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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Customized Market Mail Docket No. MC2003-1
Minor Classification Changes

DESIGNATION OF WRITTEN CROSS-EXAMINATION

Party Interrogatories

United States Postal Service

Christopher C. Ashe (USPS-T-1)

American Postal Workers Union, DBP/USPS-T1-3, 7
AFL-CIO OCA/USPS-T1-2-4, 6, 7h, 20-21, 23-24
Office of the Consumer Advocate DBP/USPS-T1-1-7
QOCAJ/USPS-T1-2-6, 7b, 9-12, 14-18, 19a-b,
20-28, 30

Laraine B. Hope (USPS-T-2)

American Postal Workers Union, OCAMUSPS-T2-1
AFL-CIO OCA/USPS-T1-1, 13, 29 redirected to T2
Office of the Consumer Advocate OCA/USPS-T2-1

OCA/USPS-T1-1, 8, 13, 29 redirected to T2

Respectfully submitted, |
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Steven W. Williams
Secretary



INTERROGATORY RESPONSES
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory Designating Parties

United States Postal Service

Christopher C. Ashe (USPS-T-1)

DBP/USPS-T1-1 OCA
DBP/USPS-T1-2 OCA
DBP/USPS-T1-3 APWU, OCA
DBP/USPS-T1-4 OCA
DBP/USPS-T1-5 OCA
DBP/USPS-T1-6 OCA
DBP/USPS-T1-7 APWU, OCA
OCA/USPS-T1-2 APWU, OCA
OCA/MSPS-T1-3 APWU, OCA
OCA/USPS-T1-4 APWU, OCA
OCA/USPS-T1-5 OCA
OCA/USPS-T1-6 APWU, OCA
OCA/USPS-T1-7b APWU, OCA
OCA/USPS-T1-9 OCA
OCA/USPS-T1-10 OCA
OCA/USPS-T1-11 OCA
OCA/USPS-T1-12 OCA
OCA/USPS-T1-14 OCA
OCA/USPS-T1-15 OCA
OCA/USPS-T1-16 OCA
OCA/USPS-T1-17 OCA
OCA/USPS-T1-18 OCA
OCA/USPS-T1-19a OCA
OCA/USPS-T1-18b OCA
OCA/USPS-T1-20 APWU, OCA
OCA/USPS-T1-21 APWU, OCA
OCA/USPS-T1-22 OCA
OCAMUSPS-T1-23 APWU, OCA
OCA/USPS-T1-24 APWU, OCA
OCA/USPS-T1-25 OCA

OCA/USPS-T1-26

OCA



[nterrogatory

OCA/MISPS-T1-27
OCAfUSPS-T1-28
OCA/USPS-T1-30

Laraine B. Hope (USPS-T-2)
OCA/USPS-T2-1

OCA/USPS-T1-1 redirected to T2
OCA/USPS-T1-8 redirected to T2
OCA/USPS-T1-13 redirected to T2
OCA/USPS-T1-29 redirected to T2

Designating Parties

OCA
OCA
OCA

APWU, OCA
APWU, OCA
OCA

APWU, OCA
APWU, OCA
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United States Postal Service

Christopher C. Ashe
(USPS-T-1)
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-T1--1. On page 11 lines 13-14, you state that additional permits will
not be required. Confirm, or explain, that a normal Standard Mail permit will be
required for CMM mailing and if postage is paid by permit imprint, a separate
permit for that will be required.

RESPONSE:

Confirmed. Please see my testimony at p. 9, line 21, through p. 10, line 8. |t
should be noted, however, that existing Standard Mail and permit customers will

be able to enter CMM mailings under their standing authorizations.

17



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-T1--2. On page 7 line 23, you indicate that drop shipment must be
by Priority Mail or Express Mail. May drop shipments be made by First-Class
Mail or Parcel Post and if not, why not?

RESPONSE:

No, when the program is implemented, the only options will be the existing
dropshipment options, which include plant verified dropshipment (PVDS) or
Express or Priority Mail dropshipment. The reason is that CMM would be

designed to fit within existing dropshipment options.

18
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-T1--3. If | have 400 CMM pieces for delivery in Englewood NJ
07631 and each piece weighs one ounce, please advise the total postage for this
mailing and provide a detailed explanation on how this value was determined. If
the physical dimensions of the mailpiece can affect the postage [assuming that it
meets the minimum and maximum size limits and still weighs one ounce], please
provide separate responses for each criteria. Assume that it does not meet the
Nonprofit criteria.

RESPONSE:

It is assumed that the mailer in this hypothetical avails itself of the plant verified
dropshipment (PVDS) entry option. If CMM is elected, then the price would not
vary based on the physical dimensions of the mailpiece. The postage cost in this
hypothetical situation would be $229.60, or $0.574 per piece. The unit price
represents the sum of (i) the per-piece non-destination entry rate for the Basic
Nonletter category in the Regular subclass ($0.344) and (ii) the residual shape
surcharge ($0.23).
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-T1--4. Provide a similar response to DBP/USPS-T1-3 if each piece
weighs 4 ounces.

RESPONSE:
CMM pieces are eligible only for the Basic category nonletter per-piece rate.
Hence, the maximum weight for items entered as CMM would be 3.3 ounces.

Please see my testimony at p. 9, lines 1-4.



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-T1--5. What is the maximum weight permitted for a CMM piece? If
the postage calculations performed in response to DBP/USPS-T1/-3 and -4
would be different for weights of other than one or four ounces [other than the
obvious different total weight of all 400 pieces], please provide the criteria and
perform a separate calculation.

RESPONSE:
Customized MarketMail pieces must weigh 3.3 ounces or less. Thus, the total

postage for a given CMM piece would not vary based on weight.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-T1--6. Does the entering of the mail at a DDU mean that the box
section for PO Boxes and/or the city delivery/rural/HCR carriers are located at
[for PO boxes] or depart [for carriers] from that single building? If not, please
explain.

RESPONSE:

Given the depth and breadth of the Postal Service’s delivery operations, the
Postal Service operates delivery functicns under a variety of models. In the
majority of cases, the box section for post office box service and the in-office
areas dedicated to city delivery, rural, and highway contract route (HCR) carriers
are located in a single building. In other instanceé,‘the post office box section is
located in a separate facility from the facility from which city delivery, rural, and/or
HCR carriers depart to deliver the mail to customers receiving mail along delivery
routes. The locations of the post office box sections and carrier delivery
operations are made by the Postal Service on a case-by-case basis depending

upon the delivery requirements of the geographic area in question.



23

RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-T1--7. On page 12 you indicate that the mailpiece will be left at the
addressee’s location. Why is the delivery of a CMM any different that a non-CMM
piece. If a customer pick-up notice is required for a similarly sized mailpiece, why
is a notice left for the non-CMM piece while the CMM piece is left?

