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P R O C E E D I N G S

(9:34 a.m.)



CHAIRMAN OMAS:  Good morning.  Today we are continuing the evidentiary hearing of Docket No. C2004-1 considering the complaint concerning periodical rates filed by Time Warner, et al.



We adjourned yesterday during the cross-examination of Witness Mitchell.  The next participant scheduled to cross-examine is McGraw-Hill.



Does any participant have a procedural matter we should tend to before we begin?



MR. STRAUS:  Yes, sir, I do.



CHAIRMAN OMAS:  Mr. Straus?



MR. STRAUS:  Yesterday during cross-examination of both Mr. Gordon -- I guess it was just Mr. Gordon, there were two documents that I probably should have put into the record, but failed to do so.  One I thought was entered, and it wasn't.



I would like to try to get them in this morning as cross-examination exhibits.  I've checked with counsel for Complainants, and at this moment they have no objection.



The first document was actually attached to an interrogatory request to Dr. Gordon, and we neglected to reattach it when we designated the answer.  It was a list of American Business Media publications.  He was asked some questions both in written cross and in oral cross about whether he had looked at them and whether they had websites.  You may recall that.



In order to get this document into the record, or at least into the transcript, so people would know what we're talking about, I've marked it as ABM/TW-XE-1.




(The document referred to was marked for identification as  Exhibit No. ABM/TW-XE-1.)



MR. STRAUS:  With your permission, I will hand two copies to the reporter.  I have copies for the Commissioners if they really care to have one, but it will be in the transcript if you allow it.



CHAIRMAN OMAS:  Without objection.  So ordered.




(The document referred to, previously identified as  Exhibit No. ABM/TW-XE-1, was received in evidence.)

//

//

//



CHAIRMAN OMAS:  Is there anything else?



(No response.)



CHAIRMAN OMAS:  There being no additional matters --



MR. STRAUS:  Your Honor, I have one more, a second exhibit.



During the cross-examination of Mr. Gordon

-- no.  I'm sorry.  This was Mr. Mitchell.  I'll get it straight.  He was asked a lot of questions about advertising rates, including reference to material that was provided by the Complainants as a library reference, which was the advertising rates of some of the Complainants' publications.



I would like that library reference material also to be included in the record as Exhibit

ABM/TW-XE-2.




(The document referred to was marked for identification as  Exhibit No. ABM/TW-XE-2.)



CHAIRMAN OMAS:  Without objection.  So ordered.  It is granted.




(The document referred to, previously identified as  Exhibit No. ABM/TW-XE-2, was received in evidence.)



CHAIRMAN OMAS:  Is there any additional matters that we need to take up at this point before we begin oral cross-examination?



(No response.)



CHAIRMAN OMAS:  There being none, Mr. Bergin, would you introduce yourself for the record, please?



MR. BERGIN:  Good morning.  Tim Bergin from McGraw-Hill Companies.



Whereupon,


ROBERT W. MITCHELL



having been previously duly sworn, was recalled as a witness herein and was examined and testified further as follows:



CHAIRMAN OMAS:  I just want to make a statement.  Mr. Mitchell, you know that you're still under oath?



THE WITNESS:  Yes, I do.



CHAIRMAN OMAS:  Thank you.


CROSS-EXAMINATION



BY MR. BERGIN:


Q
Mr. Mitchell, would you please refer to McGraw-Hill Interrogatory 42 that was directed to you?


A
Okay.  I have it.


Q
Part B of McGraw-Hill Interrogatory No. 42 asks you to confirm that $214.3 million represented the difference between the revenue generated by the flat editorial pound rate and the revenue that would be generated if there were no flat editorial pound rates and editorial pounds paid the zone charges that advertising currently pays, and you confirmed that that was so.


A
That's right.


Q
When we talk about this $214 million as the difference between the revenues generated by the flat editorial pound rate and the revenue that would be generated if the editorial pounds were zoned, are we really talking about the subsidy that advertising pounds pay for editorial matter under the pound charges?


A
Okay.  I think we have to make a distinction here.  When you read Part B, you read it correctly; that is, the $214.3 million is the difference between paying the rates that editorial pays and having editorial pay the advertising date.



But, when you repeated the question a moment ago instead of reading it, you said it is the difference between the editorial rates and the rates that editorial would pay if there were no editorial benefits, and those are different.


Q
No.  I didn't mean to imply.  I see what your point is.  I'm talking about the difference between revenue generated by the flat editorial pound rate and the revenue that would be generated if instead of the flat editorial pound rate the zoned rates for advertising applied.


A
That's the way I would define the benefit, and that's the figure that I know how to calculate.  Now, if you want to develop a different scheme to calculate some kind of benefit you can, but this is the only one that was apparent to me, and when I calculated it I think I was very clear about what it was.  You, with that clarification, have been clear about it also.


Q
I just want to understand.  This $214 million figure, this is basically the subsidy under the current rates that advertising pounds pay for editorial matter?  Is that a fair statement?


A
I don't think you can say that that is the subsidy that advertising pays for editorial matter because if advertising did not have to finance that $214 million, the advertising rates would be different.


Q
Yes.


A
But they would not be different by the amount of $214 million divided by the advertising pounds.  They would be different by the difference of $214 million over total pounds.


Q
Understood, but right now advertising pounds are financing that $214 million as you just said.  Is that correct?


A
In a general sort of way, yes, but I think I've explained in several responses that in some sense editorial pays part of its own benefit because all of the rates are increased so the editorial and advertising are increased to make up the loss for the benefit.


Q
I understand your answers got into the issue of how the flat editorial pound rate is derived, and the higher the flat editorial pound rate is then the lower the subsidy that advertising pays for editorial, correct?


A
Yes.


Q
But nevertheless, that subsidy is paid by advertising pounds, not by editorial pounds.  Isn't that correct?


A
Well, I've tried very hard to map this thing out in response to each of the questions and be clear.


Q
It's a very simple question.


A
Whether or not it's right to say that advertising all by itself is paying that entire amount, which I believe was your question, it's a little bit difficult because if it weren't paying that amount then the advertising rates would not go down by that amount to get the same cost coverage.


Q
My question is whether advertising pounds are paying the amount.


A
They're certainly helping.


Q
Aren't they paying the full amount of the $214 million?


A
In the way I define things, I don't think it's quite correct to say that.


Q
Please turn to your response to McGraw-Hill Interrogatory No. 43.


A
Yes.


Q
The question here is:  "What additional amounts beyond the flat editorial pound charge is paid by editorial pounds to recover the revenue leakage associated with the flat editorial pound charge?"


A
Yes, and that answer --


Q
Now, you divided the $214 million by what you call weighted pounds, and you came up with a figure of 4.37 cents.  Is that correct?


A
4.37?  Yes.


Q
Is 4.37 cents per pound an additional amount that editorial pounds pay beyond the flat editorial pound charge?


A
No.  The editorial pound rate is elevated by 77.8 percent of the 4.37 cents.


Q
But the question asked you what additional amount was paid beyond the flat editorial pound charge, and you come back and tell me how the flat editorial pound charge is derived.



My question is what additional amount is paid by editorial beyond the flat editorial pound charge?  What additional amount, if any?


A
Okay.  I mis-spoke.  The 5.62 cents is the amount that advertising is raised to --


Q
Can you please answer my question?


A
I'm trying very hard.


Q
What additional amount is paid by editorial pounds beyond the flat editorial pound charge?  I understand you have some ideas you want to get across about how the flat editorial pound charge is derived, but my question is simply what additional amount is paid?


A
I believe that the 4.37 cents is the additional amount that editorial pays to help finance the figure of -- what was it -- $214.3 million.


Q
Would you look at page 43 of your testimony, please?


A
Yes.


Q
Actually, I wanted to refer to the current rate schedule.  Do you have that?


A
Yes.  Yes, I have it.


Q
Now, the current rate schedule shows that on the pound side editorial pays 19.3 cents per pound.


A
Yes.


Q
Where on that rate schedule do you see reference to this 4.37 cents that in response to Interrogatory 43 you say editorial pounds pay in addition to the flat editorial pound charge?


A
That is a figure which was implicitly built into the 19.3 cents when the rates were developed.


Q
Right.  It's a component of the flat editorial pound charge?


A
Yes.


Q
The question put to you in McGraw-Hill Interrogatory 43 was:  "What additional amount beyond the flat editorial pound charge is paid by editorial pounds to recover revenue leakage associated with the flat editorial pound charge?"



The answer is that there's no additional amount.  Isn't that straightforward?


A
Well, it's definitional here.  If you want to know how much you've paid beyond the final resultant rate, nothing is paid beyond that because it's the final resultant rate.



If you want to know when the rates are built and the benefits for editorial is being arranged when you're trying to cover it, it's true at that point that the editorial rate is elevated in that process.  That's what I thought you were asking about.


Q
No.  I had a very simple question.  I just needed confirmation that the $214 million subsidy in order to make up for the revenue leakage in the flat editorial pound rate is financed by advertising pounds, not editorial pounds.  That's pretty straightforward.  Is that correct?


A
I don't believe you can say that.


Q
Why do you say that?


A
Because if the flat editorial benefit of $214.3 million was not given, the advertising rates would not go down by $214 million.


Q
My question is a little different.  I understand you like to consider the economic ramifications of things, but my question is very simple.



The $214 million figure, that revenue, that shortfall, is obtained solely from the advertising pound charges, correct?  I mean, where else would that revenue be recovered from?


A
I'm sorry.  I missed a word somewhere.  The $214.3 million is somewhat of an unusual construction, although I don't know of any better construction for it.



It is a difference between what editorial pays and what it would pay if it paid the advertising rates, but it's not clear that having them pay the advertising rates is a legitimate end result of rate design, so it's an alternative which is not connected with a candidate's final set of rates.


Q
Under the current rate structure, editorial pounds pay less than advertising.  Is that correct?


A
That's true.


