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{(10:23 a.m.}

CHAIRMAN CMAS: All right. We're back on
the record.

Ms. Dreifuss, would you proceed? We are now
in cloged session.

Whereupon,

MATTHIAS EPP

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

CROSS-EXAMINATION

BY MS. DREIFUSS:

o Mr. Epp, ccould you turn to your response to
OCA Interrogatory T-2-11(b)? This was provided under
seal.

There are several figures on that sheet of
paper, but I was not comfortable in reproducing it and
handing it out into the audience so I'm just geing to
read from this sheet as I need to.

In this answer, Bookspan very commendably
provided OCA a breakdown of marketing expenditures.

As I look at these figures it appears that direct mail
is by far the dominant marketing expense for Bookspar.
Ia that correct?

Heritage Reporting Corporatiocn
{202) £28-4888



10

1z

1z

13

14

15

16

17

18

19

20

21

22

23

25

474

A Yes, that’'s correct.

Q In fact, let me make sure [ understand this
correctly. Divect mail in this table means postage
paid? Is that what the line Direct Mail means?

A Direct mail means where we use a direct mail
package to solicit new members for membership in the
club.

Q Right. and the figures that you’re
providing on that line, are they only for postage or
other expenses included?

I\ It would include the total expense cost for

the direct mail campaiagn.

Q Including your print and production costs?
A Correct.
Q I see. Below that 1 gee a line for

Enclosures. Those don't mean mail enclosures; they
mean some other kind of enclosure?

A Enclosures is a term that's used for two,
four, six-page inserts that are placed in other
companies’ shipments for the purpose of acquiring new
members.

O I see. So Bookspan sometimes will place its
own inserts or enclosures into some other company’s
solicitation? Well, it may not be a solicitation
piece., Into some other company’'s mall pilece?
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A That’e correct. It could be product
shipments. It could be mail pieces.
2 And then the line below that is Print.

Would that be, for example, advertising in a newspaper

or a magazine?

A The category Print includes placements in
newspapers. It includes on-page advertisements in
magazines.

9] Okay. Then we have a line for

Telemarketing.

o) Okay. In 2004 though Bookspan did spend”

pon telemarketing. Is that less than the

amount that was budgeted for 20047
A Yeg, 1t i=.
Q Do you krnow what the total amount wag that
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had been budgeted for 200472
A I do neot recall the exact amount.
Q How about just a rcugh guess of what was
originally budgeted?
MR. VOLNER: Rather than guess, Mr.
Chairman, we will see whether we can provide that

information under seal for the record if it exists

anymore .,
.. CHAIRMAN OMAS: Thank you, Mr. Volner.
MS. DREIFUSS: Thank you.
BY MS. DREIFUSS:
Q Below that there’s a line for Internet

Marketing. I think most of us probably know what that
might be.

Then finally the last type of marketing
expense ig Alternative or Other Costs. What would
fall under that category?

A Campaigns in this category would, for

example, include direct response television

advertisements.
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Q Generally speaking, when we look at your

marketing totals for 2004, 2005 and 2006 we see them
drop off fairly significantly between 2004 and 2005.
These are total marketing expenditures. Then they
rise slightly in 200s5.

Would you say your total marketing
expenditures basically reflected that new approach
that you just described a moment ago with respect to
direct mail?

A Yea. Absclutely. When you look at the
numbers you will see that they decline in every
channel. This was not a decision that was made
unilaterally in one channel. It was a decigion to
reduce the spending overall.
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When vou go back to our budgeting process it
meang that we started cutting those segments that were
unprofitable regardless of channel. It might have
affected some clubs more than others.
Q Okay. ©Now, for direct mail in 2006 you're

expecting to as budgeted spend S What

assumption gces into that with respect to whether or
not there will be a rate hike in 2006 and whether or
not Bookspan will have an NSA in 20067

A When we prepared this budget in May of this
year we knew that there would be a rate increase, so
we included the rate increase or an assumption for
rate increase in our budgeting process. We did not
include the existence of an NSA into our assumptions.

Q Let me gee 1f I gan understand the
implicaticons of that.

I1f the Commission were to recommend the NSA

that’s before it and it could be put into place
sometime in 2006, doeg that mean that because you've

budgeted ¥ P for direct mail that vou would

not be able to respond to NSA discounts in 2006 since
you had had a budget that did not reflect such
discounts in place?

A As I indicated in my testimony, our
budgeting process takes several months, but the actual
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investment decisions are being made on a campaign-by-
campalgn basis, which means every month as we plan new
campaigns we evaluate the spending versus the expected
profitability.

We have always and will continue to ghift
money between channels based on change of assumptions,
so in the case here should the NSA be approved and
should we have an incentive to mail more this will
provide direct mail with a cost advantage versus other
channels, and that would be something that would flow
into our calculations as we plan those campaigns.

Q Let me ask you a hypothetical question.
We’'re looking at a budget figure for direct mail of

i 2 2006, which is based on the assumption
that there will be a rate hike of 5.4 percent, but no
NSA discounts.

