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My name is Nick Cavnar, and | am appearing on behalf of American Business
Media. American Business Media members publish approximately 1,800 business-to-
business and professional periodicals and pay approximately $350,000,000 in postage
per year to do so. Most publishing members also operate websites associated with
their publications, and many publish newsletters, operate trade shows and offer data
products and services.

| have worked in magazine publishing for more than 30 years, starting in 1973 as
an editor for a small non-profit periodical in Ann Arbor, MI. Since 1986, my career has
focused on circulation management for business magazines, and | am currently Vice
President of Circulation for Hanley Wood, LLC, of Washington, DC. My circulation
career has included jobs with some of the largest business-to-business publishers in the
country, including Crain Communications, International Thomson, Cahners Publishing
(now Reed Business Media), Primedia Business Media, and now Hanley Wood. In

these positions, | have worked closely with about 180 magazines, ranging from a
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weekly consumer publication with 200,000 subscribers to highly-targeted business
magazines serving fewer than 15,000.

My area of expertise is circulation development and business strategy, and | do
not pretend to be a specialist in distribution. However, | have been actively involved in
postal issues for a number of years, serving on the American Business Media
Government Affairs and Postal Committees since 1996, and serving on the USPS
Mailers Technical Advisory Committee for two years from 1998 to 2000.

| testified for American Business Media in Docket No C2004-1, the Time Warner,
et al., complaint case, which | will refer to simply as the Time Warner complaint.

The purpose of this testimony is to present the views of American Business
Media on the new rate design for Periodicals proposed by the Postal Service in this
case. Itis not an easy task. The general reaction can perhaps best be described as
schizophrenic. On the one hand, American Business Media recognizes that some
changes in the existing rate design to provide both incentives and rewards for
worksharing by Periodicals mailers are inevitable and, in fact, in many respects
desirable. For this reason, American Business Media has for years been encouraging
its members to move out of sacks by co-mailing and co-palletizing, whenever possible,
as was brought out in the Time Warner complaint case. It has done so at meetings, in
communications with members and through, most recently, the impending release of a
DVD portraying the benefits of moving out of sacks.

Although | have no first-hand knowledge about the extent to which these efforts
and the present rate (and other) incentives to palletize, co-palletize or co-mail have

been successful, | do know from American Business Media Postal Committee
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discussions and from general knowledge that the level of co-palletizing and co-mailing
by American Business Media members has been increasing, probably substantially, in
the past couple of years. American Business Media has begun to collect data on the
level of such activities by members, and thus far, based on a return that may at this
point be too small to be statistically significant, | can report that the efforts of ABM and,
more so, our members and the printers that they deal with appear to be making
substantial headway.

We do not yet have enough data to present in any formal way, but the results are
nevertheless encouraging. As of yesterday, September 5", our attorney has received
information on 127 publications from 8 publishers. The circulations run from fewer than
2,000 in several cases to about 200,000 in two cases. Of those 127, only 13 are mailed
primarily in sacks. Of the 13, the publishers report that 6 do not have enough weight
and/or circulation to be co-palletized or co-mailed by the printer, 4 are weeklies that
must be air freighted to obtain the delivery times needed, 2 are very small circulation
(2,900 and 1,500) that may in fact be co-palletized or co-mailed soon, and 1 is a 53,000
circulation weekly with 6 editions in 12 states that is printed and mailed (in sacks) by the
publisher to obtain prompt delivery.

Although my conclusions from this information must be as preliminary as the
information itself, | am not surprised with the extent to which ABM member publications
have been able to move to pallets on the basis of the incentives for doing so that
already exist. Nor am | surprised that, in some cases, they have been stymied despite
a desire to do so either because of very small circulation or the need (in the case of

weeklies) to move out of the printing plant very rapidly, sometimes onto an airplane. As



10
11
12
13
14
15
16
17
18
19
20
21

22

| stated earlier, ABM believes that it is necessary to protect these publications as rate
design evolves.

On the other hand, American Business Media is distressed over the continuing,
above-inflation Periodicals postage rate increases. ABM is sensitive to the needs of all
of its members, including those that publish Periodicals for which co-mailing and co-
palletizing are not a viable option, and for which the Postal Service has failed to provide
an alternative to sacks. It may be that, on average, the Periodicals class would fare
better with rate design changes of the kind proposed by the Postal Service, or even
changes in design and level that are more severe, but from American Business Media’s
perspective, that situation does not end the inquiry. The Periodicals class is a diverse
class that benefits from preferred rates in part because of that diversity, and one must
tread lightly and analyze impact fully before implementing rates that would jeopardize a
large or even a relatively small segment of the Periodicals class in the name of
“‘efficiency.”

Originally, it was not clear that the Postal Service did so, based upon the direct
testimony and cross-examination of its witness Tang. Her direct testimony does not
present the results of any impact study, and during both written and oral cross-
examination she stressed that even the several examples of Periodicals rate impacts
distributed by the Postal Service at the time it made its filing were purely hypothetical.
Tr. 1627-28, 1630).