Q
There's a shortfall in costs that need to be recovered under the pound rates?


A
That's right.


Q
And that shortfall is recovered from the advertising rate?


A
The shortfall is calculated as what we generally call a leakage --


Q
Right.


A
-- during the rate design process.  When that leakage is recovered, all of the rates are adjusted upwards, not just advertising.  That's the problem that we're having here.


Q
You're talking about development of the rates, the fact that you have a first cut rate and then you adjust upwards.  I'm talking about the final flat editorial pound rate and the leakage associated with that.



That leakage is basically the difference between the editorial charge and the advertising charge.



MR. KEEGAN:  Mr. Chairman, I believe the witness has already answered this question at least three times.



MR. BERGIN:  I don't believe he has answered it.



CHAIRMAN OMAS:  Proceed, Mr. Bergin.



Try to address the questions that are being asked to you, Mr. Mitchell, please.



THE WITNESS:  I'm trying very hard.  I'm sorry if I'm not clear.



Conceptually, we could develop a set of rates with no editorial benefit, and we could look and see what those are, and then we could develop another set of rates with the editorial benefit, and we could compare the two.  That's not what the $214 million is based on.



BY MR. BERGIN:


Q
What is the $214 million based on?


A
It is based on the additional revenue that would be obtained if the editorial, as it now stands, pays the advertising rates as they now stand.


Q
Is it fair to say that the $214 million represents an amount that, because it's not being paid by the editorial pounds, must be paid up by the advertising charges?  Isn't that what a revenue leakage is all about?


A
No, I don't think it's fair because the leakage exists in the rate development process.


Q
No.  I'm talking about the final rates.


A
Well, having the editorial pounds pay the advertising rate is not a legitimate final situation because you would have excess revenue then, and you'd be over your cost carriage for the subclass, and you'd have to adjust everything downward.



I've been clear about what this $214.3 million represents, but you can't say that that is an amount currently paid by advertising.


Q
The $214 million, if I understand it, represents the difference between the advertising charge for a particular zone and the editorial pound rate multiplied by the editorial pounds in the zone and then summing the results for each zone?


A
Yes.  Yes, it does.


Q
So it represents in a sense the degree to which the advertising pound charges are higher?


A
No, it doesn't.  Higher than what?


Q
Higher than the editorial pound charge.


A
That is does.


Q
And that revenue, that subsidy if you will, is financed obviously through the --



MR. KEEGAN:  Mr. Chairman, I renew my objection.  The witness has answered this question now by my count five times.



MR. BERGIN:  I've asked it probably five times, Mr. Chairman, but --



MR. KEEGAN:  And the witness has responded in the negative five times.



CHAIRMAN OMAS:  Why don't you proceed, Mr. Bergin?



BY MR. BERGIN:


Q
Referring you to your response to McGraw-Hill Interrogatory 42(C) --


A
42?


Q
Yes.


A
Okay.


Q
The question was whether the $214.3 million, which represents the revenue leakage associated with the flat editorial pound rate, is recovered, whether any portion of that is recovered from the flat editorial pound charge.  In response, you point out initially that the flat editorial pound rate is elevated by 18.5 cents per pound.



This goes to the derivation of the pound rates, but not to the question of whether the pound rate is funding part of the $214 million.  Is that correct?


A
When your question goes to the 23.8 cents, I answered it in terms of the 23.8, but part of that 23.8 is the leakage associated with the editorial benefit, and part of it relates to other things.



We can talk about one of two things.  We can either talk about the whole 23.8, in which case you get the 18.5 elevation, or we can talk about a portion of the 23.8, which is the $214.3 million, and we can talk about where that goes.


Q
The question was in terms of the $214 million.


A
Well, my answer is a page and three-quarters long.  I tried to trace through.  I did the best job I knew how.  I spent quite a bit of time on this.  I attempted to trace through what the figures mean and what they include.


Q
As I understand your answer, you went through the process of deriving the flat editorial pound charge, and the process began with taking transportation costs and arriving at so-called first cut rates.  Is that a fair statement?


A
Yes.  That's my choice of words.  I've used that for some time.


Q
And you were working here with hypothetical zones, and you developed first cut rates for those zones and a first cut flat editorial pound charge?  Is that correct?


A
I'm sorry.  I don't understand what it means to work with hypothetical zones.


Q
You state on page 2 of your answer, "I suppose there are only three zones, 1, 2 and 3."


A
I was creating an example here --


Q
Yes.


A
-- to try to explain it.


Q
So you arrive at first cut rates for those three zones, as well as a first cut flat editorial pound charge?


A
Yes.


Q
And your first cut flat editorial pound charge is 3.1 cents?  3.112 cents.


A
Okay.  I would have to read the full answer and get it back into my mind again here.  It's not incredibly short, but I think what you said is right.


Q
And then you refer to a revenue so far figure.  In other words, using those first cut rates you calculate what the revenue would be, and then you refer to a deficit.


A
Yes.


Q
Now, the deficit you refer to is simply the additional cost that must be recovered, additional weight related costs that must be recovered under the pound charges in order to meet the revenue requirement, the additional revenue beyond that given by the first cut rates?


A
It's from the portion of the revenue requirement that is to be obtained from the pound rates, yes.


Q
That's quite different from the revenue leakage associated with the final flat editorial pound rate, isn't it?


A
Yes, but when I divide by weighted pounds it recognizes that when I elevate the advertising rates that the flat editorial pound rate will be elevated as well and that the difference between the two then will be different.


Q
My question is simply this process that you referred to on page 2 of your answer to McGraw-Hill Interrogatory 42 is simply part of the process of deriving the flat editorial pound rate, and it's quite different from the $214 million, which is the revenue leakage associated with the flat editorial pound rate after it's been derived.


A
I'm sorry.  I don't see that it's different.  I meant for the example to relate to the question and to what was going on.


Q
Well, if you look at page 3 you end up deriving a final hypothetical flat editorial pound rate of about seven cents.  Is that correct?


A
Yes.


Q
And the revenue deficiency associated with the flat editorial pound rate would be derived by subtracting that seven cents from the zone charges and multiplying by editorial pounds.  Is that correct?


A
Yes, and that relates to the $214.3 million.  It's a similar kind of figure.  I think we've been clear what that means.


Q
It's a different figure though?


A
Well, it's in my hypothetical, yes.


Q
The $214 million figure is a different figure from the deficit between the first cut rates and the final rates?


A
Oh, certainly.


Q
How are they different?


A
Well, in this particular example I calculated a flat editorial pound rate to go with the first cut zone rates.  I've never done that before.  It's not done in any of the work papers, and I've never had occasion to calculate it, but I thought well, I can calculate one here for you, and it will be clear that such a thing can be presumed to exist.



Then when I made up the deficit associated with that flat editorial pound rate, as well as obtained the rest of the revenue needed from the pound rates, I pointed out how the --


Q
Isn't that the first cut flat editorial pound rate?


A
Well, we're getting 40 percent of the revenue here from pound rates, and only part of that is transportation.  When we build the first cut set of rates on transportation, it doesn't get 40 percent of the revenue from the pound rates.  It gets somewhere around 15 percent of the revenue from the pound rates.



There needs to be this 23 cent elevation that we're talking about, which subsumes several different things.  In this particular example I calculated a flat editorial pound rate that would be associated with the first cut, and then I showed how it was elevated.


Q
And that deficit is very different from the concept of the $214.3 million revenue leakage associated with the final ultimate flat editorial pound charge?


A
Yes, it is.


Q
If I understand your answer correctly, you're saying that the first cut flat editorial pound charge pays a portion of that deficit in cost, but my question was whether the flat editorial pound charge paid any portion of the $214 million revenue leakage associated with the flat editorial pound charge.  Do you see my confusion?


A
I don't know how to say anything different from what I've already said.  The $214 million is a special instruction that's based on the final resulting rate.



We decided I believe to call that the only way we know how to calculate the level of benefits given to the editorial pounds in the end.  It's a level of benefit defined as the difference between the two, but it's not an elevation that occurs to advertising in the rate design process, and it's not an elevation that occurs to advertising relative to what advertising would pay if there's no benefit for editorial.


Q
Now, there's a revenue requirement for the pound charges for periodical rates, correct?


A
That's right.  You're speaking of the cost for the subclass kinds, the markup times the cost coverage and then take 40 percent of that basically.


Q
Now, if because of the flat editorial pound charge the editorial pounds are paying less and covering less of those costs, which I think you referred to as the editorial benefit, then those costs that are not recovered from editorial pounds must be recovered elsewhere, correct, and that's the relatively higher advertising zone rates?


A
I'm sorry.  I couldn't follow that clearly.  I'm trying very hard to do so.  If you want to rephrase the question, I'll try to listen again.


Q
The $214 million, is it fair to say, represents the degree of subsidy or editorial benefit in a sense that the editorial pound charge is lower than the zoned advertising pound charges?


A
You have described the construction of the $214.3 million very accurately when you said it's a summation of some rate differences times some pounds.  That's what it is.



Now, I told you that I didn't know any other way to calculate the subsidy, but I agreed that a creative person that wanted to play around with this for a day or two or three and play with numbers might be able to construct another definition of what the subsidy is, and it would have different characteristics.



The one we're talking about here has a certain set of characteristics, and you can't say that that entire amount is paid by elevating advertising pound rates.  I dealt with this over several pages.  These aren't short answers.  I did it in several different interrogatories, and you had some follow-ups on it.



I have tried very clearly to map this out.  You have the spreadsheets that have been used for several rate cases on this.  I don't know what else I can do to help you.  I mean, I'm trying very hard.


Q
Well, we established this morning that editorial pounds paid no charge other than the flat editorial pound charge.


A
True by definition.


Q
Right.  So editorial pounds are not paying for the difference between the advertising charges and the flat editorial pound charge times --


A
I mean, that's kind of true by construction.  That's an empty statement.  It's true by definition that the difference between somebody's final rate and some advertising final rate isn't paid by the final rate for editorial.