Let's take that budget, and let’'s divide it
into two parts. In two equal parts, so we’re going to

be talking aboutj%;" B for each half of fiscal

year 2006, those budgeted amounts. Actually, before I
proceed with the hypothetical I should ask vyou
something.

When you budget for 2006 do you

anticipate that those amounts, generally about half of
it will be spent in the first half of the vear and
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about half of it will be gpent in the second half of
the year?

A No, we don't assume that.

Q Do you have a history of spending more in
the first half of the vear or more in the second half
of the yeaxr?

A The spending is driven by seascnality, and
the seasonality really plays into our equations again
with respect to profitability, expected profitability.

Different clubs, different segments have
differences in response rates at different times of
the year. There might be things that work in the
back-to-school season. There are thinge that might
work in February. There are things that might work
better in April.

Q Let me just ask it. It is a hypothetical,
so I'1ll just ask you to make a hypothetical assumption

that we can take this budget of B#

B and divide
it into two equal parts, SIS "> be spent in

the first half of fiscal year 20056 and

to be spent in the second half of 2006.

Now, the hypothetical is in the first half
of 2006 we’ll still have the conditions that were
agsumed in the budgeting process, a 5.4 percent rate
increase and no NSA. In the second half of 2006 we're

Heritage Reporting Corporation
(2027 828-4888




i0

11

1z

13

14

15

16

17

is

12

20

21

22

23

24

25

482
going to change this a little bit by sayving there will
of course still be the rate hike, but now there will
be an NSA,

What do you expect would happen to the

that had been budgeted for direct mail under

those circumstances?

MR. VOLNER: Mr. Chairman, if Ms. Dreifuss
is trying to get a number I’'m going to object to the
question because this is gimply a variation of a
hypothetical upon a hypothetical which is based upcn
an assumption. At least this time the assumption is
that there will be a rate increase, which is an
improvement .,

If she is simply asking him how they will
react in the context of an NSA and a rate increase,
I'm perfectly happy to let him answer it.

CHAIRMAN OMAS: Is that what you’re trying

MS. DREIFUSS: I have to confess I'm not
sure of the distinction Mr. Volner was making, but I
think if Witness Epp could answer that second gquestion
I believe that’'s the answer I'm looking for.

BY MS. DREIFUSS:

Q 1'm not asking obviously for you to change

B =1d transform it into
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That would be a fcolish expectation on my part.

I wanted to ask you generally. Well, 1711
ask you first a simple question. Would Bookspan tend
to spend more on direct mail in the second half of the
year? That is, would the "end to be a
higher number with an NSA or a lower number with the
NEA?

A Let me first resgspond for the sake of
clarity. We have 35 book clubs, and we operate about
-campaigns, direct mail campaigne per year, so to
make a statement here or to try to come up with how
this would affect each and every single one of those
campaigns or even some of those campaigns is truly
hypothetical.

Now, to your second part of the question the
existence of an NSA would help direct mail compared to
the other channels. It would definitely not hurt.
That’s what I point out in my testimony.

The relative performance or the relative
profitability of direct mail would be better with an
NSA., Therefore, we would have an incentive of
shifting money currently allocated to some of the
other channels into the direct mail channel and
thereby grow the direct mail channel.

Q Am I correct that there ig in effect two

Heritage Reporting Corporation
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effects that stem from the NSA? One effect is that it
will get discounts on some of its wmail. That’'s
correct, isn’'t it?

A That's correct.

o} The discounts would tend to.push the Postal
expenditures somewhat lower, wouldn’'t it?

A They would not. The discounts apply only to
a volume over a certain threshold. The baseline or
everything under the threshold number is not affected
by *the discount.

Q I see. So you’re saying that the:J

P-hat I was talking about before could only go

up, but you’re not sure how much, with NSA discounts
in place?

A What I said is it would definitely help the
direct mail channel.

When you go back through our process of how
we plan a campaign, every time one other channel has a
cost advantage relative to the other channels it is
more likely to get the marketing dollars.

Q Are you able to share an expectation about
whether you might see a 25 percent increase in the
expenditure or a 50 percent increase? Do you have a
feel for that?

A That would be pure speculation simply

Heritage Reporting Corporation
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pecause postage is cne component of the overall
equation as we calculate a return on marketing
investment. There are other components.

Q Okay. I want to turn to the issue of
strategic business mail inserts. You answered that
question under seal. It’s your answer to OCA
Interrogatory No. T-2-10 to you. You did provide an
answer under seal.

We’re actually in a confidential mode now
anyway. Some of it has been discussed openly before
and some only confidentially. This is a confidential
answer, but I guess we’re in the confidential mode so
we’ll just continue in that mode. Some of what I'm
going to ask you about though actually touches on
matters that Bookspan wag willing to disclose
publicly.

In your answer --

MR. VOLNER: I'm sorry. I seem to have lost
the interrogatory that you’'re referring to.

MS. DREIFUSS: Yes. It's OCA/Bookspan-T-2-
106.

MR. VQLNER: Okay. Thank you.

MS. DREIFUSS: bure.