RESPONSE:

The proposed requirement for the use of the carrier release marking on
Customized MarketMail (CMM) mail pieces will enable carriers to deliver CMM
pieces on the first delivery attempt, subject to carrier release guidelines. Without
the carrier release marking, if the piece does not fit in the receptacle and the
customer is not home, the carrier would likely have to leave a delivery notice ..
requesting that the recipient travel to the station to retrieve the CMM piece.
Because it is believed that customers would not want to incur the time and
expense of traveling to a delivery unit to retrieve a piece of advertising mail, the
product description has incorporated features that eliminate maost handling
procedures after the first delivery attempt. If the carrier is unable to make a
delivery on the first attempt, the piece would be returned to the delivery unit for
destruction. Thus, the use of a carrier release benefits not only the recipient, but
also the advertiser, since the advertiser would not ordinarily want customers to

be inconvenienced.



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-2. The following question addresses potential increases in the
amount of carrier handling and delivery time needed for the delivery of an
irregularly shaped CMM malil piece as compared to the delivery of current
nonletter mail.

(a) Please explain whether or not you performed any analysis or relied upon
any studies that examined the carrier time needed to handle and deliver a
CMM mail piece (CMM) as opposed to the time needed to deliver a
Standard nonletter mail piece. H so, please include in your response
copies of all documents, analyses, notes, workpapers and data sources
used in performing the analysis. Provide copies of all source documents
relied upon, cite all sources used and show the derivation of all calculated
numbers.

(b) ¥ no analysis was performed, please explain fully why not.

RESPONSE:

(a) & (b) The Postal Service did not perform any analysis or studies that
examined the carrier time needed to handle and deliver Customized MarketMail
(CMM) mail pieces. It is not believed that the entry of such pieces will have any
noticeable impact on handling/processing and delivery operations at destination
delivery units (DDUs). As stated in my testimony at p. 8, the operating plan for
CMM mail pieces larger than letter-sized mail pieces would follow the delivery
unit handling and casing procedures currently utilized for flat size mail, and, if
necessary and, as appropriate to their physical size and shape, for parcels. For
instance, at the DDU, CMM pieces would be distributed to carriers for casing and
delivery. When piece distribution to carriers is necessary, it typically would be
accomplished by sorting the CMM pieces into letter or flat cases, as appropriate
to their physical size and shape, prior to placing them at the carrier cases. The
carrier would then handle the piece in the manner he or she deems most
efficient, depending upon the specific size of the individual piece. In order to

eliminate additional handling issues associated with CMM mail pieces at the
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

DDUs, the proposal strives to minimize the handling operations of these pieces
throughout the chain of production. Specifically, the maximum size for CMM has
been aligned with that of other flat-size mail (12 by 15 inches) and includes
specifications for flexibility and delivery that are more stringent than existing
standards. The Postal Service has also proposed that CMM mail pieces will
have to be sufficiently flexible to enable safe handling and delivery without
damage to accommodate for the unique shapes and sizes that these pieces will
present to carriers; other flats do not have such standards. Additionally, to
preclude further handling if a CMM piece cannot be placed in the addressee’s
mailbox, CMM mail pieces will be barred from any ancillary services (like
forwarding or return) and will bear a “Carrier Release” endorsement and the
exceptional address format (“or current resident”) to indicate that a deliverable
CMM piece is to be left in a practical location near the recipient’s mail receptacle
if it cannot be placed inside the receptacle because of its size or inflexibility. To
avoid the possibility that CMM pieces could be introduced into the maitstream

after failure of delivery, undeliverable-as-addressed CMM would be discarded.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-3. In developing the CMM proposal, did you discuss the proposai
with any operations personnel to see if there were potential operational concerns
regarding the handling of CMM mait pieces?

(a) If so, please provide copies of all documents including notes taken or
summaries made regarding their reaction to your proposal. If no notes or
summaries were made of the discussions, summarize the input operations
personnel gave regarding CMM mail pieces.

(b) If not, please explain why operations personnel were not consulted.

RESPONSE:

(a) A partial objection to this subpart has been filed. Discussions with Postal
Service Operations personnel were conducted throughout the product
development process, thereby assuring that the proposal would be structured in
a manner that would not contravene operational objectives. Operations indicated
that current mail proceséing capabilities and automation would be incompatible
with Customized MarketMail (CMM) pieces. Operations further explained that in
order to eliminate manual handling costs in mail processing, the processing of
CMM pieces from o‘rrigin to delivery unit should be avoided. To address this
concern, CMM has been developed so that CMM mailings must be prepared in
5-digit and carrier route(s) containers that must be entered at, or drop shipped to,
the corresponding destination delivery units. Other features in the product
design, such as the proposed requirement for the use of a carrier release, also
reflect Operations personnel input. Specialists from Postal Service Delivery
Support also reviewed the sample CMM pieces at a delivery unit, and determined
that such pieces could be accommodated with existing work methods. When the
sample pieces were reviewed by city and rural carriers, their feedback verified

this view.



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

(b) Not Applicable

27
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-4. In developing the CMM proposal, did you discuss the proposal
with any rural route or city carriers to see if they anticipated any difficulties in
casing and subsequently delivering CMM mail pieces?

(a) If so, please provide copies of all notes taken or summaries made
regarding these discussions. Indicate how many carriers were contacted
and include in your response all documents, analyses, notes, workpapers
and data sources developed or used as a result of these consultations.
Cite all sources and provide the derivations of all calculated numbers.

(b) if not, please explain why carriers were not consulted.

RESPONSE:

{(a) A partial objection to this subpart has been filed. See response to
OCA/USPS-T1-3(a).

(b) Not applicable.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-5. Excluding focus group facilitators, please provide the number
of participants in attendance at each of the four focus groups reported in USPS-
LR-2 and provide copies of all summary notes, data and other information
developed as a result of each focus group discussion. If no documentation or
data was collected, please explain how National Institute conducted its analysis.

RESPONSE:

A partial objection to this subpart has been filed. Excluding focus group
facilitators, attendance at the four focus groups reported in USPS-LR-2 were as
follows:

Focus Group 1: Thursday, September 26, 2002, 10 respondents. ..

Focus Group 2: Tuesday, October 8, 2002, 10 respondents.

Focus Group 3: Wednesday, October 9, 2002, 8 respondents.

Focus Group 4: Thursday, October 10, 2002, 8 respondents.

A copy of the advertiser discussion guide is attached.
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Attachment to OCA/USPS-T1-5

Customized MarketMail Study Advertisers Discussion Guide

I. INTRODUCTION

. Ground Rules: Audiotaping, confidentiality, candor, one person at a time,

no cell phones or pagers, etc.

. Background & Discussion Objectives: The purpose of our discussion is to
focus on three topics: 1) process for creating print and direct mail
advertisements; 2) emerging needs and requirements for developing such mail

pieces; and 3) reactions to new ideas/new regulations

Please think about the objectives of the various campaigns you are
responsible for and how those objectives are translated into direct mail piece

designs and executions

. Introductions
- Type and size of company work for
- Role/responsibilities (Probe: media selection, layout/design, copy or
text)
- Types of campaigns respensible for
- Types of outside partners used for these campaigns (e.g., ad

agency, etc.)