Q
Sure.  If there's a subsidized rate, the subsidized rate doesn't cover the subsidy itself.


A
But if there were no editorial benefit, the advertising rates wouldn't be what are in the schedule right now, so it's not that simple.


Q
But that's not my question.  My question is simply the fact that editorial pounds do not pay for the $214 million, which represents the difference between advertising and the editorial charge.


A
Well, I have argued many times that in effect they do.  That's what I've tried to explain.


Q
But they don't pay any additional amounts.  I understand you have some points about the derivation of the editorial rate charge, but editorial pounds pay no more than the flat rate.  Is that correct?


A
I think it's true by definition that you can't pay any more than your final rate.


Q
So is it true by definition that editorial pounds don't pay any portion of the $214.3 million that represents the subsidy?


A
No.  I don't think that's a fair statement.  Fairness.  I'm not sure it's an issue of fairness.  I don't think it makes sense logically.  I don't think it has meaning.


Q
And again the $214 million is the difference between the advertising charge and the editorial rate?


A
Shown in the way that you have described, yes.


Q
And that is the deficiency between the pound charge and the --



MR. KEEGAN:  Mr. Chairman, I want to object at this point.  You instructed Mr. Bergin to move on.  He has not moved on.  He is still on the same question.



CHAIRMAN OMAS:  Yes.  Would you move on, Mr. Bergin, please?



BY MR. BERGIN:


Q
Referring you to your response to McGraw-Hill Interrogatory 43, in the second paragraph and following you go on to point out that if there were no flat editorial pound charge and there were no editorial benefits at all in the periodicals pound rates, then the resultant zone charges would be reduced by I believe you calculate 4.92 cents.


A
Yes.


Q
And you arrive at that figure by dividing total periodical pounds for the test year before rates, 2001 I presume, by the $214.3 million?


A
Actually it's the inverse of that.  Yes.  The $214 million is divided by the total pounds.



You see, there's a fundamental problem here.  We have decided to get 101 percent coverage from periodicals.  If you decided to let the editorial pounds pay the advertising rates, you would have too much revenue, and the coverage would be over 101.3 percent.



Then you have to reduce all of the rates to get the coverage back down to the designed coverage.  That's what this does.


Q
Now, under this hypothetical rate structure where there's no editorial benefit and you have reduced zone charges and those charges apply to the full weight of publications --


A
Now, let's be very careful with the word hypothetical.  I enjoy hypotheticals to no end, but this is in fact a rate structure which would occur if in fact we didn't have the editorial benefit, so it's not only hypothetical.  It's practical and realistic and could exist.



Go ahead.  I'm sorry.  I'll listen to the rest of your question.


Q
You point out that under this -- it is a hypothetical rate structure that the zoned rates for ADC and SCF would be lower than the current flat editorial pound charge.


A
Yes.


Q
Now, this is an effect what occurs under your proposed --


A
No.


Q
-- rate structure as well, is it not?


A
No.


Q
Under your proposed rate structure, for example, the charge for SCF, if I'm correct, would be 16.6 cents per pound?


A
Yes, but then the editorial would get the 10.1 cent per editorial pound discount, resulting in a net figure which is different.


Q
That would reduce the 16.6 by --


A
10.1.


Q
Referring you to your response to McGraw-Hill Interrogatory 44 --


A
Okay.


Q
-- that interrogatory refers to a 100 percent editorial publication entering its mail at the SCF.  I believe you confirmed that under the current rate structure it would likely have a cost coverage less than 100 percent.  Is that correct?


A
Okay.  I have to catch up with you here.  You said 100 percent editorial?  Did you say editorial or advertising?  I thought you said advertising.


Q
No.  Editorial.


A
One hundred percent editorial entered at the destination SCF.  What's the question?  Were you reading my answer or --


Q
Yes.  I just wanted to establish that you confirmed that that publication, 100 percent editorial, entering at the SCF would have the cost coverage of less than 100 percent.


A
I think it probably would, yes.


Q
Not covering its full cost?


A
Well, I drew a number of schematics to try to map out what was going on in your question, and I found it difficult to make unequivocal statements all inclusive of the kind that you wanted.



I went through a reasoning process, and I think I concluded that what you said is probably true, certainly given the fact that there is a per piece editorial as well, which tends to lower the coverage.


Q
Also, entry at the SCF would receive discounts on the P side --


A
Yes, it would.


Q
-- as well as the pound side?


A
Well, yes, but there's no difference between how editorial and advertising are treated in respect to those discounts that you have listed.  If you're talking about the per piece DSCF discount -- is that's what you were talking about?


Q
That is what I was referring to.


A
That does not depend on the proportion of editorial content.


Q
Understood.  Referring back to McGraw-Hill Interrogatory 43 and your point that a 100 percent editorial publication entering at the SCF would be paying more under the current rates than it would under your hypothetical regime with no editorial benefits, it's true, is it not, that that publication is not subsidizing any other mail if it has a cost coverage likely below 100 percent?


A
Using the traditional definitions of cross subsidy, I think what you said is true, but I think we need to be a little bit careful here.  All of the discussion about the development of the zones and the payment of that editorial benefit were part of pound rates.



At this point, when you shift to this other question and you're talking about the cost coverage of a publication entered somewhere, I'm thinking of the total cost coverage, not just -- you know, I'm considering both the per piece and the per pound editorial benefit.  Before we were only creating the per pound.



The $214.3 million has nothing to do with the per piece editorial benefit.  That's a whole separate issue, probably another dozen interrogatories.


Q
Understood, but the point is, I mean -- well, I think you've answered the question.  The 100 percent editorial publication entering an SCF with a cost coverage below 100 percent is not subsidizing any other mail.


A
And I believe in part it's due to the per piece editorial benefit because basically that's like a Camp 1 publication.



We were talking about camps in a section of my testimony to which your interrogatory referred.  Camp 1 would expect to be a reasonably high coverage because it's entered locally, so we've got to take it from that high coverage down below 100 percent.



In order to satisfy your question, the way we take it down there is by putting in the editorial benefit.  There's not much per pound editorial benefit, but there's some piece editorial benefits, and I agreed that it would probably go below 100 percent, yes.


Q
You referred to it as an adverse result.  This is in your response to McGraw-Hill Interrogatory 43.


A
Yes.


Q
That a 100 percent editorial publication paying the flat editorial pound charge would be paying more than if there were no editorial benefits, assuming entry at the SCF.  Is that correct?


A
Yes, for a major portion of the volume.  I think that's a very strange situation where you say you're special.  You're editorial.  We're going to design a benefit for you.  However, your rates are going to be higher than they would have been otherwise.  I just find that to be very awkward.


Q
That fact that you refer to could be addressed by adding dropship discounts to the flat editorial pound rate such as the Postal Service proposed in 2001.  Is that correct?


A
My recollection is that the proposal in 2001 was limited to either below the DSCF or below the ADC or maybe below Zone 1 and 2.  There was a small amount added to those.


Q
Yes.


A
But I don't understand the relationship between.  I mean, are you suggesting that if we took the existing rate structure and we modified it in some sense according to a Postal Service proposal which was removed from the settlement, as I understand it, but if we modified it that way and then we made up the revenue from that that somehow the DSCF editorial would not be paying higher rates with its benefit than it would otherwise?



This is getting pretty much of a concoction of layers here, and I'm losing my focus.


Q
I'm asking if that would be a reasonable way to address what you perceive to be a way to address the concern you expressed with the fact that --


A
Well, I don't think it's reasonable.  You said you're suggesting it would be reasonable, and I said no, I don't agree with that.


Q
In other words, it would be giving the 100 percent editorial publication that you referred to a lower SCF rate than the flat editorial pound charge?


A
I mean, it sounds like some sort of ad hoc adjustment or quick fix, neither one of which often has much going for it.


Q
It would address your concern, would it not?


A
Well, I think there are probably a number of ways to arbitrarily jerry-rig the rate so that the concern goes away.  I think our whole complaint suggests a reasonable way to do that.


Q
Are there other ways?


A
Well, I think if you take two or three creative people and get them in a room, we could probably think of a dozen ways.



You know, if somebody came in with a proposed rate design that was a lot better than mine I'd like to think that I'd look at it and salute it, but I haven't seen that, and I don't know how to do it any better than what I suggested.


Q
The flow models reflecting Postal Service cost upon which the proposed rates are based, they were introduced by the Postal Service in the rate case R-2000.  Is that correct?


A
I think that's right, yes.  Witness Stralberg did a lot of work on that model, but that was the basis.  It's a very detailed piece of work in fact.


Q
But the Postal Service didn't propose in

R-2000 the kind of deaveraging of regular periodicals rates that you're advocating here, correct?


A
I think that's correct.


Q
Nor did the Postal Service do so in R-2001?


A
I think that's also correct.


Q
Isn't it fair to say that the Postal Service, in approaching the type of problem that you are concerned with, has taken a different approach in terms of experimental discounts for copalletization, pallet discounts, enhanced work share discounts?


A
I think if you read the Postal Service's response in the Copallet 2 case, they expressly say that they do not intend for either one of the copallet rates to be a substitute for any kind of fundamental reform.



I think it's also well known in the postal community that some further steps in the way of fundamental reform have been worked on for several years, which I think is a little too long to work on it, but it's been in process at a very, very slow pace.


Q
And what's the reason for the slow pace?


A
Well, my personal opinion is that they're trying to get everybody to agree, and you can't make any interesting changes if you want everybody to agree to them.  You can't make any worthwhile changes.


Q
Is it your understanding that the Postal Service is attempting to address the problems that would arise from a fundamental restructuring of periodicals rates in a measured way and see how they could be dealt with without imposing undue increases upon large numbers of periodicals mailers?


A
I would hope that they are working seriously on how to go about making meritorious changes.  Whether or not all of us would agree on exactly how those changes should be made or not I'm not really sure.  They have indicated that they are working in that direction.