Later (Tr. 1810), however, the witness confirmed that she had in fact examined

the impact on the same group of publications that she had studied in the Time Warner
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complaint case. Chairman Omas asked the witness to provide her study, and she did
SO.

That subsequent filing cleared up another matter left unresolved during cross-
examination of witness Tang. Counsel for American Business Media tried to determine
whether (1) the Postal Service might have proposed even more substantial rate design
changes were it not constrained by the impact of such changes on a segment of the
Periodicals class or whether, alternatively, (2) it has proposed all of the changes it
believes appropriate, and can do so because the resulting impacts fall within an
acceptable range. Tr. 1812-16. The transcript does not provide a clear answer.

The August 17" filing, however, does provide the clear answer. It states (at page
3) that “efforts to increase the incentives resulted in adverse postage impacts
comparable to those resulting from the Time-Warner proposal.” It is thus apparent that
the Postal Service believed itself constrained by impact and that, but for the severe
impact that would have resulted from more aggressive changes, it would have proposed
such changes.

American Business Media applauds the Postal Service for taking this approach.
Without necessarily agreeing in all respects with the rate design proposed, American
Business Media shares the view that all segments of the Periodicals class are important
and that rate design changes must be implemented only after full consideration of their
impact and not with an eye only on “efficiency.” The Periodicals class is about more
than efficiency. | recognize that a move toward rates that are purely cost based would
lower rates for highly workshared publications, but it does not necessarily follow that in

any real sense a rate design that reflects impact as well as efficiency requires these
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publications to subsidize those that benefit from a more balanced approach. It could be,
instead, that the low cost coverage for Periodicals provides the ability to protect small-
circulation publications. Although | have not tested this hypothesis at the presently-
effective rates, it is certainly still likely that, as shown in the Time Warner complaint case

(Tr. 106-08 in that docket), publications such as Time and People would pay far more at

Standard mail rates than they do at Periodicals rates.

One concept thus far missing from the dialogue on impact is the cents-per-copy
impact, as opposed to the percentage impact. Certainly percentage impact should
continue to play an important role in assessing postage rates, but not to the total
exclusion of cents per copy. After all, dollars count. | note in this connection the price
increase impact information released by the Postal Service in May, along with its filing.
As shown at Tr. 1627-30, the “news weekly” paying 17.9 cents per copy (which is very
close to the 17.67 cents per piece postage for Time in the complaint docket, Tr. 1789
there) will see an increase of 11.7% from the rates proposed here, which amounts to
2.1 cents per copy. By contrast, the 8-ounce, 5-digit presort, sacked publication, which
is a lot like many ABM-member publications, would see a 14% increase in its present
33.4 cents per copy, but of 4.7 cents per copy, more than twice the increase for the
news weekly.

| turn again to data produced in the complaint case to show that these
“hypothetical” results are not atypical. There American Business Media witness

McGarvy (Tr. 1785) contrasted the per-copy postage costs of Entertainment Week

(17.2 cents), People (19.12 cents), Sports lllustrated (18.73 cents) and Time (17.67

cents) with the postage costs of Ad Age’s Creativity, a periodical of similar weight and
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editorial content with circulation of 31,000 and palletized to the extent it can be (30.14
cents). | recognize that all of these costs were increased by roughly 5.8% in January. |

have been advised by Crain Communications that Ad Age’s Creativity currently pays

36.6 cents per copy and that under the proposed rates it would pay 41.4 cents, an
increase of 13.08% or 4.8 cents. This increase measured in absolute terms is more
than twice as large as the “news weekly” increase estimated by the Postal Service in
this case.

Finally, I note that my suggestion that one should not restrict impact analysis to
percentages is shared by the Postal Service. During cross-examination by counsel for
the Parcel Shippers Association, Postal Service witness Keifer was asked about
percentage constraints on rate increases. He responded (Tr. 1118):

As | said earlier, when you look at impacts you have to look at not just a

percentage increase or not just an absolute increase, you have to look at

both of them together. That's always the way we look at it.

It is with this two-pronged approach that ABM examined the data provided by
witness Tang in response to the Chairman’s request, but re-arranged the data and
excluded some in order to present what we consider a more useful document, at least
from ABM'’s perspective. | am attaching as Exhibit NC-1 a three-page spreadsheet.

The first page displays the effect of the proposed increase on the “large”
publications in witness Tang'’s study that have “high” density and average pieces per
sack of at least 30 and an editorial component of 60% or less. We have chosen the
“high density” limitation to allow consideration only of the more typical large-volume

publications that drop ship, although this approach also would probably include local
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publications such as city magazines. We have eliminated high-editorial content
publications in order to include the most typical billing determinants for consumer and
business publications. The sack size constraint is to reflect some estimate of the impact
of the 24-piece minimum rule that the Postal Service imposed this year but that is not
reflected in the Tang data. On this and subsequent pages, we have also added a
column displaying the cents-per-piece postage change.