Il. PRINT/DIRECT MAIL DESIGN & IMPLEMENTATION PROCESS
{Goal is to develop a detailed process map outlining the steps and key

players for specific types of objectives/applications)



mail}

Identification of Process Steps — differentiate legacy vs. new campaigns
- Who generates the ideas to do...

Print vs. other media (e.g., broadcast)?

Type of print (e.g., FSI vs. magazine)?

Type of direct mail (e.g., stand alone, shared)?

- What steps are involved from inception to completion? (Probe use

of in-house staff versus outside agency like ad agency)
Idea generation

Media selection

Content and Design

Productiop

Distribution

Response

Fulfilment

- Where is the emphasis placed? Why?

- How, if at all, does this vary by different direct mail campaign
objectives?

Direct response — direct selling

Traffic building

Lead generation

Awareness & brand building

ldentification of Key Decision-makers and Influencers (focus on direct

- Who is responsible for the content?

- Who is responsible for the design/layout/format — size and shape,
etc.?

- Who is responsible for postal-related decisions?

Type of postage — Standard, First-Class, etc.

31



Amount of worksharing
Actual size/shape

Type of working relationship with USPS (e.g., is there a specific person

they are working with at USPS)?

- Who is responsible for mail distribution for large campaigns?
Use of internal personnel vs. outsourcing

Why or why not?

Direct Mail Campaign Experience

- Response rate goals

Success measures

- Expected vs. actual response rates by campaign type
Awareness building

Acquisition

Direct response

Loyalty/retention

CURRENT DIRECT MAIL REGULATIONS & CONSTRAINTS

(Goal is to identify level of knowledge and specific problem areas)

Knowledge of Current Restrictions

- What are the factors that influence the design of direct mail pieces?
Probe...

Size of budget

Postal restrictions (e.g., size/shape constraints, delivery windows, etc.)
Stringent development timetables

Mailbox clutter

Consumer perceptions and consumer response

Etc.

32



V.

33

- How much, if at all, does it vary by the direct mail campaign
objective?

Loyalty/retention vs. acquisition campaigns

- What are you doing now to thwart these problems?

Impact & Perceptions of Current Restrictions

- What is the impact of specific postal restrictions on direct mail use?
Probe...

Size and shape requirements

Thickness/stiffness requirements

Sortation requirements

Delivery standards

Addressing reguirements o

Etc.

- Which of these has the greatest limitation on the creative? Why?
- Specific ideas/designs that get “nixed” because of existing
constraints

What are the characteristics of these ideas/designs?

Where in the process do these get rejected?

Who decides? - -

What, if anything, gets developed instead?

How often, if at all, is direct mail rejected because of constraints?

How often, if at all, is the campaign rejected because of constraints?

- Which constraints, if any, should be lifted? Relaxed? Eliminated?
Why?

- How might these be implemented?

PERCEIVED FUTURE DIRECT MAIL DESIGN NEEDS/REQUIREMENTS

(Goal is to determine desired creative characteristics without any

constraints)



Potential New Direct Mail Design |deas

- Suppose no USPS or budget constraints, what types of pieces
might be created?

Over-sized or irregularly shaped

Free-standing (not in envelopes)

Product sample-like

Different colorings/aesthetics/materials/printing

Etc. '

- Would these changes improve direct mail or not? Why or why not?
Specific Examples of How Design Characteristics Would Change Today

- Ask participants to describe how one of their current direct mail
pieces might have changed if they could produce an “unconstrained” piece
Why would such a change have been made?

- Ask how changes would have impacted...

Creativity

Design process

Size of mailout/campaign

Overall budget

Other improvements (e.g., better response)

V. REACTIONS TO MARKETMAIL CONCEPT
(Goal is to show sample MarketMail pieces and determine level of
interest)

Initial Reactions and Perceived Usage Barriers & Inducements
- Size of piece and mailbox impact
- Widespread applicability

- Development costs

34



- Production costs
- Etc.
. Likelihood to Use i
- Perceived attractiveness
- Perceived improvements, if any, to direct mail
- Potential usage situations/campaigns
. Traffic building, direct response, etc.
. Loyalty/retention vs. acquisition campaigns
- Frequency of those situations — use on a repeat basis or not?
- Likely number of pieces to be generated annually
- Decision-making process & relationship with partners (e.g., ad
agency) .
. Reactions to Mailing Requirements if Regulations Were Changed
{Describe how USPS would handle and deliver the pieces and attempt to
determine willingness to get a “ruling” on a case-by-case basis and pricing

sensitivities)

The U.S. Postal Service would permit mailers/advertisers to develop
oversized or irregularly shaped pieces each weighing up to 3.3 oz. and sort and
bundle them for drop ship delivery to a destinating delivery unit (DDU). The
mailer could select one of three desired speeds for the drop ship delivery
component — Parcel Select (Fast), Priority Mail (Faster), or Express Mail
(Fastest). Once the bundle reaches the DDLU, it would be sorted and delivered
as a Standard mail piece. The mailer would pay a fee for the drop shipping
commensurate with the speed selected and a price per piece for the delivery of

each oversized or irregularly shaped piece.

- Willingness to send piece to a committee or review panel for review

and approval? Why or why not?

35



VI.

mind?

- Willingness to pay for ruling?

- Willingness to be part of a pilot test?

- Speed of drop shipping that would be selected? Why?

- Impact of being able to use only USPS for drop shipping?
Inducement or barrier?

Why?

- Willingness to pay price for drop ship bundle and per piece delivery
price?

- Amount willing to pay for per piece delivery price?

Compare to existing rates

Rationale for price willing to pay

- What value-added information would be desired?

Tracking information?

Delivery confirmation or Confirm?

Other data?

Potential Impact on Direct Mail & Other Advertising Decisions

- Would existing direct mail be cannibalized or would the pie grow?
- What would be the impact on advertising mix? On other direct
mail?

- How would these new design opportunities affect Web advertising,

if at alt?

- How would other forms of print advertising be affected, if at all?

REACTIONS TO PROPOSED NAME

When you first heard the name “Customized MarketMail" what came to

- What were you expecting?

- What type of product did you imagine?

36



. Now that you know about product, what other names, if any, come to
mind?
- Why these names?
- What do these names communicate that Customized MarketMail
does not?
. Should the name have USPS in it (e.g., USPS Customized MarketMail?)
- What benefits, if any, are there by including USPS in the name?

- What liabilities, if any, are there in including USPS in the name?

VII. WRAP-UP & THANK PARTICIPANTS
- Last minute comments

- Thank participants



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-6. On page 4 of your testimony, you state: “advertisers and
designers have often sought approval for mailing of such pieces.” What is the
basis for your statement and what person or office at the Postal Service received
such requests? Please provide the number, or an estimate, of the number of
advertisers and designers who have sought approval for mailing such pieces.