Q
Are you suggesting then that Complainants lack confidence that that process which is underway at the Postal Service would come to fruition at some point in the near future, thus giving rise to the need for this complaint proceeding?


A
I personally didn't make the decision about whether or not to proceed with this complaint proceeding.  I personally didn't select the timing.  I think the Complainants' case speaks for itself.


Q
My question is asking for your understanding of --


A
My understanding is that we believe it's time to move forward, and this is an effective way to do it.



We also believe, of course, and I don't mean to venture into making legal rulings, but I think there is also a general feeling that we're so far from being an appropriate set of rates that it borders on being out of alignment with the Act or is in fact out of alignment with the Act, but that's a separate question which the complaint itself deals with and not necessarily my testimony.


Q
I understand that's your position.  My question was related to the fact that the Postal Service with the same cross data has not made the type of fundamental proposals that you have put forth here and is in the process of considering what additional measures might be necessary and what your understanding is as to why Complainants felt it necessary to preempt that process.


A
Well, I take your question to be very general.  We think that the complaint proceeding process is a suitable one for pursuing this interest.  We think that this arena over here at the Commission is a suitable place for things to be aired in public, for people to have an opportunity to comment, for people to make their observations.



We think there's time to do it, so we are, you know, part of this process.  That's why we're here today.


Q
You don't believe that in the near future the Postal Service would propose anything like the type of fundamental changes that Complainants are proposing here?


A
Well, my opinion about what they're likely to do doesn't qualify as expert testimony.



MR. KEEGAN:  Mr. Chairman, I object to the question.  It asks for speculation on the witness' part.



CHAIRMAN OMAS:  Proceed, Mr. Bergin.



BY MR. BERGIN:


Q
Mr. Mitchell, you propose in lieu of the flat editorial pound charge a 10.1 cent per pound discount for editorial pounds under the proposed rates.


A
Yes.


Q
And this discount is calculated so as to provide the same level of editorial benefit as generated by the flat editorial pound charge under the current rate structure?


A
Yes.


Q
Which is to say $214.3 million?


A
Please?


Q
Which is to say $214.3 million?  Is that the quantification?


A
I think the 10.1 is basically equal to the $214.3 million divided by the number of editorial pounds.  It may be that there's a refinement or two that came about in the process, but basically that's what it is.


Q
You give this in the form of a discount, so there is a revenue leakage associated with that discount that needs to be built into the rates that would result in higher rates, higher zoned rates than otherwise.  Is that correct?


A
Well, in effect you can leave the zone rates where they are, and you can say that editorial will pay those zone rates.  Then you can give the 10.1 cents back, and then you are at the same coverage that you started with.  No further adjustments are needed.


Q
But those zone rates have a component built into them?


A
I think --


Q
Well, they have a component built into them to cover editorial benefit.  Is that correct?


A
Yes.


Q
In fact, in response to McGraw-Hill Interrogatory 43 I believe you calculated that component of the zoned rate, which is designed to cover the editorial benefit, as 4.92 cents.


A
I think the answer is yes, but, as we've learned here this morning, one has to be very careful with these statements so that if I saw it in writing I would trace it through very carefully and make sure it qualified properly.


Q
If you need a moment to look at your answer, you're free to do that.


A
My difficulty was getting all of your question to register in terms of the various numbers that you were putting together.


Q
I'm referring actually to the second paragraph of your response to McGraw-Hill 43.


A
The question is simply the 4.92 that you referred to is a figure which could be used to reduce all rates to give away the $214 million, and instead of doing that we have given a per pound editorial benefit, so --


Q
Understood.  My question was simply whether the 4.92 cents represents the component in the zoned advertising charges, the component that is added to the zoned advertising charges in order to fund the editorial benefit.


A
Since the 4.92 is derived by dividing by total pounds instead of by advertising pounds, I doubt if you can say that.


Q
The 4.92 is a component of the advertising charge as well as the editorial pound charge, correct?


A
I think it says the 4.92 cents is the $214.3 million divided by total pounds, not just advertising pounds.  This is on the fifth line of the answer in the second paragraph.


Q
Referring you to your answer to McGraw-Hill Interrogatory 21.


A
Okay.


Q
You confirmed that under your proposed rates with the editorial benefit given in the form of a 10.1 cents per pound discount, rather than a flat editorial pound charge, that a relatively low cost mailers would see a greater percentage benefit than relatively mailers who pay a relatively high postage amount?


A
Is that the end of the question?  It says please confirm that if a high zone mailer in current total postage of 60 cents per piece prior to the application in the proposed editorial pound discount, while a low zone mailer incurred total postage of 25.



And each piece weighed one pound and was a hundred percent editorial.  The proposed editorial pound discount would result in a greater than 40 percent reduction for the low zone piece, but less than 17 percent in the high zone, and I confirmed that.



And that has to do with the fact that currently a Zone 8 piece is given a phenomenal benefit in the flat editorial rate.  


Q
However, this phenomenon of giving a greater percentage editorial benefit to low cost mailers rather than high cost mailers would occur regardless of the reason for the high cost of -- the high postage cost for any particular mailer.  Isn't that correct?


A
I think that there was anything in here about giving a greater percentage to a high cost or a low cost mailer.  I think it had to do with the zone that they mailed in, and it was only on their advertising pounds.  



I did not understand your question when you talked about high and low cost mailer.  


Q
I mean, isn't it -- McGraw-Hill Interrogatory Number 21 doesn't refer to a editorial percentage.  It simply refers to costs, and one mailer having a total postage of 60 cents per piece, and the other mailer having a total postage of 25 cents per piece.


A
I don't think it refers to costs.  I think it refers to postage.  It assumes -- usually when you say costs, I mean postal service.


Q
All right.  Referring to postage.


A
Okay.  


Q
And you have taken a one pound piece, and you say that given the rates, suppose a Zone 8 cost 60 cents, or a postage of 60, and Zone 1 and 2 are something close, page 25, and each one of them gets a 10.1 percent discount.


A
Correct.


Q
A 10.1 cent per pound reduction, and you are saying this is a different percentage reduction for each person?


A
Yes.  And I agreed with that, and I have explained in my testimony why that is a reasonable way to structure rates.  In other words, I think if you wanted to charge a Zone 8 piece a lot more overhead, and if you are only charging a dollar instead of 60 cents, we would not be able to give them the same percentage reduction to each one.



If we have a construction where there is a system of designing rates and you are developing drop ship discounts in effect, we have a system here that does not accommodate the same percentage reduction in each cell very well.



And I have explained in my testimony why that is a bad alternative.


Q
Basically, this would result in further lowering of cost coverage for low cost mailers?


A
I don't understand the low cost.


Q
Well, referring to the 25 cent --


A
Oh, for the low zone?


Q
Yes.


A
Well, I think that you just got through pointing out a few moments ago when you looked at the rate scales, you looked at the DSCF rate of 16.6 cents a pound, and if you take 10.1 off of that, we are down to 6.5.  



So it looks to me like the low zone editorial is giving a substantially low pound rate under this proposal.  I don't know what pound rate they would give it if you developed some sort of a scheme involving a percentage reduction in each zone, and one could consider a percentage reduction in each zone.



I have considered -- 20 years ago I considered percentage reduction in each zone, and it has a whole strand of bad characteristics, and I have tried to explain those in my testimony.  I don't think it will work.


Q
And under your proposal for the 10.1 cent per pound discount, there is a shifting in the distribution of the editorial benefit?


A
Yes, there is.


Q
Away from high cost mailers?


A
Away from Zone A.


Q
Well, high cost mailers in general.  In other words, Zone 8 or otherwise, and towards low cost mailers?


A
Well, I would say it is a shift to a more balanced and reasonable way to provide the benefit.  I don't view it as just shifting from one mailer to another.  I didn't focus on what different mailers -- what I wanted them to wind up paying.



I focused on the reasonable way to recognize costs, and a reasonable way to accommodate the mark-up, and a reasonable way to give drop ship discounts, and a reasonable way to give a benefit.



And so I think the -- as far as I am concerned, the meritorious reference point is what we proposed, and you are pointing out that relative to the old scheme that my scheme has some unusual characteristics.



Like under the old scheme, it is unusual.  Not my proposal.  I am sorry if I am going to -- 


Q
Please refer to your response to NNA Interrogatory Number 21, please.


A
Let me see.  Okay.  


Q
Now, as I understand it, in this interrogatory response, you are suggesting that if it is appropriate to give a subsidy at all, and if you were talking about a subsidy for an editorial matter, that the subsidy should be tailored to meet particular needs perceived, rather than providing a general subsidy for a broad group in order to solve the problems that only a few members of that group would have.  Is that a fair statement?


A
Well, as soon as you ask the word should --

Well, you introduced it with the use statement and the use statement is pretty important.  If you decided to give a certain kind of benefit, then it is important to design the scheme so that the intended recipients get the benefit and you don't give it to a wide range of others.



That is basically what you said, and I think you had the word if in your question.  So I think that you are right. Well, I mean, this question, this NNA 21, refers to Footnote 16 in my testimony, which discusses particular issues.  So that is the reason that I responded with the example that I did.


Q
And to the extent that the editorial benefit is designed to promote the widespread dissemination of periodicals mail, by assisting the PI Zone editorial publications, then that purpose is certainly served by the flat editorial pound charge, rather than the 10.1 cent discount that you proposed?


A
I think you started out by saying to the extent that it is designed to cause this widespread dissemination to occur, I think the greater part of my testimony, and certainly my appendix raises a question about whether or not it does.  and I don't think it does.



So if it doesn't, then it doesn't make much sense to say, well, we have designed it to do this.  I don't think that it accomplishes any effect, and I think that the effect caused by program needs to be part of the justification for that program.


Q
But certainly the 10.1 cent per pound discount that you propose does not address any issue of the widespread dissemination of editorial content.