BY MS. DREIFUSS:

o Do you have it, Mr. Epp?

Heritage Reporting Corporatlion
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A I can’t find it right now.

g I didn‘t bring an extra copy.

MR. VOLNER: Mr. Chairman, just to simplify
things I will supply the witnese with a copy.

CHAIRMAN OMAS: Thank you, Mr. Volner,

THE WITNESS: Oh, yes. That I have. I
thought there was more.

ME. VOLNER: = No.

BY MS. DREIFUSS:

Q In this interrogatory OCA asked you to
explain the circumstances in which Bookspan
incorporates promotional material of a strategic
buginess partner and you explain that this material is
only included in letter size pieces and not in flat
size pieces.

Why is it that inserts would only be placed
in letters and not in flats? That is your gtrategic
business partners’ inserts,

A There’s a very simple reason for this. The
letter pieces come with an envelope that make it easy
te insert a third party piece into this.

The other flats are usually either stapled
or bound, and they make it wvery difficult in the
printing process to include a third party piece.

o I see. In your angwer to {a}, the next to

Heritage Reporting Corporation
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the last sentence, you say that Bookspan began testing
inserts this year. By this year you mean in 20057 1Is
that correct?

A That's correct.

Q About when in 2005 did you start testing
such strategic partner inserts?

A I believe in the summer of this year.

Q So prior to the summer of this year when
Bookspan sent out sclicitations it did not include any
other advertising content apart from its own
advertising content? Ig that correct?

A Selicitations for new members did not. Yes.

Q At the end of your answer to Part (a) you
say 1t appears that the purpose for including a
strategic business partner’s inserts is to defray
costs. Is that correct?

A That is correct. Asg a mailer or as a
marketer [’'d rather not include a third party piece in
my mailing because it typically has a negative impact
on response sc if I can do, I do without,

The reason we tested into this was because
we saw some of the costs increasing, and we were
locking for a way to defray some of the ccst without
affecting the response rate. The response rate is the
most important thing for us to come out of this

Heritage Reporting Corporation
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0, The payments that a strategic busineass
partner makes to Bookspan, generally will that allow
more mail pileces to be sent?

A What it does do, it allows us to keep
certain campaigns on our schedule. What this means is
that in mailings that are in danger of not meeting the
profitability thresholds we might be able to keep them
on our market plans.

Q Without help in defraying expenses then
you're suggesting you might not do the campaign at
all, or it might look a little different than you

initially planned it?

A There are cases where that could happen,
yes.

] So it could go either way?

A Yes. We've tested this, as I say here. You

test it because you’'re not sure what the impact on
Your response rate is.

If the third party piece has a significant
impact on your response rate than you cannot afford to
do it, and we would not do it anymore.

0 I brought with me today some materials that
Bookspan provided to my ocffice and to others. I'm
going to ask you a few questions about those.

Heritage Reporting Corporaticn
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What I have 1n front of me is a library
reference that Rookspan provided to the Commission and
what it consists of I don’t know, probably only CCA
has locked at I think, but it’s fun. I invite others
to loock at it. This is a public disclosure I believe.
That's my recollection.

MR. VOLNER: Yes, it is. I don’t have any
probliem.

MS. DREIFUSS: If anybody cares to look at
it following cross-examination please feel free.

BY MS. DRETIFUSS:

Q Just at random I picked up an advertising
piece. It seems to be advertising Doubleday book
club. That’s what I gee on the outside cf the
envelope.

When I open it up what I find inside I find
a business reply card and a single sheet of paper,
looks like a letter encouraging the recipient to join
the club and then I find it loocks like a catalog.

It’'s about 232 pages long. It’s got pictures of books,
and a little description of their contents and prices
for them.

I wanted to ask you 1f the term insert is a
proper name to apply to the catalog, to this 32 page
thing that’s been inserted in the envelope. 1Is this

Heritage Reporting Corporatiocn
{202) $28-4888



frt

Lt

10

13

12

13

14

15

16

17

i8

19

20

21

22

450

an insert?

A No, it’s not.

Q Well, what is this called?

A it’s a cataleg.

Q How can I distinguish between an insert and

a catalog?

A To the extent you’re referring to a third-
party insert that would not be for Doubleday book
club.

Q Inserts would not be for Doubleday book
club. Earlier in the cross-examination you mentioned
a Deoubleday ingert. I think you said it was a four to
six page decument. I don't remember exactly what it
was, something that was four to six pages in length
and you called that an insert.

Is a four to six page piece of advertising
material an insert?

A You’'re earlier gquestion referred to
enclosures in our marketing plan and at that occasion
I sald enclosgures are inserts that we place intc other
companies’ shipments.

O Right. I remember that part of our
discussion, but much earlier in the cross-examination
that took place right at the very beginning you used
the term insert and you were referring to a four to

Heritage Reporting Corporation
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six page pilece of advertising material of Bookspan.
Do you ever use the term insert to describe things

that go into a solicitation envelope?

A No. We refer to thesge pleces that you have

as direct mail packages and theilr components.

Q Do individual components have specific
names?