RESPONSE:

As stated in my testimony at pages 5-6, there is informal anecdotal history
behind what is being called Customized MarketMail (CMM). Many mail
classification and marketing professionals in the Postal Service can recall
numerous past occasions when they were asked about the mailability of some
variations of “CMM” — round or circular mailpieces, for example. | have recently
discussed the non-mailability of CMM-compatible pieces with two mailers: the
first firm was a creative company engaged in the development of mailings for
third-parties; the second firm was a manufacturer of irregularly shaped
mailpieces that could potentially be mailed as CMM-compatible pieces. Because
the only correct answer to date has been that such pieces cannot be mailed,

there is no history of either the source and nature of the requests, how much

volume would have been produced, or what revenue might have been generated.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-7. On page 6 of your testimany, you state: “we believe that there
is a consistent level of interest in CMM..."

(a) Please estimate CMM volumes for each of the first five years of its initial
offering. Include in your response all documents, analyses, notes,
workpapers and data sources used in making your determination.

Provide copies of all source documents relied upon, cite all sources used
and show the derivation of all calculated numbers. :

{b) If no volume analysis was performed please fully explain why not.

RESPONSE:

{a) An objection fo this subpart has been fi!ed.

{b) As described in my response to OCA/USPS-T1-6, there is anecdotal
information that there is interest in the Customized MarketMail product, but there
is no basis for making volume projections of the sort relied upon to conduct a
ratemaking analysis. No guantitative market research exists to inform such an
analysis. Moreover, as described in my testimony at p. 6, line 21, through p. 7,
line 3, and by witness Hope in her testimony at p. 3, lines 1-3, the expectation is

that this will be a low-volume application.



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-9. Please provide all packaging and addressing reguirements
that must be followed in order to enter a CMM mailing at the DDU.

RESPONSE:
For proposed Customized MarketMail (CMM) packaging requirements, please

refer to my testimony at p. 8, lines 4-14. For proposed CMM addressing

requirements, please refer to my testimony at p. 11, line 17 through p. 12, line 7.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCAJ/USPS-T1-10. Assume that a CMM mail piece is presented to the Postal
Service at a DDU. The CMM mail piece meets all the dimensional requirements
you have stated. However, the CMM mail piece does not have a rigid structure —
a well-defined silhouette. Rather, the mail piece is flexible such as soft plastic or
rubber and can change shape when handled and still be within the dimensional
requirements of a CMM piece. Will this type of CMM mail be allowed into the mail
stream at the DDU?

(a) If so, please provide the carrier costs of handling and delivering this type
of CMM mail piece. Include in your response copies of all documents
relied upon, show the derivation of all calculations and cite all sources.

(b) If not, please identify what dimensional requirement(s) provided would
prevent a mail piece of this type from being entered into the mail stream.

-+

RESPONSE:

(a) & (b) Without seeing the particular piece in question, | cannot definitively
declare it to be eligible for mailing under the CMM classification provisions.
However, if it meets the proposed requirements described in my testimony at pp.
10 to 11, it would be mailable. Having a “silhouette” that can change easily but

can never exceed the largest dimensions is difficult to imagine.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-11. Have you addressed the mail security impact of accepting
CMM mail pieces at DDU’s?

(a) If you did not factor potential security issues into your proposal, please
explain fully why not. :

(b) If you did factor potential security issues into your proposal, please
include in your response copies of all documents, analyses, notes,
workpapers and data sources used in making your determination.
Provide copies of all source documents, cite all sources used and show
the derivation of all calculated numbers.

RESPONSE:

(a) Since there were no n\ew procedures envisioned for the acceptance of
Customized MarketMail (CMM) (as opposed to other mail), there was no reason
to give special consideration to security issues for CMM.

{b) Not applicable.
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OCA/USPS-T1-12. Page 13 of USPS-LR-2 states that advertisers would like to
produce more elaborate mail pieces, “but refrain from doing so in order to ensure
receipt of postage discounts.” Given the stated desire of advertisers to receive
postage discounts, why do you believe mailers would be willing to forgo
discounts and pay a premium to mail each CMM mail piece?

RESPONSE:

Once a mailer has decided to create a “mailable” piece, it is generally in the
shape of a letter or flat. The mailer naturally attempts to secure the lowest
possible price, taking into account the worksharing effort he or she wishes to
undertake. If the lowest rate is desired, the mailer must adhere to the
requirements for the automation discounts. While these requirements may limit
mailpiece design, the mailer often sees this as a reascnable tradeoff for the lower
price. Some mailers, however, forego discounts in order to be creative in such
aspects as address placement. | believe that this point is supported by the
information gathered in the qualitative market research commissioned by the
Postal Service for Customized MarketMail (CMM). For instance, during the
market research (see page 16, USPS-LR-2), discussions with prospective CMM

" customers indicated that they “recognized that Customized MarketMail would be
more costly to produce than a traditional Standard Mail letter or postcard.” To this
point, one attendee stated “l know it would be worth a little extra if we were
allowed to do this. Everyone needs to differentiate - whether it's a tongue
depressor or chalk or candy you need something and this [CMM] would definitely
help.” My statement was not meant to imply that all mailers refrain from more

“elaborate” or non-typical pieces.
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OCA/USPS-T1-14. No one is willing to pay for such a review; rather, they believe
that the Postal Service should provide the service without a fee because it wilt
benefit from added mail volume if such pieces were permitted.

(a) In establishing the price of mailing a CMM mail piece, did you incorporate the
cost of reviewing the specification drawings or prototypes of a CMM piece?

(b) If your response to part “a” of this interrogatory is affirmative, please provide
your estimate of the cost of the review. Please include copies of all documents,
analyses, notes, workpapers and data sources used in developing the estimate.
Provide copies of all source documents relied upon, cite all sources used and
show the derivation of all calculated numbers.

(c) If your response to part “a” of this interrogatory is negative, please explain
why you did not include the cost of reviewing a CMM mail piece.

RESPONSE:
(a) - (¢) Not applicable. As stated in my testimony at p. 11, lines 14-16, “[d]esign
approval would not be required, and physical or graphic content would be subject

to existing standards and statutes.”
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OCA/USPS-T1-15. The following refers to USPS-LR-2, question number 6, part
2, page 3, of the questionnaire titled “Screener — Chicago MarketMail
Advertisers.” Please explain what the acronym “FSlIs stands for and provide a
copy of an example.

RESPONSE:

The acronym “FSlis” stands for free-standing inserts. itis a commonly used
advertising term that corresponds to the advertisements that are inserted into
newspapers (most typically on Thursdays, Saturdays, and Sundays) as stand-
alone pieces. They are distinguished from “ROPs,” which are “run-of-press” ads.
ROPs are placed in newspapers on the same pages as news and feature stories.
These terms are very familiar to both advertising executives (e.g., account
managers, etc.) and advertisers. Respondents were not shown a copy of a
typical FSI, since they were screened by telephone. It was not necessary to
show such a sample during the focus group sessions, since the focus was on
Customized MarketMail. Several examples of pages from FSls from last

Sunday's Washington Post are attached.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-16. USPS-LR-2 provides copies of the two telephone surveys
(Advertisers and Ad Agencies) conducted in Chicago. Were identical telephone
surveys used in New York? If not, please provide a copy of each survey used in
New York and fully explain where the New York and Chicago surveys differ; and,
why they differ.

