  wish  to  either  sign  it  or  express  no  opinion  and 

leave  it  to  brief, 

COMMISSIONER  LeBLANC:  I  was  going  to  ask  that, 

because I noticed  in  what  you  presented  to  the  bench  here 

there  was  no  signature  page  on  the  back  except for the 

Postal  Service, 

MR, REITER:  Right,  I  now  have  the  ones  from 

Pitney  Bowes  and  the OCA and  I  will  be  including  those  in 

the  package  that I filed  with  the  docket  section  this 

afternoon. 

COMMISSIONER  LeBLANC:  And  if  there  is  a  problem, 

you  will  get  back  with  us  in  writing  then? 

MR.  REITER:  I  sure  will. 

COMMISSIONER  LeBLANC:  Thank  you. 

Since  this  has  already  been  filed  and  taken  care 

of  in  partiality  and  in  some  degree  to  completeness  this 
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ablished  dates  for 

briefs  then,  which  the  attorney  for  MASA  has  talked  about. 

Initial  briefs  are  due  on  or  before  March  8th  and 

reply  briefs  are  due  on  or  before  March  15th. 

Any  problems,  anybody? 

MR.  HIMELES:  Mr.  Presiding  Officer,  my  partner 

Mr.  Bush,  who  as  you  know is the  person  most  familiar  with 

this  proceeding  on  behalf of MASA,  will  be  on  vacation  from 

March  2nd  through  March 9th- 

I  wonder  if  it  is  possible  to  accommodate  his 

schedule.  I  think  originally  these  dates  were  a  week  later, 

both  dates,  and  that  would  certainly  make  matters  much  more 

manageable  from  our  perspective. 

COMMISSIONER  LeBLANC:  His  vacation  is  the  2nd 

through  the  9th  he  said? 

MR.  HIMELES:  Yes,  it  is. 

COMMISSIONER  LeBLANC:  And  there  is no way  that 

this  can  be  done  previous  to  that  then,  without  some  more 

hardships  on  your  case? 

MR.  HIMELES:  Well,  we  certainly  would  find  a  way 

to  do as much  of  it  as  possible  before  his  departure,  but  I 

spoke  to  him  yesterday  when  he  was  travelling  and  we 

discussed  this  proceeding  and  he  had  a  real  concern  about 

completing  our  submission  before  his  departure. 

COMMISSIONER  LeBLANC:  Well,  tell  him  to  enjoy 
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the  briefs  are  excellent - -  so we 

will  go  back  to  the  original  dates  then. 

MR.  HIMELES:  Thank  you  very  much, Mr. Presiding 

Officer . 

COMMISSIONER  LeBLANC:  Now  for  the  Commission's 

information  here,  can  the  Postal  Service  provide us an 

update  estimate  of  when  the  Postal  Service  will  be  able  to 

initiate  Mailing  Online  service,  assuming  the  Commission 

were  to  recommend  and  the  Governors  were  to  approve  the 

proposed  Mailing  Online  experiment? 

I  guess  it  is  back  to you, Mr.  Hollies. 

MR.  HOLLIES: Yes, 1 wish  I  knew  the  answer  to 

that  question  myself. 

I donst know  because I am  getting  conflicting 

information.  If Plan A is  the  one  that's  operative,  there 

will  be  perhaps  even  a  couple  of  months  of  slip. 

But  therels  a  Plan B in  the  works  that  would - -  

COMMISSIONER  LeBEANC:  Plan A being  what? 

MR.  HOLLIES:  We,  the  Postal  Service,  in  the  large 

sense  of  the  word,  rather  than  in  the  Mailing  Online  sense 

of the  word,  has  a  relationship  with  an  outside  consultancy. 

They  are  the  ones  trying  to  build  the  USPS.com  site. 

There  were  some  procurement  and  other  issues  that 

caused  some  delay  in  getting  that  relationship  established 

and  up  and  working.  And  it  is  now  functional. So that's 
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Plan  A. 

However,  the  Business  Manager of Mailing  Online, 

Mr.  Plunkett,  has  initiated  a  Plan  B  which  would  provide  a 

bridge  system  that  would  enable us to go  live  sooner  with 

Mailing  Online,  and  then  merge  it  into  the  full-blown form 

of USPS.com  when  it  becomes  available. 

I do  not  know,  beyond  that,  where  things  stand, I 

think  it  wouldn!t  surprise  me  if - -  let's  see, the  plan  for 

this  case  had  been  to  try  to  get  a  decision  from  the 

Commission  by  mid-April,  to  get  to  the  May  Board of 

Governors  meeting.  I  think  that's  still  possible,  and  I 

would  think  that  we  can  still  put  the  service  up  in  the 

middle  of  May. 

But  my  confidence  on  that  has  slipped,  and I think 

it's  possible  that  we  won't  be  that  quick. 

COMMISSIONER  LeBLANC:  Okay,  thank  you  very  much. 

Does  any  other  participant  wish  to  raise  an  issue  for 

consideration  today? 

[No  response. 1 

COMMISSIONER  LeBLANC:  Good.  That  being  the 

situation,  do  any of my  colleagues  have  any  questions, 

comments,  suggestions,  ideas,  opinions  or  whatever? 

[No response. 1 

COMMISSIONER  LeBLANC:  Good.  Then  in  that 

particular  case,  we  can  conclude  today's  hearing.  Thank  you 
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for your attention. This  hearing is now adjourned. Thank 

you very much. Off the  record, Mr. Reporter. 

[Whereupon, at 1 0 ~ 1 5  a.m., the  hearing was 

ad j ourned . ] 
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