A Yes, they do.

Q I showed you three different things. One

locked like a business reply card. What would you

call that?
A We call that the business reply caxd.
O Well, that's a surprise. Then I saw some

kind cof letter. What do you call that?

A We call that a letter.

Q What do you call the 32 page thing that
looked like I guessg the catalog?

A The catalog.

Q All right. Are those things enclosed in an
envelope?
A Yes. The malling piece that you showed me,

they come in an envelope.

0 Nevertheless you don’t call them enclosures?
A No, we do not.
O Are they inserted into an envelope?

Heritage Reporting Corporation
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A Operationalliy, vyes.

o But vou don’t call them inserrs?

A No, we don't.

9] Bookspan coined a specific name for its

strategic business partners materials and that name is
ingerz?

MR. VOLNER: Mr. Chairman, I'm going to
object to the question. The witness can be asked as
to the business plans with respect to third-party
materials, but the witness is neither responsible for
having drafted nor did he have any part of the
drafting of the negotiated service agreement or the
VMCS provision which these questions go to.

If Ms. Dreifuss ig unsatisfied with the
terminology she can deal with that directly, but not
through the witness.

CHAIRMAN OMAS: Continue, Ms. Dreifusg,

MS. DREIFUSS: Thank you, Mr. Chairman.

BY M3. DREIFUSS:

Q Mr. Epp, is the term insert used at RBookspan
to denote anything specific?

A The term insert is a very generic term that
is used. Yes.

Q When Bookspan uses it what doeé it mean by
insert?
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B There’'s different uses of the term insert,
We have the term third-party insert which is an
advertisement or a flyer for a third-party that is
being inserted into one of ocur envelopes. That would
be one use of the term ingert. The other term is when
we insert into other companies’ shipments or mailings.
That'’s a piece that we also call insert as it is being
prepared.

When we prepare a direct mail piece that vou
showed me we do not refer to any of those pieces as
inserts. It’'s a direct mail piece. It is being
developed by cne creative staff and one job so to say
because you have to make sure that the envelope
matches what prospects see once they open the
envelope.

Q Actually, your explanation is very helpful
because it reminded me of how you used insert when we
first started the cross-examination. I think you did
use insert to refer to advertising material of
Bookspan's that was included in another company’s mail
piece, and in that instance you mentioned that
sometimes the Bookspan insert may be several pages in
length. Isg that correct?

A Yes. That'’'sg correct,

o] About how many pages do those inserts tend

Heritage Reporting Corporation
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to run?

A They're mostly driven by the weight
limitations that the other party has.

Q So if ancther party has an ounce or an cunce
and a half to spare then the insert could run for
several pages I would imagine couldn’'t it?

A It's unlikely because mostly the weight
limitations are very small. That’s why most cases
it's a two page insert.

Q I noticed in Bookspan’'s promotional material
that I have here in this library reference, I asked my
secretary to weigh your promotional materials and I
find that some of these letters weigh 1.4 ounces, 1.6
ounces, here'’'s another one that’s 1.4 cunces. T won‘t
go through everything, but many of them weigh as
little as 1.4 ounces.

Here's one that’s 1.2 ounces. That would
allow quite a lot of weight to be added to this
promotion and still not exceed the weight restriction
on standard mail letters wouldn’t it?

A It would, but as T said earlier our goal is
not to include as many of those pieces as possible.
The goal of a direct mail campaign is to recruit new
members into the hook clubs. We use the combination
of materials that works best.
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In some clubs that 1s a relatively thin
catalog and maybe just a letter cor an crder card, in
other clubs it would reguire more pieces either
because the club has a deeper selection or because we
need to extend the offer better. Our goal is not to
include those as many third-party pieces as possible
because as I said earlier they tend to depress your
regponse rate.

O It’'s conceivable, though, that at some
future time you could include just a single insert
from a strategic business partner that might weigh an
ounce or one and a half ounces and run several pages
isn't it?

A It’s very unlikely because such a piece will
take away the attention of the focus of the prospect
from our bock clubs. Again, our geal is to recruit
members into our clubs. If you include a heavy
advertisement for somebody else in there then ag a
marketing perscon I probably would not achieve my
geoals.

Q Generally speaking how do you determine what
the other companies, the strategic business partners’
share of postage should be in cne of your promotions?

MR. VOLNER: Mr. Chairman, I will allow the
witness to answer, but I want to point out that she’s
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made an assumption that the arrangements are based on

a share of postage.

THE WITNESS: There is no share in the
postage.
BY MS5. DREIFUSS:
Q0 Well, what is the business arrangement --
A The arrangements typically in the insert

world are priced on the per thousand pieces inserted.

Q Is weight a factor in the price?

A Typically there is a weight limit. It’g
typically a quarter of an ounce.

Q If an insert were an ounce as opposed to a
quarter of an ounce would a strategic business partner
pray more than for simply a one guarter ounce insert?

A We would probably reject that piece. We
would reject it because it takes away from the
mailing.