RESPONSE:

Yes. Identical surveys were used in New York.



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-17. Please refer to USPS-LR-2, question number 14, page 6, of
the questionnaire titled “Screener - Chicago, MarketMail — Advertisers.”

a. Please provide a table showing the total number of respondents, New York
and Chicago, for each ranking level of interest. For example:

Ranks 1 2 3 4 9 6 Total
Total per rank Total
Rankings

b. Please provide the total number of New York and Chicago advertisers that
were called for this survey.

c. For the New York and Chicago advertiser discussions, please provide the total
number of advertising personnel that were available on the date of the survey.

d. For the New York and Chicago advertiser discussions, please provide the total
number of different advertising firms represented.

RESPONSE:

{a) Eighteen advertiser executives completed the screening form and attended
the focus group sessions. As shown in the chart below, 15 of the 18 responqents
gave a rating of 5 or 6 to the question regarding how likel; or unlikely they would

be to send an irregular piece of advertising mail.

1 2 3 Total

[ealf.)

5
7

BENFN

18

1 1

(b) The telephone portion of this project was merely used to identify eligible
companies/respondents who could then be invited to the focus group discussions
in each city. The recruiters from the focus group facilities used by National
Analysts consulted telephone directories, their own database, and other sources

to identify potential advertising executives for screening purposes. They were
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not specifically asked to keep track of the total number of calls they made to
complete their screening/recruiting efforts, as is customary for focus group

recruiting. Therefore, the total number of advertisers called is not available.

{c) Ten advertisers were recruited for each group, for a total of 20, with 18
executives ultimately attending the focus groups. This number represents the
number of individuals who were screened, eligible, and available to attend the

focus group sessions on the dates and times established for these groups.

(d) The unigue number of advertisers (companies) represented in these groups

was 18. Only one individual per company was recruited.
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OCA/USPS-T1-18. Please refer to question number 9, of USPS-LR-2, page 4 of
the questionnaire titled “Screener — Chicago, MarketMail — Ad Agency.”

a. Please provide a table showing the total number of respondents, New York
and Chicago, for each level of interest. For example:

Ranks - 1 2 3 4 |5 |6 |Total
Total per rank Total
Rankings

b. Please provide the total number of New York and Chicago ad agency
personnel that were called for this survey.

¢. For the New York and Chicago ad agency discussions, please provide the total
number of ad agency personnel that were available on the date of the survey.

d. For the New York and Chicago ad agency discussions, please provide the
total number of different ad agencies represented.

RESPONSE:

(a) There were a total of 18 advertising firm executives who completed the
screening form and attended the focus group sessions. As shown in the chart
below, 15 of the 18 respondents gave a rating of 5 or 6 to the question regarding
howlikely or unlikely they would be to send an irregular piece of advertising mail.

Please note that one respondent did not complete this question.

1 2 3 4 5 6 Don’t Total
Know
e 1 1 2 13 1 18

(b) As noted in OCA/USPS-T1-17(b), no specific records of the number of
telephone contacts were maintained, as is customary for focus group recruiting.

Therefore, this figure is not available.
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(c) Ten advertising executives were recruited for each group for a total of 20,
with 18 executives ultimately attending the focus group session. This number
represents the number of individuals who were screened, eligible, and available

to attend the focus group sessions on the dates and times established for these

groups.

(d) The number of unique advertising agencies represented was 18. Only one

individual per agency was permitted to attend the focus group discussions.
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OCA/USPS-T1-19. The following refers to USPS-LR-2, "Customized MarketMail
Study Ad Agency Discussion Guide.”

a. Was the same Ad Agency Discussion Guide used in both the New York and
Chicago discussion groups? if not, please provide a copy of the second Ad
Agency discussion guide.

b. If the discussion guide used for the two Advertiser groups differed from that
used for the ad agency discussions, please provide a copy of each Advertiser
Discussion Group Guide used and explain why the advertiser guides differed
from the ad agency guides.

¢. In the discussion guide introduction, the ground rules indicate that the
discussions may have been audio taped. Please provide copies of all audio tapes
and video tapes made during each of the four discussions.

RESPONSE:

(a) The same Ad Agency Discussion Guide was used in both cities.

{b) There were two different discussion guides: one for advertising agency
executives and one for advertiser decision-makers. The advertiser discussion
guide was filed as an attachment to OCA/USPS-T1-5. Many of the same topics
were covered in both guides. However, the ad agency guide asked for the
executives to think about the clients they service and the various design and
production considerations that go into dealing with their clients. The advertiser
guide focused explicitly on advertisers’ own companies and the philosophies and

practices they use for making their direct mail design and production decisions.

(c) An objection to this subpart has been filed.

59



50

RESPONSE OF U.5. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-20. The following refers to your testimony at page 10, lines 5
through 7. Please explain what you meant by the following: “drop shipment
containers would be limited to three sizes per mailing ... ."

a. What are the three box sizes?
b. What are the three envelope sizes?

c. Can a mailing consist of boxes and envelopes?

RESPONSE:

(a) & {b) The Postal Service does not intend to prescribe the exact types and
sizes of the boxes and envelopes that would serve as containers eligible for
dropshipment of Customized Market Mail (CMM) pieces to delivery units. See
my testimony at p. 8, lines 4-11. In order to minimize the complexity of CMM
entry verification procedures, a maximum of three different types of containers
could be used in a given mailing. For example, a mailer could enter a CMM
dropshipment mailing that consists of ten 16” x 16” x 16" Priority Mail boxes,
each containing CMM mail pieces; ten 15" x 157 x15” Express Mail boxes, each
containing CMM mail pieces; and ten 14" x 14" x 14” Express Mail Boxes, each
containing CMM mail pieces. The mailing would be eligible because it would

consist of 30 boxes of CMM mail pieces using no more than three different types

of containers.

(c) Yes, a combination of both boxes and envelopes could serve as

dropshipment containers for a single CMM mailing.
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OCA/USPS-T1-21. The following refers to page 10, lines 17 to 20 of your
testimony. You indicate that the CMM mail piece must be “sufficiently flexible to
withstand movement in the mailstream, the normal handling required for casing
and delivery, and folding or rolling to fit in a small mail receptacle (such as a post
office box).”

a. USPS-LR-1 provides examples of a thin cardboard motorcycie and car cutout.
However, the maximum thickness of a CMM mail piece is three-fourths of an
inch. Please explain what materials you envision mailers using such that the
material is sufficiently flexible when three fourths of an inch thick.

b. In order to understand the dimensional requirements for CMM mail, please
provide four examples of CMM qualifying mail pieces that are three-fourths of an
inch thick, 12 inches high and 15 inches long.

c. In your testimony at page 10 and 11, you indicate that CMM mail pieces must
be sufficiently flexible to fit into a small mail receptacle. Please explain why a
sufficiently flexible mail piece that can fit into a small mail receptacle must be
marked with a Carrier Release marking. (See also, USPS-T2, page 2, lines 11
through 14.) Include in your response examples of “sufficiently flexible mail
pieces” that would not fit into a small mail receptacle.