A
Well, we have certainly used a substantial benefit to editorial in a very balanced sort of way, and I think the current skewing arrangement does not have the effect of 

making information available on a more widespread basis than it would be otherwise.  So I don't think you can say that the 10.1 is in any sense defective.



CHAIRMAN OMAS:  Excuse me, Mr. Bergin.  Let me interrupt.  Are you at a point where we could sort of break, and take our morning break now, and we will come back about five minutes after 11:00?


MR. BERGIN:  That will be fine, Mr. Chairman.



CHAIRMAN OMAS:  Is that okay with you?



THE WITNESS:  Yes.  



CHAIRMAN OMAS:  Thank you.  We will take a break until five minutes after 11:00.  Thank you.



(Whereupon, at 10:53 a.m., the hearing was recessed and resumed at 11:10 a.m.)



CHAIRMAN OMAS:  All right.  Mr. Bergin, would you like to continue?  I'm sorry that I am five minutes late.



BY MR. BERGIN:  


Q
Thank you, Mr. Chairman.  Mr. Mitchell, with regard to your proposed 10.1 cent discount for editorial pounds, is it fair to say that that discount would favor heavier weight now?


A
Well, I guess for piece discounts, you are seeing the same -- under our proposal as they are now.


Q
But 10.1 does not favor -- I don't understand how it favors heavier mail any more than the current -- it is the same amount of money, and it is given on the pounds.  I don't understand how it favors heavier mail any more than the current discount does.  What do you mean by the current discount?


A
Well, with the current discount, we have a flat editorial rate, and obviously if you are heavy, then that benefit relative to advertising is larger.  It seems to me that the current rates have a benefit for heavy pieces, too.  

I mean, if you conceive of a one pound or two pound pieces of editorial going to Zone 8, it seems to me that they get a miraculous benefit.  I don't know if there are any 100 percent editorial pieces going to Zone 8 that are heavy.



It seems to me like they would have to have an incredibly substantial reason for mailing to create that much editorial.


Q
Well, if we look at a four ounce piece of mail, a hundred percent editorial, then it would receive a 2.5 cent discount per piece under your proposal.


A
Yes, which is also what we receive under the current rates in an average zone distribution.


Q
Now, under your proposal the zoning rates would be elevated by a component in order to fund the editorial benefit; is that correct?


A
Yes.


Q
And that component from the editorial benefit, I believe we calculated it at 4.9 cents?  Is that correct?


A
I am trying to remember.  Was it 4.92 or something?  I am trying to remember.


Q
That was in your response to McGraw-Hill 43.  


A
The 4.92 was the possible reduction in all pound rates if you had no editorial benefit built in?


Q
Yes.


A
Okay.  Ask your question again?


Q
Under your proposed rates for the zone pound rates contain a component in the amount of 4.92 cents, or comparable to 4.92 cents, in order to fund the editorial benefit?


A
I think, yes.  They have the same component as now.  In other words, except for the percentage of the revenue that comes from the pound rates in general, the advertising pound rates are constructed as now, and they cover the editorial benefit as now.


Q
Mr. Mitchell, is it fair to say that for a four ounce piece of mail, assuming under your proposal a discount of 2.5 cents for editorial, that that editorial benefit would be outweighed by the extra amount that mailer pays in order to -- from the editorial benefit?


A
I don't think so, because I think that the 4.92 would be subtracted from my pound rates, and I think it would be a choice of taking my pound rate minus 10, or taking my pound rate -- my pound rate, minus 10.1, which they would get under our proposal, and my pound rate, minus 4.92, which they would get under your suggestion.



So it seems to me like the pound rate, minus 10.1, is lower than the pound rate minus 4.92.  Assuming that I understand it.


Q
Well, I am talking about a lightweight piece that doesn't get -- that gets left with an editorial benefit because of its lower weight, instead of 10.1 cents per piece if it were --


A
Well, it is not per piece.  It is per pound.


Q
It is per pound, but if the particular mail weighs a quarter of a pound, and it gets only 2.5 cents per piece discount.


A
Well, yeah, and the 4.92 cents a pound, applied to a quarter of a pound, is just over a penny per pound.


Q
But why would you reduce the 4.92 cents to the light weight piece?  I mean, isn't it fair to say that although the light weight piece will incur a lower zone charge, that that is because its transportation costs are less, and not because there is any less of a 4.92 cent component to a paper editorial?


A
I'm sorry, I don't follow you.  I don't know what you asked.


Q
The four ounce piece of mail will pay a zone charge that includes the 4.92 cent component for editorial.


A
And it is what, 10.1 less than that under our discount?


Q
My point is that for the lower piece of mail, it gets a reduced editorial benefit that is more than offset by the added amount it pays in the zone charge in order to fund that benefit.  It receives 2.5 cents.


A
That is on a per piece basis.


Q
Yes.  And it pays 4.92 cents in order to fund editorial benefit.


A
You mean, why don't we say it pays 4.92 and it gets a discount of 10.1.  Doesn't that make it better off regardless of the weight?


Q
Well, if it is a heavier piece, that would be the case.


A
These are all on a per pound basis, and I don't understand why the weight makes a difference.


Q
The lower the weight, the lower the discount in dollars and cents terms.


A
When you express it on a per piece basis?


Q
Yes.


A
And then you have to express both the 10.1 and the 4.92 on a per piece basis.


Q
Well, that is my question.  Certainly the zone charge that the piece pays is reduced if the piece is wider.  But my question is, isn't it fair to say that the reduction in the zone charge for the lighter weight piece reflects the lower transportation cost incurred by the lighter weight piece?



It doesn't mean that there is any less of a 4.92 cent component in the zone charge in order to fund editorial benefit.


A
I didn't understand when you shifted to a discussion of transportation.  These benefits for editorial are not cost based, and have no relation to transportation costs.


Q
Well, let me refer you to your response in McGraw-Hill Interrogatory 41.  


A
Okay.


Q
This interrogatory asks you to explain how a 23.8 cent amount, and just basically a component of an amount added on to each zone charge, is recovered from the DADC, DSCF, and DDU rates?


A
It was added on before the discounts were added on.


Q
Right.  


A
And the discounts were negative.  


Q
You note in this interrogatory response that the 23.8 cents is identical to all zones, and the per pound portions of non-transportation cost avoidances are subtracted from the DADC, the DSCF and DDU level.  Do you see that?


A
Yes.


Q
And then in the second to last sentence, you state that it would be appropriate to view the removal of non-transportation costs avoidances as you are moving a portion of the non-transportation costs.  But not as you are moving any of the editorial benefits.


A
Yes.


Q
Is my understanding correct that you are stating here that the cost avoidances, which are deducted from the zone charge in order to arrive, for example, at a DSCF charge, offsets transportation costs, but they don't offset the component of the zone charge that fund editorial benefits?


A
Yeah, except that it might be non-transportation.


Q
All right.  And so my further question is whether by the same token when you are talking about a lighter weight piece paying a lower dollars and cents zone charge because of its light weight, is it fair to say give the light weight as offsetting non-transportation costs, rather than the 4.92 cent component of the zone charge that fund editorial benefits.


A
I didn't understand.  We might be able to develop some schematics that attempt to trace these costs.  I tried to do that in my interrogatory responses in effect, but going back to your original question, which is something to do with the 4.92 and the 10.1, and the quarter-ounce piece, and I don't understand why the weight of the piece makes any difference when these are all expressed on a per pound basis.



And I can't follow what costs you are really trying to trace and the dollars that you are trying to move around.


Q
Well, I will try just once more to simplify it.  It is not a question of tracing costs, because the 4.92 cents doesn't reflect transportation and non-transportation costs.  
A
That's right.  It is part of the benefit.


Q
That forms the benefit, and my question is a lighter weight piece, assuming it is four ounces, that piece would receive a 2.5 cent editorial discount under your proposal, which would be more than offset by the amount built into the zone charge, the 4.92 cents.


A
The 4.92 cents on a quarter of a pound is what, a one-and-a-quarter cents?


Q
And my question is just as you suggested in your response to McGraw-Hill Interrogatory Number 41, it is not appropriate to consider the component funding editorial benefits as reduced.  It is more appropriate to say that a reduction of the zone charge for weight reflects transportation cost savings.


A
There is a transportation or a non-transportation built into the DSCF discount, but your 4.92 and your 10.1 are entirely associated with an editorial benefit, there is no cross-over to transportation or to anything else.  And 4.92 cents per quarter pound is approximately one-and-a-quarter cents.  



And the 10.1 you said is approximately 2-1/2.  So if you say that their rates were elevated by 1.1-1/4 in order to develop the rates, and then you have a 2-1/2 cent discount, aren't they better off with the 2-1/2 cent discount?


Q
Let me refer you again to your response to McGraw-Hill Interrogatory 41.  In the second to last sentence, you state that it would be appropriate to view the removal of, quote, "C" as removing a portion of the non-transportation costs, and "B", but matters removing any other editorial benefit in "B".  



And my question is why do you state that it would not be appropriate for the removal of the costs that you refer to as removing any of the editorial benefits?


A
Well, I guess the answer is that the 23.8 cents includes some non-transportation costs, and when you purposely take out those through DSCF, then it must be the non-transportation portion of the 23.8 that you removed.  I don't know anything else to say.


Q
You are suggesting in response to this interrogatory that the lower DSCF charge nevertheless pays the full 4.92 cent component for editorial benefits?


A
Yes.


Q
And my question is it likewise fair to say that the lower cost lightweight fees would pay the full 4.92 cent component for editorial benefit?


A
It is not 4.92 cents.  It is 4.92 cents per pound, and for a quarter-pound piece that is not a whole lot.


Q
Referring to McGraw Hill Interrogatory 35A, --


A
Okay.