Q If you allowed the piece -- well, let me ask
you this. All other things being pulled, does
Bookspan want to put geveral pages of catalog material
into the hands of a recipient as opposed to just a few
pages because there’s more advertising content in
several pages of material than just a few pages?

Would that generally be true?
A Generally we use the best package we can
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create. The best package can have more rages, can
have fewer pages again depending on the club. We look
at this in the termg of expected profitability.

Of course it costs more to produce a 32 page
catalog than to produce a 24 bage catalog, so if vyou
get a lift in response and an associated 1ift in
profitability that covers the cost of producing a 32
page catalog then we might go with that catalog, 1if 24
pages do and are more profitable we would go with that
one. That’s how we make our marketing decisions.

Q When Bookspan places inserts in other
companies’ mail pieces do you tend to pay more for a
8ix page insert than a two page ingert?

A Most companies that we place our inserts in
have limitations on weight. They tend to be somewhat
uniform, they also allow us to print in large enough
quantities to make the piece economical .

Q How large is your ingert program with other
companies? How many pieces do vou tend to send every
year in another company’s mail piecesg?

A I do not have that number ready.

0 Do you think it’s-

A Probably.

Q You mentioned as I say at the beginning of
oral crogsg-examination --
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MR. VOLNER: Refore you go on I'm not sure
that I understocod that last guestion. Were vou
talking about dollars or number of pieces?
MS. DREIFUSS: Yeou're right. Thank you for
the clarification.
BY MS. DREIFUSS:

0 I was talking about pieces, —

pieces. Did you understand my question to refer to
-of pieces?

A I understood it as pieces. Yes.

Q Okay. Thank you. So you were saying you
think it’'s at least —of piecesg that Bookspan
inserts in other companies’ mail pieces?

A Yes.

Q Again, at the beginning of qral Cross-
examination you mentioned that someti%is Bookspan will

include an insert of four to six pages in another

company’s mail piece. Does that sometimes occur?

A It ceould occur,
Q Do you have an idea how much sgix pages
weighs?

A I don’t.

Q Do you think it’'s about that quarter ounce
that you were talking about before or do vou think it
might be a little bit more?
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A It might be a little hit more. I mean, I
mentioned this earlier. These are examples of
inserts. The vast majority of our insert are probably
two-gided.

Q Sometimes you do mail six pages of material.
Is that correct?

A If the space allows. Yes. Meaning the

£ 8

¥

third-party sets the parameters.é%;t“s not us going to
a third-party and saying we want to mail this, it’s a
third-party setting out certain limitations and we
operate within those parameters.

Q In your experience would the companies that

% i

insert'éSOKSpan’s advertiségg material tend to charge
Bé%kspan more for sik pages of content than for just a
two-gided gingle sheet?

A Most companies have one rate per insert up
to the weight limit.

Q Do they sometimes have a second rate tier
for materials that exceed the weight limit?

A Very uncommon.

Q I also brought with me examples of inserts
that Bookspan apparently has been testing this vear.
I think you said it started in the summer of 2005.

There seem to be inserts of three different companies.

The first one is an O Have you seen
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rthat insert before?

A I believe I have.
Q Have vyou seen that one?
A I'm not sure. I don’'t see every insert that

goes into our pieces.
Q Ckay. I alsc see here this is an—
I think. Have you seen that one?

A I do not recall seeing that.

Q Then I’'ve got several here from-
Have you heard of the company—

A Yeg, I have.

0 Do you know what they sell?
A Cosmetic products.
Q Right. That's the way it appears in these

inserts. Then I‘ve got some more inserts here from a

company called—. Do you know what

sells?

)y I think I do. Yes.

Q What do they gell?

A Vitaming?

Q I'm not sure wmyself. It seems to be a gkin
care product. Maybe it’s vitamins. It’s very tiny,

80 I'm having trouble reading it.
MR. VOLNER: Mr. Chairman, as counsel to the
company in questicn I will assure you it’'s a skin
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product i1f it matters.

MS. DREIFUSS: Okay.

CHAIRMAN OMAS: Thank yvou for that, Mr.
Volner.

MS. DREIFUSS: Actually, my days of needing
it I think are long gone. I'm out of the acne product
phase of my life.

BY MS. DREIFUSS:

Q Does an

have any obvious relationship to a book club?

A We have relationships with those companies
that extend far beyond the insertion into a new member
piece. For example some of those companies have
rented our mailing lists for many vears and as such we
consider them partners.,

Q I see, but in terms of the precduct being
gold at least it’'s not obvious to me a vacuum cleaner
doesn’t really seem to have anything to do with a book
club. 1Is that a fairly accurate reaction on my part
do vou think?

A It might not seem like this on the surface,
but again we have relationships with those companies
and they have used our mailing lists for years, so
clearly they find the universe to be responsive
otherwise they would not be spending their advertising
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dollars in going into the ghipment.
Q Boockspan’s plans to establish a more --
well, let me ask you first does Bockspan plan to
establish a more gignificant strategic business
partner insertion program based on the test vyou

conducted this year?

A It will depend on the results of the test.
Q Have you gotten the results vet?

A We have some.