RESPONSE:

(a) - (b) The Postal Service does not have samples that are responsive to this
request. Also, for purposes of clarity, the motorcycle and automobile cut-outs
provided in USPS-LR-1 are made of a plastic synthetic material, and not of
cardboard, as indicated in the question. A possible example of a CMM piece at

%" thickness could be a piece that is constructed out of a sponge-like material.

{c) The Postal Service does not have samples that are responsive to this
request. The proposed requirement for the use of the carrier release marking on
CMM mail pieces will enable carriers to deliver CMM pieces on the first delivery
attempt, subject to carrier release guidelines. Without knowing the dimensicns of

the “small mail receptacie” in question, it is difficult to assess the need for a
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carrier release marking on a given piece of CMM mail. Suffice it to say that small
mail receptacles come in a variety of shapes and sizes. The requirement is
particularly helpful when, despite his or her best efforts, the carrier cannot insert
the piece into the small mail receptacle (for example, because the receptacle is
stuffed with other items). In such instances, the carrier release marking will
permit the carrier to leave the piece in a safe location for the recipient of the mail
piece, thereby averting the need for the piece to be returned to the carrier station
for further handling. Without the carrier release marking, if the piece does not fit
in the mail receptacle and the customer is not home, the Postal Service would
likely have to leave a delivery notice at a residential delivery address requesting
that the customer travel to the delivery station to retrieve the CMM piece.
Because it is believed that customers would not want to incur the time and
expense of traveling to a delivery unit to retrieve a piece of advertising mail, the
product description has incorporated features that eliminate handling procedures

after the first delivery attempt.



RESPONSE OF U.S. POSTAL SERVICE WITNESS ASHE TO
INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T1-22. At page 1 of your testimony, you state:

CMM would be Standard Mail, typically consisting of advertising matter, designed
and produced in a unique and unusual shape, with other distinctive features of
color or content, to serve as a high impact marketing piece for the delivery of the
sender’'s message.

a. Given the Nonprofit advertising restrictions, how is the Postal Service going to
ensure that a Nonprofit CMM Standard Mail piece meets each of the six eligibility
requirements (known as the “Six-Step Process”) stated in USPS Publication 417,
“Nonprofit Standard Mail Eligibility™?

b. Please explain fully how the USPS will ensure that a Nonprofit CMM Standard
Mail piece meets all other requirements that must be considered when
determining that a mail piece may be mailed, at the Nonprofit CMM Standard
mail piece rate? “For example, see the cooperative mail rule and other
requirements in 4-3[ ]" as referred to in USPS Publication 417, at page 25.

c. Please explain fully where the determination of nonprofit eligibility will be made
for a Nonprofit CMM Standard Mail piece; for example, the entry DDU.

d. If one Nonprofit CMM Standard mailing is entered at multiple DDUs, will each
DDU make its own determination that the CMM mail piece is eligible for nonprofit
status?

RESPOrI\jéE:

(a) & (b) The Postal Service, through implementation regulations to be proposed,
will utilize existing entry and verification procedures to ensure that Nonprofit
CMM Standard Mail mailings meet each of the six eligibility requirements stated

in USPS Publication 417, “Nonprofit Standard Mail Eligibility”, as well as all other

relevant requirements for Nonprofit Standard Mail.

(¢c) The determination would be made depending upon how the Customized
MarketMail mailing is entered into the postal network. If entered under the Plant

Verified Drop Shipment program, the determination would be made at the
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appropriate plant. If the mailing was entered at individual DDUSs, the

determination would be made at each respective DDU.

(d) Yes.
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OCA/USPS-T1-23. At page 2 of your testimony, you note that the requirement,
among others, of a regular, rectangular shape for the typical letter or flat-size
mail piece was established for "efficient handling and delivery of that mail."
Please confirm that it is less efficient to handle and deliver a nonrectangular or
irregular shape Standard Mail piece than a regular, rectangular shape Standard
Mail piece. If you do not confirm, please explain why you do not.

RESPONSE:

A non-rectangular, irregularly-shaped Standard Mail piece may not be
automation compatibte, and may require manual processing by the Postal
Service. This is why the proposal is designed to enable CMM pieces to bypass
mail processing operations. In the case of delivery operatiens, (i) the method by
which pieces enter into the delivery unit (either drop shipped by the customer to
the delivery unit or entered upstream and processed by the Postal Service), (ii)
the degree of sortation, and/or (jii) size and shape could influence the degree of
difficulty in the handling and delivery of nonrectangular/irregular mail pieces.
Given the aforementioned factors, | cannot confirm that in all cases that it is less
efficient to handle and deliver a nonrectangular or irregularly-shaped Standard

Mail piece than a regular, rectangular-shaped Standard Mail piece.
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OCA/USPS-T1-24. Have you or anyone in the Postal Service done any studies
to determine the impact on the efficiency of handling and delivering mail that is
nonrectangular or irregular shape Standard Mail as compared to regular,
rectangular shape Standard Mail? If so, please provide those studies,
documentation and workpapers.

RESPONSE:

While there are studies on the record from previous rate cases that support the
existing residual shape surcharge (RSS) and the non-machinable letter
surcharge in Standard Mail, they do not isolate the cost effects of rectangularity
versus non-rectangularity. Rather, the studies support the broad groupings of
mail to which those surcharges are applicable. Incidentally, the RSS is applied to

anything that is entered as Standard Mail that is not letter- or flat-shaped.
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OCA/USPS-T1-25. You say at page 7, lines 19-21, that the minimum volume
reguirement would apply to the entire plant-verified drop shipment program
(PVDS) mailing rather than the quantity for each DDU. If a large shipment that in
total met the minimum volume requirement but was not first verified at an
upstream plant under the drop shipment (PVDS) program, and so was delivered
to the DDU without prior verification, and if the volume at an individual DDU did
not meet the minimum volume, would the mailer lose the opportunity to meet the
minimum volume requirement and therefore not qualify for CMM at that DDU?

RESPONSE:
The mailing described in this hypothetical would not qualify for entry as
Customized MarketMail at the DDU.
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OCA/USPS-T1-26. Please refer to your testimony at page 11, line 15. Although
you say there would not be a requirement for Postal Service design approval,
physical or graphic content would be subject to existing standards and statutes.
Have you or anyone else in the Postal Service undertaken any studies to
determine the per piece and totai cost of approving physical or graphic content of
these low-volume targeted mailings? Is so, please provide the studies and
related documentation.

RESPONSE:
No studies have been undertaken by the Postal Service to determine the per-
piece and total cost of approving physical or graphic content of Customized

MarketMail mailings.
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OCA/USPS-T1-27. Please refer to your testimony at page 12, line 11, Have you
or anyone else in the Postal Service undertaken any studies to determine the per
piece savings and total cost savings arising from discarding undeliverable-as-
addressed CMM? If so, please provide the studies and related documentation.