Q
-- this interrogatory asks you to confirm that for a 100-percent editorial periodical published weekly, annual subscription for $20, and having a circulation net of $5, it would be profitable to drop a Zone 8 subscriber under the proposed rate structure if it resulted in an increase of 10.1 cents of per piece mail to Zone 8.  Your response was "not confirmed."



It would, in fact, be profitable to drop a Zone 8 subscriber in the circumstance described.  Is that correct?


A
Well, I found this to be a very strange question.  The context of my testimony and my model is would it be profitable to drop a Zone 8 and keep the others, and if that occurred, then there would be a change in the distribution of information, but you've created a situation where it's profitable to drop all zones and go out of business.  So, of course, it's profitable to drop Zone 8, but I don't see that as a meaningful thing to say.


Q
How do you conclude that it would be profitable to drop subscribers in all zones under the --


A
Go through the math.  It's profitable to drop Zone 8.  It's profitable to drop Zone 7.  It's profitable to drop Zone 6.  It's profitable to drop every zone.  You specified a circ. net.  Go back to the equation and look at it.


Q
Isn't it true that periodicals receive revenues in addition to subscription revenues?


A
Yes, they do.


Q
And we posited a 100-percent editorial, so we're not talking about advertising, but there are newsstand revenues.  There could be revenues from data bases and so forth.  Do you agree with that?


A
I certainly agree that there are newsstand revenues and other types of revenues that play into this.  I don't see that they have much to do with the zone distribution of your subscribers.


Q
It is fact that under this scenario, and this is just one example, a Zone 8 subscriber would be making a negative contribution financially to the revenues, assuming a rate increase under the proposed --


A
You set up so that every zone is making a negative contribution.  If you're going to start pointing to extra revenues for trade shows and selling of mailing lists, it seems to me, if you drop these Zone 8 subscribers, you can't sell them on your mailing list either, and you probably can't invite them to a trade show.  I mean, you could explore some of these things if you wanted to, but I don't think that refinements like that are going to change the conclusion here.


Q
Well, now this question assumed a 10.1 cent-per-piece postage increase if mailed from Zone 8.  Presumably, that would contemplate lower increases to lower zones.  A lower zone mailer would not pay 10.1 cents.


A
Well, when I worked on Item A, I laid out the equation that it refers to in my text, and I looked at all of the components, and I drew in numbers for them.  I went through a detailed review process.  I'm looking at your question now, and the end of the question in Part A says, "if it resulted in an increase of 10.1 cents per piece," so are we talking about a one-pound, 100-percent editorial, presumably it weighs a pound?  How could it result in an increase of 10.1.  I remember putting in the circ. net of $5.  I remember putting in the subscription rate.  I remember putting in 100-percent editorial.  At this point, I can't tell you that I remember focusing on a sentence which talks about a result of an increase in 10.1 cents per piece.  I'm not sure I understand where that came from.


Q
Well, this is a hypothetical, but if you assumed that the increase was 10.1 cents per piece in Zone 8, then it would follow logically that the increases in lower zones would be less.


A
The increase of 10.1 cents per piece -- this is not per pound.


Q
No.  It assumes a one-pound piece.


A
So it's an increase of 10.1 relative to what?


Q
To the current rates.


A
I don't think that formula it refers to has -- I don't know how to relate that to the framework of the formula.  I'm lost.


Q
Isn't it true that for a 100-percent editorial publication, under your proposed rates, the rate increases would be higher in the higher zones than in the lower zones?


A
Yes.


Q
So regardless of where the 10.1 cents-per-piece savings in Zone 8 comes from, -- it could be an arbitrary element of this hypothetical -- it would follow that pieces mailed in lower zones could receive a lesser increase under the proposed rate structure.


A
The question refers to page 65, which attempts to focus on a particular situation, and that is --


Q
Could you answer my question?


A
No, I can't.  I'm having a very difficult time focusing on it.  I don't understand it.


Q
You do agree that under the proposed rate structure, there would be greater increases in the higher zones than in the lower zones.


A
I think that's true, yes, if there are increases at all.


Q
Would you please refer to your response to ABM 57?


A
Okay.


Q
Now, this interrogatory referred to the fact that pound rates play a lesser role in the current rate structure than they did prior to reorganization and then asks whether the contribution to inefficiency of a flat editorial rate has, therefore, declined substantially.  And you respond -- I don't know how responsive it is, but you state that there is no longer a need to subsidize higher-zone distribution.  In support, you go on to note that the spread between Zone 1 and Zone 8 was 17 cents in 1970 and is currently 30 cents.  Can you explain to me how those spreads that you refer to in your response to ABM 57 affect whether or not there is a need to subsidize higher-zone distribution?


A
Well, the spread is used directly in calculating the additional postage for Zone 8, so it seems like it's a relevant reference point for the distribution.  I mean, the spreads are very important figures.  They are the drop-ship discounts.  They are the things that mailers respond to.


Q
The spread today is 30 cents, --


A
Yes.


Q
-- and the spread in 1970 was 11.8 cents.


A
Yes.


Q
How do you conclude from that that there is no longer a need to subsidize higher-zone editorial matter?


A
Well, the question wanted to reach a conclusion that contribution to inefficiency, whatever that actually is, that the contribution to inefficiency has declined, and I don't quite understand clearly what contribution to inefficiency is, but it's very clear to me that increases in efficiency have to do with mailers making efficient changes.  The mailers are much more responsive to rate differences now than they were in 1870, and these responses are based on the differences.


Q
So is it fair to say, then, that the spread between Zone 8 and Zone 1, which is higher now in terms of dollars and cents than it was in 1970, does not provide any support for your statement that there is no longer a need to subsidize higher-zone distribution?


A
No.  I don't understand that statement.


Q
Do these spreads support that statement that there is no longer a need to subsidize higher-zone distribution?


A
I think I've shown with the spreads that exist that mailers wouldn't respond by dropping higher zones, and I think the subsidy for the higher zone was for the purpose of keeping people from dropping them.


Q
So this goes to the analysis in your Appendix A, the analysis of ad revenue and whether it's profitable on that basis to drop a Zone 8 subscriber.


A
I think so.  The question refers to page 11, lines 19 to 22, and my recollection is that page 11 -- let me look back at page 11.  The purpose of page 11, I think, was to discuss why it is that eliminating the flat editorial rate now would not cause the difficulty that it might have in 1917, and the reference was to the pound rates playing a substantially different role than they did then.  The rates at that time were 100-percent pound rates, and now we have piece rates.


Q
You're talking about 1917?


A
Yes.


Q
Your answer to ABM 57 is comparing 1970 and 1990.  Are you saying there has been some material change in that period relating to the spread between Zone 1 and Zone 8 that affects whether there is a need to subsidize widespread dissemination of editorial content?


A
So your question has to do with the fact that the current spread is larger than in 1970; therefore, we need to be more concerned about whether or not mailers would drop Zone 8.  I think, corrected for inflation, it's probably not higher than it was in 1970.


Q
Excuse me?


A
I think, corrected for inflation, it's probably not higher than it was in 1970.


Q
What do you mean, "not harder"?  What's not harder?


A
Not higher.


Q
Not higher?


A
In other words, I refer to the 30 cents currently and the 11.8 cents in 1970, and I think you said that because the 30 cents was larger than the 11.8, that you might have some reason to be concerned that Zone 8 needed a subsidy.


Q
Or didn't need a subsidy.


A
I thought your suggestion was maybe that they did.


Q
Well, I'm asking you a question about your answer to ABM 57, and you begin in your first paragraph by stating, "There is no longer a need to subsidize higher-zone distribution."  That's a flat assertion.  And then in the next paragraph you go on to discussion, compared to spread between Zone 8 and Zone 1 today with the spread in 1970, and as you just pointed out, the difference between those spreads could be accounted for by inflation.  I'm just asking you whether there is a connection between your response to ABM 57 that there is no longer, in your view, a need to subsidize Zone 8 and your subsequent discussion about the spreads between Zone 8 and Zone 1 in the zoned charges.  Maybe there is not.


A
I'm sorry.  I got lost again.


Q
Well, I'll repeat the question.  You state in your response to ABM 57 that there is no longer a need to subsidize higher-zone distribution.  It appears that as a reason for that assertion by you, you're referring to the difference in dollars and cents between the spread among the zone rates in 1970 as compared with today.  Is that correct?


A
I think that the second paragraph, which goes to the spreads, is more a response to the question of efficiency than to the question of whether or not there is any longer a need to subsidize it, and I'm pointing out that since the question asked about contribution to inefficiency, I wanted to point out that the efficiency issue is very much related to the zone differences, and I'm saying that we still have substantial zone differences, and I'm saying that mailers are in a position to react to those even more than they were in 1917, and so I think that whole paragraph goes more to the efficiency notion than to whether or not someone would drop a higher zone.


Q
Could you refer to your response, please, to ABM 13?


A
That's the one with the attachments.


Q
Yes, and I'm referring to Attachment B on page 3.


A
Okay.


Q
On page 3, paragraph 13, the final -- I guess it's the second-to-last sentence, the last two sentences:  "In 1917, all of the editorial benefit was on the pound rates, and the benefit was highly skewed toward distance.  Now, less than half the editorial benefit is given in the pound rates, and this limited portion is mildly skewed toward distance."



Doesn't that indicate that the degree of what you refer to as skewing in the flat editorial pound rate has declined over time to the point that there is only a mild skewing under the current rates?


A
Well, the fact that less than half is given in the pound rates is due largely to the advent of the per-piece editorial discount.  So it doesn't have necessarily to do with the fact that the role of the pound rates is any different; it's just that another layer has been added.  But it's also true that in 1917 we were talking about a piece going to Zone 8 having a total postage bill which is five times as much as the total postage bill for something going to a closer zone.  That was a very, very, very big difference.



In the pound rates now, relative to that, we're less skewed.  I'm not saying the skewing that we have now is insignificant or not meaningful.  I think it is significant, and I think it is meaningful, but relative to the situation that was being proposed in 1917, we're dealing with an entirely different situation here.


