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UNITED STATES OF AMERICA

POSTAL RATE COMMISSION

WASHINGTON, D.C. 20268-0001

Postal Rate and Fee Changes
Docket No. R2006-1

PRESIDING OFFICER’S INFORMATION REQUEST NO. 12
(August 24, 2006)

The United States Postal Service is requested to provide the information described below to assist in developing a record for the consideration of the Postal Service’s request for changes in rates and fees.  In order to facilitate inclusion of the required material in the evidentiary record, the Postal Service is to have a witness attest to the accuracy of the answers and be prepared to explain to the extent necessary the basis for the answers at our hearing.  The answers are to be provided by September 7, 2006.
1. Please verify that witness Mitchum is incorrectly referring to MC2002-3 (Experimental Periodicals Co-Palletization Dropship Discounts) rather than MC2002-1 (Classification and Fees for Confirm).   USPS-T-40 at 19.

2. Under the proposed changes to Confirm, two fees exist:  (1) the fee per block of one million units, and (2) the fee per scan, which is dependant on the class of the mailpiece scanned (one unit per First-Class Mail scan, and five units for all other classes of mail).  In the proposed Fee Schedule 991, the fee per scan is inconspicuously located in the Schedule Notes.  Please provide a fee schedule where both the block and scan fees are prominently located in the main body.
3. Please confirm that seeking authorization and subscribing are two separate acts (one must be authorized and then subscribe to the service, rather than becoming a subscriber upon authorization without having paid the subscription fee).  Assuming that the above is true, does the following underscored DMCS language better capture that they are separate acts?
991.31  Mailers may subscribe to Confirm after [Mailers become Confirm subscribers by] applying to and being authorized by the Postal Service.  Authorization requires that a customer demonstrate the capabilities of producing mailpieces with Confirm-compatible barcodes as specified by the Postal Service.
4. For the following questions, please refer to Table 4 of Mitchum’s testimony (USPS-T-40 at 18), and the proposed Fee Schedule 991 for Confirm.
a. In the proposed Fee Schedule 991, would changing the heading First ID Code (Annual) to Annual Subscriber Fee be more accurate since the $5,000 is for a subscription to the service and includes one million units as well as the first ID code?  USPS Request, Attachment A at 81.  See also USPS-T-40 at 17:  “. . . annual user fee of $5000, which includes one million units.”
b. Would changing the heading Blocks of One Million Units to Additional Blocks of One Million Units:  (1) clarify that the block of units included with a subscription is not the 1st block of the 1st -9th block threshold that must be met for a price reduction, and (2) bring the heading into conformity with the heading Additional ID Codes?

5. The following table presents three hypothetical users of Confirm service with Gold subscriptions.  In order to calculate the rates paid under the current and proposed fee schedule, it is assumed that the volume of units purchased by each user are applied to the same (average) distribution of First-Class Mail and other mail classes.
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Proposed Confirm Fee Schedule

Additional

Revenue (Proposed Rates)
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$17.50 Blocks

Total

(6)

(7)

(8)

(9)

(10)

(11)

(12)

User 1
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Note: The total units listed in columns (4) and (6) is the number necessary under the 

         proposal to obtain the number of scans in column (3), as distributed in columns (1) and (2).


a.
Please confirm that, under the proposed fee schedule, the potential for arbitrage exists.  For example, an entity could purchase 294,000,000 units for a total price of $12,193 and sell 98,000,000 to each of users 1-3 for a price as low as $6,065 (($12,193 ÷ 3) + $2,000 additional annual ID = $6,065), thereby undercutting the price of $8,710 that the Postal Service would charge.  Note that this example assumes the reseller is not itself a user of Confirm.  If the reseller purchases additional scans for its own use, the potential for arbitrage increases.
b.
Please discuss how the potential for arbitrage by resellers of Confirm services (as demonstrated in part a. above) entered into the analysis underlying the rationale for assuming that high-volume and low-volume users would respond to the proposal with equal percentage reductions in scans.

c.
Please discuss whether the risk of arbitrage is greater under the existing or the proposed fee schedule.

6. The following questions seek an understanding of the relationship between the proposed increase in fees for Confirm services and the forecast change in volume of Confirm scans.  For each subpart, please show all necessary calculations.
a. Please provide the proposed average percentage rate increase for Confirm, including the annual subscription fee and the cost of additional blocks.  Also provide the average percentage rate increases for volumes currently in the Silver, Gold and Platinum subscription levels separately.  Please indicate the basis on which the average percentage increases are calculated (e.g., average revenue per scan, average revenue per user, or some other basis).
b. Please explain why the Silver, Gold and Platinum subscribers will all respond the same to the average percentage rate increases provided in response to part a. above.
c. In response to the proposed increase, a 10 percent decrease in scans for each customer is forecast.  Please explain the relationship between the size of the proposed rate increase and the resulting reduction in scans purchased.  For example, would an increase twice as large as the proposal lead to a 20 percent reduction in scans for each customer, and would an increase half as large as the proposal lead to a 5 percent reduction in scans for each customer?  If not, please provide the TYAR volume of scans for an increase twice as large as the proposal and an increase half as large as the proposal.
7. Under the proposal for Confirm fees, users who purchase scans for mail other than First-Class Mail will pay significantly more in fees than users who purchase a like number of scans for First-Class Mail.  Please explain how this fact entered into the analysis underlying the rationale for assuming that all users, regardless of the class of mail scanned, would respond to the proposal with equal percentage reductions in scans.  If this was not taken into consideration, please explain why not.