RESPONSE:
No studies have been performed by the Postal Service to determine the per-
piece savings and total cost savings that would arise from discarding

undeliverable-as-addressed Customized MarketMail pieces.
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OCA/USPA-T1-28. Please confirm that the Residual Shape Surcharge is
generally assessed on non-letters and flats. If you are unable to confirm, please
explain fully.

RESPONSE:

Not confirmed. According to the Domestic Mail Manual section C600.2.0, “[m]ail
that is prepared as a parcel or is not letter-size or flat-size as defined in C050
[Mail Processing Categories] is subject to a residual shape surcharge. There is
one surcharge for Presorted rate pieces and a different surcharge for Enhanced

Carrier Route rate pieces.”
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OCA/USPS-T1-30. Please refer to your response to OCA/USPS-T1-6. You
indicate that USPS professionals recall past occasions where they were asked
about the "mailability of some variations of ‘CMM’ —round or circutar mailpieces.”

a. Would a % inch thick, 12-inch diameter circle qualify as a CMM mail piece?

b. If your response to part ‘a’ of this interrogatory is other than affirmative, please
fully explain why the mail piece would not qualify.

c. If a circular mailpiece could qualify as a CMM mailpiece, what would be the
smallest diameter allowed?

RESPONSE:

(a) Yes, a circular piece with a thickness of % inch, and a 12 inch diameter would
be eligible for CMM, assuming that it satisfied other applicable mailing
requirements. Please see my testimony at p. 11, lines 3-9.

(b) N/A

{c) The smallest permissible diameter for a circle Customized MarketMail piece
would be 5 inches. This figure is the minimum proposed piece length for CMM.

Please see my testimony at p. 11, lines 3-9.



United States Postal Service

Laraine B. Hope
(USPS-T-2)
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OCA/USPS-T2-1:
At page 2 of your testimony you state, “...mailers would have to endorse pieces
with the Carrier Release marking...”

a.
b.

C.

Please provide a copy of the Carrier Release marking you refer to.
Please provide an explanation of the conditions under which a Carrier
Release marking is required for Standard Mail.

Is the Carrier Release marking used in other classes and subclasses of
mail? If so, please explain fully the circumstances under which the
marking is used.

RESPONSE:

ab.)

The Carrier Release marking is not currently required for mail in any

subclass; it is optional in Standard Mail and other parcel subclasses (see

response to subpart (c), below). Further details have been published in the

Postal Bulletin, most recently in No. 22096 {2-20-03), which provides:

The Carrier Release Program under Domestic Mail Manual
(DMM) section D042.7.0 was designed to increase customer
convenience and satisfaction with the delivery of Standard Mail and
Package Services materials. It allows letter carriers to leave
uniisured parcels in a safe location protécted from the weather when
no one is available at the address to receive the parcel. There are
no restrictions regarding size or subclass of the parcel, only that the
mail is not accountable.

The sender requests this service by endorsing the parcel “Carrier ~
Leave if No Response” as described in DMM D042.7.0. Another
option is to use Label 235, Carrier Release, which is applied at the
retail counter.

Parcels endorsed under the Carrier Release Program should be left
at the delivery address if at all possible. Mailers who use this service
do so as a convenience for their customers because in some cases
they may lose customers if the parcel is not left at the delivery
address. Carriers are not liable for loss or damage under these
circumstances. Mailers are aware that risks are associated with this
type of delivery but have accepted the risks as reasonable.
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A copy of Label 235 is appended to this response.
Note that this is not a new service. It was first introduced on December 16,

1990.

c.) The Carrier Release program is also optionai for parcel mailers in the

Package Services subclasses. See DMM D042.7.0 and M012.4.3.
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OCA/USPS-T1-1:

The following questions refer to cost differences that may arise due to irregularly

shaped CMM pieces being accepted and handled at a DDU compared to the

acceptance and handling costs of a nonletter Standard Mail piece.

a. Please explain your examination of the potential cost differences in
accepting and handling nonletter Standard mail pieces versus
irregularly shaped CMM mail pieces at the DDU. In your response,
include copies of all documents, analyses, notes, workpapers and data
sources used in your examination. Provide copies of all source
documents relied upon, cite all sources used and show the derivation
of all calculated numbers.

b. If no examination was performed, please explain fully why not.

RESPONSE:
a. Not applicable.
b. CMM as proposed involves straightforward, minor classification changes.
Specific costs for accepting and handling CMM pieces at Destination Delivery
Units (DDUs) were not discussed or calculated. As stated in my testimony on p.
3, lines 1-4:
CMM is expected to be a highly-targeted, low-density, low-volume
Standard Mail option for mailers. As such, it is not anticipated to
significantly change the overall institutional contribution or dynamics of
Standard Mail as currently configured (see part V, below).
Nevertheless, to reach any conclusion about contribution effects, | obviously
could not simply ignore cost implications. In fact, as described in my testimony

regarding rate application, by methodically choosing rate elements that logically

follow from the characteristics and requirements for CMM, | conclude that the
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prices are reasonable with regard to costs. That is, there is no reason to
conclude that the addition of CMM pieces would significantly alter the relative
contribution of Regular, especially given the expected low volume relative to

existing Regular mail.
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OCA/USPS-T1-8:

On page 7 of your testimony, you state “...CMM will have no substantial effect on
institutional contribution.”

a. Please provide copies of all documents including notes, workpapers, data
sources, analyses and studies performed in determining the contribution
each piece of CMM mail will make to institutional costs. Cite your sources
and provide the derivation of all calculated numbers. [If no analysis was
performed, please explain fully why not.

b. Include in your response your rationale for concluding that all of the costs
of handling, processing and delivering a CMM mail piece will be covered
by the proposed price of a CMM mail piece. Please include in your N
response copies of all documents including analyses, notes, workpapers
and data sources used in making your determination. Provide copies of
all source documents, cite all sources used and show the derivation of all
calculated numbers. If no analysis was performed, explain fully why not.

RESPONSE:

a. As explained in my response to OCA/USPS-T1-1, part b, above,

guantitative calculations were not performed for CMM.

b. See response above. The rate elements in the Standard Regular and

Nonprofit subclasses, as applied, help to assure that CMM as conceived will

generate a positive contribution.
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OCA/USPS-T1-13:

Please give a ballpark estimate of the unit costs of handling CMM mail. State the
assumptions made in developing the estimate. Provide any notes, calculations,
and references to source materials used to prepare the estimate.