Q
Now, any skewing in the current rates is mild.  Is that correct?


A
It's mild relative to what was proposed in 1917.  Congress had been charging one cent per pound for stuff going to Zone 8, and a proposal was to charge something like eight or nine cents a pound.  That means Zone 8 would have been -- I've calculated these ratios before, but I remember coming up with five to eight times as much to send a piece to Zone 8 as to Zone 1 and 2.  We're not talking about that kind of situation now.


Q
The ratio today between Zone 8 and the flat editorial pound rate would be lower than the ratio in 1970.  Is that a fair statement?


A
You want a ratio between Zone 8 and the flat editorial rate.  I think, in 1917 --


Q
1970.


A
Okay.  1970.  You want a ratio between Zone 8 -- I haven't got the 1970 rates in front of me.


Q
I believe, in the response to ABM 57, you indicated that the Zone 8 rate was 17 cents.


A
I was talking about the total postage bill in the ones I just gave you.


Q
I'm not talking about 1917; I'm talking about 1970.


A
Okay.


Q
The Zone 1 rate was 5.2 cents.


A
Okay.  And the Zone 8 was 17, so it was about three times.


Q
A little over three times.


A
Right.  And that would have been total postage bill.  That's right.


Q
And currently?


A
We're talking about 60 versus 20 right now, but that's only the pound portion of the total postage bill.


Q
Well, in your response to ABM 57, you were working with the proposed zone charges, I take it, not the current zone charges because you've taken the position in this case that the current zone charges at the higher zones have been miscalculated and were unduly high.  Is that correct?


A
In the settlement, yes, but this response in 57 says "in the current rates."


Q
Yes, but you end up with a difference, a spread, of 30 cents.


A
Yes.


Q
Now, the spread under the current rates is more like 39 cents, isn't it?


A
I'm sorry.  In the current rates, the corresponding difference is 30 cents.  That goes to the current rate schedule.  Zone 1 and 2 is 24.8.


Q
Zone 8 is 63.8


A
Right.  And if you take 63.8 minus 24.8, what do you get?


Q
I get 39 cents.


A
Thirty-nine instead of the 30 that I have here?


Q
Well, if you look at the proposed rates, you have a Zone 8 charge of 49.8 and a Zone 1 of 19.1 cent.  The difference there is 30.


A
Okay.  I don't believe that I was looking at proposed.  I may have made a typographical error.  I'm not quite sure right now, but it wouldn't have been appropriate to look at proposed.  It would be 30.7 in the proposed pound rates.  Is that what you got?


Q
Right.  In the proposed zone pound rates, I was doing to say they are the same as the current but for the 30 percent revenue recovery as opposed to 40 percent.  Is that right?


A
But for what revenue recovery?


Q
In other words, you're recovering only 30 percent of the total periodicals revenue from the pound charges rather than 40 percent.


A
Yeah, but that doesn't affect the differences.  It affects the levels only.


Q
That's why I thought you might have been using the proposed rates here rather than the current rates and getting the spread.  But in either event, the percentage, the degree to which Zone 8 is higher than Zone 1, it's lower than 3-to-1 currently under either the current rates or the proposed rates.


A
Well, you're looking at pound rates in this paragraph only.  In 1970, that's all there was was pound rates.  There weren't any piece rates, so in 1970 it was total postage bill.


Q
Is it fair to say that the degree of skewing, as you put it, has declined over time in terms of the spread between --


A
Yes, I think it has.


Q
Is there any factor that's occurred since 1970 that -- any changed factor that affects the issue of whether the flat editorial pound charge is an appropriate device for promoting the broad dissemination of periodicals?


A
Well, I think the whole world has changed in some sense.  I mean, we've got a lot of testimony here about the situation that we're facing and the alternatives that mailers have.  I was tempted to say that in 1984 we took the markup off the zone differences.  That made a difference then, but the markup now isn't very large.  But I think that mailers' ability to respond to rates is much different now from what it was in 1970.


Q
Why would that be?


A
Well, mailers are much more sophisticated.  Trucking systems are much more sophisticated.  Mailer options for arranging their mail are much different.  The ability to plan and coordinate is much different.  The drop-ship software is a routine piece of software in printing facilities now.  That didn't used to be the case.  There's trends going on, things like co-mailing.  Co-mailing is not just for big people.  Little people can do a very effective job of putting together pieces and lowering Postal Service costs.


Q
Excuse me.  I would like to just focus you on the question which related to --



CHAIRMAN OMAS:  Excuse me.  Could you give us an idea about how much longer you will need?



MR. BERGIN:  I would hope to finish within an hour or so, Mr. Chairman.  It's hard to say.  The length of the examination depends upon the kinds of answers one receives.



CHAIRMAN OMAS:  All right.  Well, why don't we continue?



MR. BERGIN:  Yes, Mr. Chairman.



CHAIRMAN OMAS:  If you think you can in about an hour, and if not, we'll break later on.



MR. BERGIN:  Very good.



MR. KEEGAN:  Mr. Chairman, the counsel for McGraw Hill had just interrupted the witness's answer.  I believe the witness was being entirely responsive to the question and would request that he be allowed to finish his answer.



CHAIRMAN OMAS:  Mr. Mitchell.



THE WITNESS:  I guess I was in the process of being concerned about whether I was going on at great length when I shouldn't.  Your question didn't relate to a particular interrogatory or anything that I have focused specifically on.  It seemed to be a very general question about whether or not anything is different now from what it was in 1970 that would affect the advocacy of the flat editorial rate, and I guess I stepped backwards a little bit and was beginning to think that the whole world is different, but I'm not sure that I had a lot more to say that was specific.



I think the last line was something about co-mailing being something very effective that mailers can do.  When mailers, you know, have a technological option and are well positioned to perform some functions that can save the Postal Service an awful lot of money, it's kind of a shame if we don't have a rate structure which allows this to be done.



BY MR. BERGIN:  


Q
As you know, there are substantial questions whether a substantial number of high-zone, smaller-circulation periodicals will be able to take advantage of co-mailing certainly in the near future.  There may be many publications facing very large increases under the proposed rates, notwithstanding that co-mailing may be available to some.  In the past, the Commission has approved a flat editorial pound rate in order to ensure that such high-zone mailers --



MR. KEEGAN:  Mr. Chairman, Mr. Bergin is testifying, it seems.  Does he have a question?



MR. BERGIN:  Yes, I do.



BY MR. BERGIN:  


Q
In order to ensure that the widespread dissemination of editorial matter is not adversely impacted by high transportation costs, I take it that, in this regard, nothing has significantly changed since then that would affect that policy, in your view.



MR. KEEGAN:  Mr. Chairman, I object.  That is not a question.



BY MR. BERGIN:  


Q
Is that correct?


A
I think we have been moving steadily on a large number of fronts in a direction which suggests that the flat editorial rate is not having any effect.  It's not resulting in information being anymore widespread than it would be otherwise, and there is a whole host of reasons why it's bad rate design to have it the way it is.  So I --



CHAIRMAN OMAS:  Excuse me.  May I ask both counsel and the witness to be a little more concise, succinct and precise, with the questions and the answers?  The chair would certainly appreciate that.  Thank you.



MR. BERGIN:  I'll certainly endeavor to do so, Mr. Chairman.



BY MR. BERGIN:  


Q
What changed factors give rise to your view that the editorial pound charge is no longer necessary?


A
Well, I think my testimony discusses that at great length, and I think my Appendix A, in particular, points out the fact that no one would drop a Zone 8 subscriber.  We're talking about a marginal printing cost here.  We're talking about some additional distribution, maybe some account maintenance.  That's not really a big issue relative to the benefit of a subscriber.


Q
A changed circumstance?


A
I didn't attempt to -- assess the situation 20 years ago.  So in that particular regard, I'm not quite sure, but I think we've also listed a considerable number of other factors that are important.  I think that things going on in the industry, things mailers are doing, the kind of technology that's being used, the kind of options that people have, the ability to react to rates.


Q
Referring to your answer to ABM Interrogatory No. 66, --


A
Sixty-six?


Q
Yes.


A
Yes.


Q
Now this refers to your testimony that even if zoning the editorial rate, eliminating the flat editorial pound rate, did lead to an adverse effect on Zone 8 subscribers if they were cut off, but, nevertheless, you believe there is insufficient justification for retaining the flat editorial pound rate.  Your justification is that, in your view, the effect on cohesion of the nation would not be significant.  Is that a fair statement?


A
That's what I said, yes.


Q
You do not believe that periodicals today play a lesser role in promoting cohesion in the nation than they did before.


A
Do I think they play a lesser role today?  I think the cohesion of the nation is affected by a very wide range of factors, including radio, television, the Internet, air travel, telephone, a whole string of things.  I think they have all moved in the direction of increasing the cohesion of the nation.  So I guess if you look at dozens of cohesive forces, the magnitude of the role that mail plays right now is probably less, yes.  I'm not saying it's unimportant, and I'm not saying it's not real.  I'm not saying that when a publication is distributed, people don't read it, or it doesn't have an effect, but your question was much broader than that.


Q
Are you suggesting that the congressional policy in favor of promoting the widespread dissemination of periodicals is less important today than it was in the past?


A
Do we have a congressional policy that talks about widespread dissemination of periodicals?


Q
The mandate in the Postal Reorganization Act for bonding the nation together.


A
I don't think that we are binding the nation together any less under our proposal than we are with the flat editorial rate, and I think we may be binding it together more.  We've certainly got a more effective set of rates.


Q
The question in ABM Interrogatory 66 assumes that as a result of the proposed rates, Zone 8 subscribers would be dropped.


A
Question 66 is introduced with an if statement which says, if, in fact, this occurred, and my testimony is that it will not.  It says, if, in fact, this occurred, that I don't think the cohesion of the nation would be affected significantly, but I don't believe it will occur, period.