Q Where are they pushing Bookspan? Are they

pushing them toward continuing with the program or
dropping 1it?

A Some of the test results seem to indicate
that we took a hit in response rate that was not
compensated by those pieces and we have some tests
where 1t seems to come ocut even, meaning the
additional revenue compensated for the drop in
response rate,

) If further tests indicate that it’'s a
successful program, that is overall it’s profitable,
do you think Bockspan would tend to do more of it in
future years?

A I think what we will continue to do is
testing it because consumer respconse and consumer
acceptance of those pileces might change over time and
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the results show that it does change by club.

o Higher profitability when you use inserts
would I assume cause Bookspan to tend to continue with
a program. Am I correct in that assumption?

MR. VOLNER: There’s an assumption in the
guestion beyond the assumption which ig the word
profitability. If the witness understands the
question I certainly will allow him to answer it.
Profitability of the insert program is the way I
understand the question. Is that correct?

MS. DREIFUSS: That is correct.

THE WITNESS: We look at the profitability
of the campaign and that’'s the important thing. If
the campaign projects profitably and would outperform
a test without the Iinserts then there's a chance that
it would be retested and potentially applied to future
mailings.

MS. DREIFUSS: I have no further gquestions,
Mr. Chairman.

I thank you very much, Mr. Epp.

CHAIRMAN CMAS: Thank vou, Ms. Dreifuss.

Iz there anyone elge who wighes to cross-
examine the witnesa?

(No response.)

CHAIRMAN OMAS: Are there any guestions from
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the bench?

COMMISSIONER TISDALE: I have one guestion.
You provided some volume estimates regarding
Bookspan's expected responses to both the proposed
rate case and the discount structure proposed in the
NSA. Can you explain why Bookspan would seem to be
more sensitive to the price changes from the NSA than
to the price changes that are a consequence of the
rate case?

THE WITNESS: The projections that we put
forward for the existence of the NSA are a threshold
for us which means this is no automatic thing. When a
rate increase happens that’'s a hard factor that we can
incorporate into our budgeting process. The existence
of an NSA since it provides discounts only after a
certain threshold is for us a goal that we will try to
achieve.

There’s no automatic mechanism. That means
just simply because it is in effect will our volume go
up to the levels that we have projected. Tt will
require a shifting of marketing resourcesg and it will
require us to work hard to come up with ways to
achieve that volume.

COCMMISSIONER TISDALE: I'm not sure I really
understand. From what I saw in your responges to POIR
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No. 1 you were expecting about a two and a half
percent decrease in letter size volume with the rate
increase for the first year of the test vear. Is that
right?

THE WITNESS: I just want to make sure that
I'm looking at the right information that vyou're
referring to. That’s POIR No. 17?

COMMISSIONER TISDALE: Yes.

THE WITNESS: I'm sorry. I'm not sure I
still remember your gquestion. If you wouldn’t mind
repeating that?

COMMISSIONER TISDALE: It looks like your
projection with regard to the rate increase would be
about a 2.5 percent decrease in letter size volume.

THE WITNESS: Well, it weuld result into the
numbers that I have here. I'm not sure if that’s 2.5
percent, but it’s the numbers as I submitted them.

COMMISSIONER TISDALE: Ckay, but alsc for
that same year in response to the expected NSA
discount which would be about 10 percent vou expect an
increase in letter volume of nearly 13 percent.

That’'s even excluding the ones that would be shifted

from flats to letters. That appears to be a much more

sensitive reaction to the NSA discount than to the

rate increase or the projected rate increage. §
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I was just wondering why there seems to be
that type of difference between the reaction of
Bookspan to the NSA disccount as opposed to the rate
increase?

THE WITNESS: That’'s why I was referring to
my earlier answer. This is not an automatic increase
in mail volume. If the NSA were in existence we would
have to review our mailing pregram and make sure that
we increase the mailing volume. This will not come
alone from some of the postal savings.

There are other things we weculd have to do
in testing, into converting flats to letters and
seeing how we can shift money from other channels in
order to achieve those goals. That’'s what I said
earlier. It’s not simply because of the existence of
an NSA the mail volume will just appear.

COMMISSIONER TISDALE: Okay. Thank you.

CHAIRMAN OMAS: Mr. Hammond?

VICE CHAIRMAN HAMMOND: No.

CHAIRMAN OMAS: OCkay. 1is there anyone elge?

{(No reaponse.)

CHATIRMAN OMAS: Mr. Volner, that brings us
to you, and would you like to redirect or you need
scme time with your witnesg?

MR. VOLNER: I would like a few minutes with
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the witness, Mr. Chairman, if that’s all right with
YOU?

CHAIRMAN OMAS: Time? How much? How many
minutes?

MR. VOLNER: Seven minutes?

CHAIRMAN CMAS: All right. Why don't we
make it 10.

MR. VOLNER: Thanks.

CHAIRMAN OMAS: Thank you.

MR. VOLNER: Thank you, Mr. Chairman.

CHATRMAN OMAS: We’ll come back in 10
minutes. Thank you.