8. In Docket No. R2001-1, the PRC issued Notice of Inquiry No. 1 Concerning Proposed DMCS Changes on February 1, 2002.  The NOI sought comments on reorganizing the DMCS special services sections because the organization of and information in those sections are inconsistent.  On February 13, 2002, the Postal Service submitted its Notice of the United States Postal Service Withdrawing Proposals and Submitting Revised Stipulation and Agreement, stating on page 3, “ . . .  we believe that [the PRC’s] proposals, as well as the Postal Service’s views,  raise significant issues that should be explored in a constructive dialogue in a future case, either before or during the next omnibus rate case.”   Four years have passed without a response from the Postal Service regarding the issues broached in the NOI.  Are there valid reasons for not reorganizing the DMCS special services sections as proposed in the NOI?
9. Why is insurance bought in conjunction with Return Receipt for Merchandise being limited to $200.00 or less when it appears no limit existed previously?  USPS-T-40 at 24.  Please provide DMCS language to reflect this new limit.
10. Mitchum’s testimony indicates that the proposed fee changes for Insurance will not impact competitors because “the competitors offer insurance with different characteristics.”  USPS-T-40 at 28-29.  What characteristics differentiate the insurance that competitors offer from the Postal Service’s insurance?
11. Mitchum’s testimony proposes that Return Receipt and Restricted Delivery would be available only for items insured for more than $200.00.  USPS-T-40 at 24.  Are there any objections to changing the $50.00 to $200.00 in Domestic Mail Classification Schedule §§ 943.251 b. and c., 945.121 c., 946.21 c., and 951.51 c. and d.?
12. Please refer to USPS-LR-L-124, sheet “WP-2 Address Correction.”  In the volume projections for First-Class Address Corrections, witness Mitchum uses the volumes from First-Class Mail Automated Presort, First-Class Mail Nonautomated Presort, Automated Presort Cards, and Nonautomated Presort Cards.  Unlike in R2005-1, First-Class single-piece letters and parcels, Stamped Cards, and single-piece Cards volumes are not used for the projections.  However, Mitchum distributes Address Correction fees to First-Class single-piece letters and parcels, Stamped Cards, and single-piece Cards, as shown in USPS-LR-L-123, sheet “Fee Summary TYAR.”
a. Is Address Correction Service purchased with First-Class single-piece letters and parcels, Stamped Cards, and/or single-piece Cards?  
b. If so, please explain why USPS-LR-L-124 excludes the above-listed categories of First-Class Mail in its calculations.  If not, please explain why Address Correction fees are distributed to First-Class single-piece letters and parcels, Stamped Cards, and single-piece Cards.
13. Please explain the discrepancies between the proposed language for DMCS § 353 found in Mitchum’s testimony, USPS-T-40 at 48-49, and the USPS Request, Attachment B at 19-20.

14. Currently, language in the business reply mail section in the DMCS is inconsistent.  Section 931.11 and Fee Schedule 931 refer to permits and permit holders, while §§ 931.5 through 931.55 refer to licenses.  Could the DMCS be clarified by replacing “license” with “permit” in §§ 931.5 through 931.55?  

15. DMCS Collection on Delivery § 944.34 states that “[t]he mailer may receive a notice of nondelivery if the piece mailed is endorsed appropriately.”  Due to the placement of § 944.34 under Included Services (with COD) and the section’s language, § 944.34 might be interpreted as providing a notice of nondelivery at no cost to the mailer; however, a notice of nondelivery costs $3.45 under proposed Fee Schedule 944.  Would moving the language from Included Services (§ 944.34) to Other Services (which would require creating a new section — § 944.52) and adding language, as emphasized below, clarify that a fee is collected for a notice of nondelivery?

944.52  The mailer may receive a notice of nondelivery if the piece mailed is endorsed properly and the appropriate fee as set forth in Fee Schedule 944 is paid.

George Omas
Presiding Officer

�  See Response of Postal Service Witness Mitchum to Interrogatories of the Office of the Consumer Advocate, July 24, 2006, OCA/USPS-T40-54(b) (indicating that 55 percent of the scans would be on First-Class Mail and the remaining 45 percent on other classes).