RESPONSE:

See response to OCA/UUSPS-T1-1, part b, above. | have not calculated a
ballpark cost figure. For the reasons discussed in my response to OCA/USPS-
T1-8(b), we can be assured that any net contribution change due to the new

classification would be minimal. The implicit assumption regarding costs, then, is

that they are safely “inside the ballpark™.
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OCA/USPS-T1-29:
The following refers to Tables 5 and 6 of USPS-LR-J-58, Docket No. R2001-1.

a.) Please confirm that the Test Year cost difference per piece for a Standard
Mail parcel and a flat is $0.936. If you are unable to confirm, please explain fully.

b.) Please confirm that the Test Year average per piece cost difference
between flats and parcels due to differences in presorting and entry profiles is
$0.095 per piece. If you are unable to confirm, please explain fully.

c.) Please confirm that Docket No. R2001-1, Test Year cost difference upon
which the Residual Shape Surcharge is based is $.841 ($.936-$0.095). if you
are unable to confirm, please explain fully and provide the correct values, cite all
sources relied upon, provide copies of all source documents and show the
derivation of ali calculated numbers.

d.) Please confirm that the Residual Shape Surcharge of $0.23 passes
through approximately 27 percent {rounded) of the cost difference between flats
and residual-shaped pieces {($0.23/$0.841). If you are unable to confirm, please
explain fully and provide the correct values, cite all sources relied upon, provide
copies of all source documents and show the derivation of all calculated
numbers.

e.) Given that CMM is a new product offering, please explain fully why you
believe passing through only 27 percent of the costs associated with the per
piece Residual Shape Surcharge is sufficient to ensure that other non-CMM
mailers are not burdened with subsidizing CMM mail pieces.

RESPONSE:

a.) Confirmed, per revision to USPS3-LR-J-58 of 12/17/01.

b.) Confirmed that $0.095 cent per piece is the cost difference due to
differences in presorting and entry profiles in USPS-LR-J-58.

c.) Confirmed.

d.) Confirmed, using the methodology employed by the Commission in its

Docket No. R97-1 Recommended Decision (PRC Op., R97-1, paragraphs 5485-

86). It should be noted, however, that it is my understanding that approximately
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53 cents of that 84.1 cents difference takes place in mail processing, much of
which CMM will bypass, and approximately 10.3 cents in air/highway/water/rail
transportation, all of which would be bypassed by CMM (see worksheets 3REG
Parcels (detailed) and 3REG Flats {detailed) in USPS-LR-J-58). | should also
note that many of the underlying flats mail processing and probably all of the
underlying flats transportation costs would also be avoided, further compounding
the cost difference between CMM and other residual shapes.

Note that the decision to pass through 27 percent of the cost difference

between flats and parcels as the RSS was made independently of and prior to
the development of the proposal for CMM.
e.) There are many factors to consider in answering this question. As noted
in my response to subpart (d), the decision in Docket No. R2001-1 to pass
through 27 percent of the cost difference between flats and parcels as the RSS
was made prior to the development of the proposal for CMM. The determination
of the appropriate passthrough for the RSS was not revisited for purposes of
developing the CMM proposal. Overall, the goal described in my testimony was
to identify the rate categories for which eligibility could be reasonably expanded
to accommodate Customized MarketMail (CMM}. (As noted in my response to
OCA/USPS-T1-1(b), specific costs for accepting and handling CMM pieces at
Destination Delivery Units were not calculated.)

In my testimony, | explain why CMM best fits within the Standard Regular

and Nonprofit subclasses and the Basic Nonletter rate category combined with
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the residual shape surcharge (see USPS-T-2, page 6, line 11 through page 7,
line 15). | specifically discuss the Residual Shape Surcharge (RSS) on page 7,
lines 13 -15:

The residual shape surcharge is appropriate because CMM in most

incarnations would not be (1) prepared as either a letter or a flat or

(2) satisfy the specifications of letter or flats as prescribed in the

Domestic Mail Manual.

Application of the RSS is a component of the overall rate application
strategy for CMM, which differs from parcels in many respects. To begin with,
parcels tend to be heavier than letter-or flat-sized mail. In the Standard Mail
Regular subclass, in FY 2002, the weight of the average RSS piece was 9.33
ounces; in Standard Nonprofit it was 7.50 ounces. Pieces more than 0.75 inch
thick are considered parcels. No Standard Regular RSS pieces are required to
be drop-shipped to DDUs; in fact, the majority of pieces are not drop-shipped at
all.

This contrasts significantly with CMM as proposed. The physical
characteristics of a CMM piece are well-defined: irregularty-shaped, maximum
dimensions of 12 inches in height and 15 inches in width; 0.75 inch thick; 3.3
ounces or less, whereas Standard Mail parcels can be thick and bulky. Also,
since non-rectangular Standard Mail over 0.25 inch thick is already mailable, it is
likely that most CMM pieces will be 0.25 inch thick or less.

The characteristics of CMM as compared to Standard Regular parcels are

quite different, and the handling and processing would be different as well. Thus,



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS HOPE TO
INTERROGATORIES OF THE OFFICE OF CONSUMER ADVOCATE
REDIRECTED FROM WITNESS ASHE

comparing CMM costs to an all-inclusive measurement of parcel costs is not
appropriate. To begin with, as noted above, ali CMM pieces must be entered at
a Destination Delivery Unit (DDU), in contrast to other Standard Regular parcels,
which are often not drop-shipped, or which are drop-shipped to either the
Destination Bulk Mail Center (DBMC) or Destination Sectional Center Facility
(DSCF). Since all CMM pieces would be subject to the Carrier Release
Program, no carriers would make second trips to active addresses; thus, no
pieces will be returned to the office for pickup by the customer, in contrast to
many parcels that are subject to the RSS (see response to OCA/USPS-T2-1).

Also, as noted in my testimony on page 4, lines 14-15, no forwarding or
return services would be permitted for undeliverable CMM pieces. These
exclusions do not apply to other residual shapes for which forwarding or return is
elected, again highlighting the differences between the handling of CMM and
other residual shapes and strongly implying that the handling costs of CMM will
be less than those for other residual shapes.

This does not mean that the RSS is not applicable to CMM. It merely
demonstrates that looking at the currently-available test year cost estimates on
which the RSS is based — which represent a passthrough of approximately 27
percent of the cost difference between flats and residual shape pieces (as noted
in response to subpart (d), above) — is not particularly helpful in evaluating the
precise costs of handling CMM as compared to the costs of handling existing

Standard pieces paying the residual shape surcharge, especially given that some
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parts of components of the cost difference that serves as the basis for the
surcharge would not apply to CMM. (For example, as explained in my response
to subpart (d), CMM wilt bypass much of the mail processing costs and all of the
air/highway/watérlrail transportation costs that are included in the base figure
from USPS-LR-J-58 of 84.1 cents.)

Merely because some type of mail is logically assigned to a particular rate
category does not mean that it takes on the average cost characteristics of that
category. Many categories, especially ones that contain a variety of shapes, like
RSS categ‘ories, have a potentially wide spectrufn of pieces with distinct cost
characteristics. If anything, application of the RSS to CMM is likely to lower the
overall average unit costs in the RSS pool, which includes parcels, rather than to
raise them, as is suggested by the above question(s).

As | state in my response to OCA/USPS-T1-13, the CMM product was
designed logically. The approach the Postal Service has taken in the CMM
proposal is to expand eligibility in existing rate categories to accommodate this
low-volume, specialized marketing product. | am very confident that the CMM
proposal has achieved this, even though we are unable to quantify the costs,
because of the careful manner in which the proposal was designed, using the
current rate structure and keeping in mind the conditions under which CMM will

be accepted and processed by the Postal Service.