(Whereupon, a short recess was taken.)

CHAIEMAN OMAS: Mr. Volner?

MR. VOLNER: Thank you, Mr. Chairman. We do
have a few questions on redirect.

REDIRECT EXAMINATICN

BY MR. VOLNER:

Q I want to start first with yvou answered a
number of questions including some questions by
Commissioner Hammond about the volume projections and
the budget. I want to make sure that we understand
the way the budget is built. First in terms of time
when you began the 2006 budget that would have been in
May of 2005. Is that correct?
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A Yes. That's correct.

Q You assumed a rate increase of approximately
5.4 percent in developing the 2006 pudget then?

A That's correct.

Q Now, was that simply an arbitrary assumption
or were you supplied with some information that led
you to that assumption?

A When we started the budgeting seascn the
media department that I'm responsible for reaches out
to different departments within Bookspan such as the
beok production department, the editorial department,
the printing department to get estimates for paper
prices, book prices, postage ratesg, rovalty rates for
the bocks that we ship out, et cetera.

All those assumptions flow into the
budgeting process.

Q Perfect. Now, the budget itself when you
develop it and bring it te closure I think vyou said in
October of each year does the budget contain a
specific count of a number of pieces generally that
you're going to use for direct mail for marketing to
new customers, new members?

A No. The key metrics that we budget for are
the new members recruited into ocur bock clubs and the
money necessgary to acgulire them.
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O So that it’'s across all of the media?

A That's acrosgss all media, and that’s hHow we
roll up the different media channels. We look at the
membeyr intake as we call it, these are the members
recruited, and the advertising dollars gpent in order
to get that intake.

Q So that as the year unfolds you don’t do a
specific count well, so far this vear we’ve maj_led-
S :-ccs and our budget is S o & o
RS-

A No. That is not a match rate that we manage
against. We managed against the spending and the
members recruited.

Q So that in developing the volume Fforecasts
that are in your testimony and are in POIR No. 1 vou
made some sort of a judgment about what sort of
volumes are likely to be produced out of the budget?

A That's correct. We took our budgeted
numbers in spending and intake and tried to derive a
number of mail pieces from that.

0 Of course you were aware of what you had
done historically?

A Yes.

o Now, vou said in respconse to a question that
what the NSA does for you is it gives You an incentive
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to mail more and I think you said it was a reach or
that you were going to have to increase testing to
achieve the incentive. I want to make sure T
understand what you mean by incentive.

Will it mean adding new internal lists to
the portfolio? You said at one point that vyou do
approximately-campaigns or mailing campaigns a
year. Will there be more mailing campaigns?

A . What it will do is it will make certain
lists that currently are not profitable appear --
well, they will now project profitable. This can mean
then that certain lists are being added to campaigns
or that full campaigns will be added to the schedule.

Q Does it also mean potentially that vou will
mail deeper into an existing list because lists are
not unifermally profitable I assume?

A Well, we make our decision on a list basis
so what could happen is that a list that did not make
the cut-off in the no NSA scenario would now be
eligible to be included in the campalgn because it
projects to be profitable.

Q Now, one other line in this budgeting area.
I think we've established now that your baseline
budget which was in preparation before this case was
filed assumed no NSA and a 5.4 or gomething in that
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order of magnitude rate increase.

You were asked and declined guite properly
in my judgment to try to guantify an assumption of no
rate increase plus the NSA and vou said that would
take weeks if not more to rebuild the whole budget.
Is that because of the fact that you’ re now moving
that much further away from your baseline budget that
you were working from to begin with?

A Yes. It’s one thing on the baseline to take
the baseline and make an estimate if one variable
changes, but that scenario is very hypothetical
because you would now be changing two of the
assumptions that went into the budgeting process.

Q One other matter and I think we’re done.
There was an extended conversation about inserts and
there may or may not have been some discussion about
pleces that you put in with some other mailer’'s mail
piece, that you had essentially rented space in their
mail piece. You indicated that those pieces might be
as much as four to six pages in some cases.

Would it differ depending upon what sort of
a mail piece you were renting space? T mean, 1if
you're putting a piece into a Cosmetique box yvou might
have a greater tolerance than if vou were putting a
piece into a Valpak letter piece? Is that likely to
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be one of the criteria that comes into play?

A Yes. They are different insert programs.
Some are parcel insert programs if you want and cthers
are envelcope insert programs.

Q The maximum permitted weight is going to
depend upon the type of the insert program in which
you're putting your piege?

A That’s correct.

MR. VOLNER: I have no further questions,
Mr. Chairman.

CHAIRMAN OMAS: Thank you, Mr. Volner.

Is there anyone elsge who wishes to cross-
examine the witness?

Ms. Dreifussg?

M8. DREIFUSS: Mr. Chairman, T do have two
gquestions on re-cross based on the redirect.