Q
Are you saying that even if it did occur, that high-zone publications would be forced out of business as a result of rate increases, or Zone 8 subscribers were dropped, that the nation is already cohesive enough, and it wouldn't matter?



MR. KEEGAN:  Mr. Chairman, I believe the witness has answered that question twice now.



CHAIRMAN OMAS:  Please continue in another direction.



BY MR. BERGIN:  


Q
Referring you to your testimony at page 55, you state periodicals mail is prepared using computers and commercially available software.  In using such, inputs and constraints must be selected like sack weight, pallet weight, bundle weight, and so forth.  You've introduced a variety of new factors that a mailer would need to consider under your proposed rate structure in terms of containers, sacks and pallets, and bundles, and new entry points.  Is that correct?


A
That's correct.


Q
Is my understanding correct that the lower the container presort level under your rate structure, the higher the bundle charge becomes?


A
I think so.  I would have to look back at my rate schedule and compare some specific figures, but I think that sounded right.


Q
And yet while a lower presort level leads to a higher bundle charge, it also leads to a lower container charge.


A
I think you're pointing out to tradeoffs among the various rate elements.  I'm willing to accept that you've summarized them properly without going through specific numbers.


Q
And a higher bundle presort level leads to a higher bundle charge but a lower piece charge.  Is that fair?


A
A higher bundle presort level.  I had higher bundle presort levels here within each container level.  What was your specific comparison?


Q
The higher bundle presort level leads to a higher bundle charge but a lower piece charge.


A
Higher presort level being more presorted?


Q
Yes.


A
Yes.


Q
And yet it leads to a lower piece charge?


A
Yes.


Q
Again, tradeoffs between bundle costs and piece costs?


A
Yes.  There's a number of tradeoffs like that in this rate schedule.


Q
Also service tradeoffs?


A
Well, if you were here for some of the previous cross-examination, previous interrogatories on this issue, you know that that's an important, outstanding question.  Mailers, in fact, do sometimes see a service difference.  It's not clear that it ought to exist, and it's not even clear that it does exist as much as some people think that it does, but it is true that sometimes they see a difference.  Certainly, in drop shipping they see a difference, but I thought you were maybe referring to the sack or the container level.


Q
Is it fair to say that pallets generally provide faster delivery than sacks?


A
I don't have any specific basis for saying that.  I can't provide testimony on what those levels are.


Q
If you accept that, if you accept my representation that there is some testimony to that effect, in your view, if two mailers are paying the same amount for different levels of service, are they, in effect, paying different rates?  In other words, the mailer who pays the same amount in order to get less service is actually paying more than the mailer who pays the same amount in order to get more service?



MR. KEEGAN:  Mr. Chairman, I object to that question on the grounds that the witness is not an expert in metaphysics.



MR. BERGIN:  This is an economic question, Mr. Chairman.



CHAIRMAN OMAS:  Would you be a little more specific?  I asked you earlier to try to be a little more precise in your questioning and Mr. Mitchell to be a little more succinct in his answers.  You tend to be rambling, and we lose sight of what direction you're going in.



BY MR. BERGIN:  


Q
Mr. Mitchell, one of the rate-making factors under the Postal Reorganization Act that the Commission considers in setting rates is the relative value of mail to the recipient, considering the service levels obtained.  Is that correct?



MR. KEEGAN:  Can counsel cite a specific section of the statute for that proposition?



MR. BERGIN:  I'm referring to Section 3622 of the act.



MR. KEEGAN:  What part of that?



BY MR. BERGIN:  


Q
Part (b)(2).  It stated, as a factor in rate-making, "the value of mail service actually provided for each class or type of mail service to both the sender and the recipient."  Are you familiar with that?


A
I'm familiar with that section, and I believe it is applied very generally at the subclass level.  I believe we have extreme difficulties applying it at any level below the subclass because we don't not know anything about the value that mailers place on these things, and I think that this is one of the reasons why our rate proposal is a substantial improvement, is because we give a set of signals to mailers and allow them to consider the value that they receive as they choose among those alternatives.


Q
My question is, how service generally is treated in rate-making.  In other words, if a certain category of mail is more costly but receives less service, how should that be accounted for in the rates?



MR. KEEGAN:  Mr. Chairman, I object.  That's beyond the scope of the witness's testimony.



MR. BERGIN:  I think the witness has testified as to the value of service, and I don't intend to prolong this avenue, but we do have testimony regarding tradeoffs between service and rates, and my question is how that should be reflected in rate-making.



THE WITNESS:  At the current time, the Postal Service's service standards and our operating standards don't differentiate between, let's say, one sack and another sack or between a sack and a pallet.  So it's not clear that we even have some of these service differences.  If there are some in some places, they ought to be fixed.  I'm not prepared to say -- my testimony doesn't propose any changes in the way that's recognized except to give mailers some control.  I don't think I'm prepared to say anything further on it.



(Pause.)



MR. BERGIN:  Mr. Chairman, I believe I have nothing further at this point.



Thank you, Mr. Mitchell.



CHAIRMAN OMAS:  Thank you, Mr. Bergin.



Are there any other people wishing to cross-examine Witness Mitchell?



MR. RUBIN:  Yes.  I have a brief question.



CHAIRMAN OMAS:  Mr. Rubin.


CROSS-EXAMINATION



BY MR. RUBIN:  


Q
Mr. Mitchell, could you turn to your response to McGraw Hill Interrogatory 29?


A
Okay.


Q
In Part B of the question you're asked for the Zone 8 postage under current rates and proposed rates, and you give one number in your response.  Is that for current rates or proposed rates?


A
I have to tell you, in all honestly, I reviewed this question the night before last very late at night and reread it and thought about it, and there is a slight problem, and it's the one that you indicate.  The 40.20 cents is under current rates, and I noticed that the question does use the word "proposed," but when I tried to figure out what the question really meant under "proposed," I couldn't figure it out.  It can't be done.  So that is a current figure.


Q
And you think you are not able to come up with a number under the proposed rates.


A
Well, if we started to do this for proposed, I would have to make a whole string of assumptions about pallet makeup and sack makeup and container and entry point and so forth, and also it's shifted to what, a one-pound piece?  "Zone 8 postage under current rates, including flat and proposed, with the same relevant characteristics."  It takes the New Republic, and it shifts it to 100-percent editorial, and it shifts it to one pound, and I thought, gee, the comparisons here are going to be difficult, and I've got to start making a whole string of assumptions that I have no basis for.  So I thought anybody that wants to do that can do it themselves.  They can put together the assumptions and ask what the results are, so I didn't really try to do anything under the proposed rates.



MR. RUBIN:  Okay.  That's all I have.



CHAIRMAN OMAS:  Thank you, Mr. Rubin.  Is there anyone else?  Mr. Keegan, would you like some time with your witness?



MR. KEEGAN:  No, thank you, Mr. Chairman.  Time Warner, et al., has no follow-up.



CHAIRMAN OMAS:  Okay.  Mr. Mitchell, that completes your testimony here today.  We appreciate your appearance and your contribution to the record.  You are excused.



THE WITNESS:  Thank you.



(The witness was excused.)



CHAIRMAN OMAS:  Before closing the record, let us address additional designations.  At this time, I want to incorporate into our record additional designated discovery responses.  This includes both designated institutional responses and designated responses of witnesses who previously appeared.



I have handed the reporter two copies of previously designated responses.  This includes both institutional responses of Time Warner, et al., and the responses of Witness Stralberg, designated by the American Postal Workers Union, AFL-CIO.  I am also handing the reporter copies of the institutional responses to POIR No. 1, Question 2.



I direct that this material be admitted into the record and transcribed.




(The documents referred to, identified as Exhibit No. TW et al., TW et al.-T2-1, POIR No. 1, was received in evidence.)
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CHAIRMAN OMAS:  Are there any additional designations of institutional responses?



MR. KEEGAN:  Mr. Chairman, this is not an additional designation, but we do have one correction.



CHAIRMAN OMAS:  Would you introduce yourself for the record, please?



MR. TABBITA:  Phillip Tabbita for the American Postal Workers Union.  I want to make sure, Mr. Chairman, that APWU-TW-ET AL.-T1-4 and 5 are designated.  They were received yesterday.



CHAIRMAN OMAS:  Okay.



MR. TABBITA:  And it prompted a follow-up conversation with Mr. Keegan that I would like to get on the record as well, and I think we can do that through a stipulation or a confirmation orally.  On page 5 of T1-4, there is a statement concerning Mr. Potter and later a statement concerning Ms. Bizota, indicating that the Postal Service does not view complaints favorably.  And I questioned Mr. Keegan about that because it wasn't my observation of the Postal Service as hostile to complaints; in fact, they prefer to get complaints and resolve them.  So I wanted a clarification that this refers only to the formal filing of a complaint here before the Postal Rate Commission, and Mr. Keegan confirmed that.



CHAIRMAN OMAS:  Thank you.



MR. KEEGAN:  Mr. Chairman, I do so confirm, and we will so stipulate.



CHAIRMAN OMAS:  All right.  Thank you, Mr. Keegan.  Thank you, sir.  Would you hand those to the reporter?



Mr. Keegan, do you still have something you want to --



MR. KEEGAN:  Yes, Mr. Chairman.  In the institutional response to ABM/2W-ET AL.-T3-2 redirected from Witness Gordon, on page 3 there was a typographical error.  Four lines from the bottom, the word "through" is missing its opening T, and I have with me two corrected pages which I would ask be incorporated into the transcript.



CHAIRMAN OMAS:  Without objection.  That material is received into evidence and is to be transcribed into the record.




(The documents referred to, identified as Exhibit No. APWU/TW et al.-T1-4, APWU/TW et al.-T1-5,  ABM/TW et al.-T3-2, was received in evidence.)



CHAIRMAN OMAS:  There being no further business today, this hearing is adjourned.  Thank you for your consideration.



(Whereupon, at 12:32 p.m., the hearing was adjourned.)
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