RE-CROSS-EXAMINATION

BY M5. DREIFUSS:

Q Mr. Epp, one of the reagons you are
reluctant to provide the presiding officer as per the
Pregiding Officer’'s Information Request No. 1 volume
egtimates based on an assumption of no rate hike, but
having an NSA is that you feel that they are
judgmental. Is that your main concern about that?
It's tooc judgmental an exercige?
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F:y No. The main concern is that we prepared as
part cf our budgeting process a baseline which assumed
that there would be a rate increase, but nc NSA.
Taking that rate increase out of the eguation and at
the same time putting into the equation the existence
of an NSA would mean that I would have to change two
of the variables in trying to estimate the mail
volume,

That is significantly mcre hypothetical if
you want if you just were to change one of the
variableg,

Q In your testimony you did provide Very
specific volume estimates for the yvears Z007 and 2008.
What was your assumption about whether rhere would be
any rate increases during that period of time or not?

A As I said in my testimony the forecast
includes a projected rate increase in 2006 and also
includes a further postage increase in 2007.

0 You assumed that there would be another rate
increase in 2007 on top of the 5.4 percent going into
affect in 20067

A Yes. That’s what I szaid in the testimony.

QO How large a rate increase did you assume
we'd be facing in 20077

A We did not have precise information, so we
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agsumed a rate increase.

Q Well, you must have had some number that you
were using. I mean, was it five percent, was it 10
percent? There must have been some number that went
into that assumption.

MR. VOLNER: Mr. Chairman, I'm going to
obiect to the guestion. We're engaging in guesswork.
He’'s answered the gquestion. They did not have a
number and that is the answer.

CHAIRMAN OMAS: Please continue, Msg.

Dreifuss,
MS. DREIFUSS: Thank yvou, Mr. Chairman.
BY MS. DREIFUSS:
Q I still puzzled by that. We see real

figures on a piece of paper and I assume those figures
are different based on the assumption. Could you just
state in words what yvour assumption was concerning a
rate increase for 20077 What did you assume?

A The zet of numbers that you see here are the
regult of two different exerciseg. The 2006 numbers
came out of our budgeting process which invelved many
people over many months. The following numbers for
2007 and 2008 are cur best estimate that we had at
that time. 8o we assumed an increase in postal rates
for 20067.
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We did neot guantify this to a certain number
with the number of decimals behind that.

Q Sc there was no limit in how large the rate
increase might be? It was some kind of increase, but
no assumption at all about size, whether it was 100
percent, 50 percent, 10 percent? No assumption about
that?

A I'm not sure 100 percent rate rise would be
realistic. We probably assumed a similar increase in
postal increases for that vyear.

o So you're able to use your judgment to
produce a volume estimate for 2007 based on a new
postage figure that results from an omnibus rate
increase. Are you not able to do that? In fact isn’t
that what you did in your tegtimony?

A Well, what we do here in preparing those
egtimates 1s that I ask different departments within
Bookspan what their best egtimate is of certain
changes in postal rates as we prepare those estimates
and those are the things that wcould flow into those
estimates.

Q So for 2007 you develop a letter estimate of
75 millicon pieces based on your discussions with other
departments. Is that correct? Is that what vou just
told me?

Heritage Reporting Cocrporation
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A Yes.

Q Your estimate for 2008 was based on your
discussion with other departments. Is that correct?

A Yes.

Q What did you assume about any rate increase

for 20087 Did you assume that there would be one or
there would not?

A No. We did not assume.

Q You didn’t make an assumption or you assumed
there would be no rate increase?

CHAIRMAN OMAS: Would you please move on?
This is sufficiently belabored.

MS. DREIFUSS: Yes, Mr. Chairman. T will.

BY MS. DREIFUSS:

Q Mr. Volner asked you if an NSA would allow
you to mail deeper into an existing mail list and I
think you said that it would. I that correct?

A The way a mailing list is defined is a list
of prospects for similar criteria. You can not
necessarily mail deeper into a ligt because the way a
direct mail campaign is planned is you plan it list by
list. What I did say is that certain lists that did
not meet the threshold regquirement before might now
meet the threshold requirement.

Q Would vou expect that one of the key
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differences between a list that would be more likely
to be chosen for a campaign as cpposed to one that was
less likely to be chosen was the expected response
rate of the two different lists?

A It’s the expected possibility that would
make that the criteria that we measure against.

Q Different response rates would be an
important, a key factor in assessing profitability of

two different lists wouldn’'t it?

A Respongse rate is one factor, one of many.
Q Is it an important one?
A It’s impcrtant.

MS. DREIFUSS: I have no further guestions,
Mr. Chairman.

CHAIRMAN OMAS: Thank you.

MR. VOLNER: We have no further questions,
Mr. Chairman.

CHAIRMAN OMAS: Thank you.

Mr. Epp, that completes your testimony here
today, and we appreciate your appearance and vyour
contribution to our record. Again, we thank you and
You are now excused, but before we adjourn just for
the record and clarification I would like to make the
statement again that Witness Posch's testimony and
designated cross-examination has been entered into
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evidence.

With that this concludes todav's hearing.
Thig hearing is adjocurned. Thank vyou.

(Witness excused.)

(Whereupon, at 11:36 a.m., the hearing in
the above-entitled matter was concluded.)
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