The second page includes “medium” size publications with low density, which
reflects our attempt to portray the results for publications that do not (and perhaps
cannot) co-mail or co-palletize. The same sack and editorial content constraints were
imposed. The third page includes “small,” low density publications, again to reflect the
impact on non-co-palletized/co-mailed publications, with the same sack size and
editorial content limits.

The results, based upon the (unweighted) averages shown in the exhibit, reveal
the much harsher impact of the proposed rates on small and medium size publications
that are not drop shipped than on high density, large publications. For the large
publications (page 1), the average percentage increase is 10.26%, and the average
absolute increase is 2.8 cents per copy. For the medium publications, the average
percentage increase is 13.27%, and the average absolute increase is 5.2 cents per
copy. For the small publications, the average percentage increase is 14.45%, and the
average absolute increase is 6.4 cents per copy.

To show that the application of a high or low density constraint and the editorial
limitation did not have a material effect on these results, | am attaching as Exhibit NC-2

a similar table, but this time using the “raw” Tang data, except for the continuing
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application of the 30-piece average sack minimum. The additions to her data are a new
column showing the postage change in cents per copy and the calculated, unweighted
averages separately for the large, medium and small groups. As shown on the exhibit,
the proposed changes in the Periodicals rates will increase costs for the “large” group
by 11.18%, or 2.8 cents per piece, the “medium” group by 13.17%, or 4.3 cents per
piece, and the “small” group by 14.98%, or 4.8 cents per piece. As with the data on
Exhibit NC-1, the increases for the medium and small publications on both a percentage
and per-piece basis are much larger for the medium and small groups than for the large
group. Exhibit NC-2 also shows, on the final pages, the overall impact without size
separations, using the previous data in the exhibit.

My conclusion from the data submitted by the Postal Service, the expressed
desire of the Commission to see movement in the Periodicals rate design, the impact of
the Postal Service's proposal and what appears to be the increasing availability of co-
palletizing and, to a lesser extent, co-mailing is that the Postal Service has submitted a
proposal that, as to rate design, likely falls within a zone of reasonableness. It has
attempted to provide continuing incentives for movement out of sacks and drop shipping
while affording some level of protection to those that cannot do so, such as many small
weeklies, some tabloid and polywrapped pieces, and publications the volumes of which
remain too small to be attractive candidates. Although ABM believes that certain
corrections to the Periodicals revenue requirement are appropriate, such as to reflect
the effect of the rate proposal on the way in which mail will be containerized, these
corrections should reduce the rates generally without significant effect on the rate

design.
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| stress that American Business Media is not prepared at this time to endorse the
rate design and each of its new components, specifically the elimination of the pallet
discount, the imposition of the container charge and the editorial drop ship discount as
calculated by the Postal Service, because their impact is not yet fully assessed, and we
understand that there are likely to be competing proposals submitted by other
Periodicals intervenors against which the Postal Service’s proposal should be
measured. A final position must await examination of all proposals. But it does appear,
at this stage, that despite an overall level of increase that we find to be appalling,
especially on the heels of January’s increase and inexplicably high increases in past
years, the rate design approach taken by the Postal Service represents an appropriate
compromise of competing interests. | reach this conclusion as an employee of a
company that palletizes, co-palletizes or co-mails all of its titles, with the result that
approximately 90% of the copies we mail are on pallets.

This conclusion is also consistent with the overall position taken by American
Business Media in the Time Warner complaint case, which | adopt here. For example,
witness McGarvy stated (Tr. 1787):

It would be far preferable, | submit, for the Postal Rate

Commission at the conclusion of this case to encourage the Postal

Service to investigate and study all of the issues raised in this proceeding,

and to propose in the next case any rate structure changes, with

associated rates, that it believes will both encourage mailers to continue

the move away from sacks and give some degree of protection to those

mailers who, due to their size, their business models or other factors
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would not be able to avoid large, crippling increases if the proposals did
not account for their existence.

| understand that the rapid increase in Periodical processing costs
that characterized much of the past twenty years is finally leveling off, see
Tr. 192. | fully expect that the combination of greater mailer awareness
and the entry of new co-mailing and co-palletizing providers is just the
beginning of a major trend in that direction that will have a very significant
impact on processing costs of the type that Time Warner says it is seeking
through a carrot and stick change in rate design. I've said it before:
mailers don't like sacks. Give us a reasonable way to get out of them, or
to reduce the sack count by increasing the sack size with assurance that
service will not be compromised, and we will. It looks like we are getting
there, and doing it without inflicting harm on countless small and under-
represented publications that will become the collateral damage of the

Time Warner proposal .

Similarly, | testified (Tr. 1745):

If postage rates cause there to be fewer Periodicals, or cause some
Periodicals to reduce circulation in distant or rural areas as a result
of rate design, the nation will be worse off for it. Another immutable
conclusion is that even though some publications can change the
way they present mail to make it less costly for the Postal Service
to handle, those changes are underway and increasing today,

without the need for new “price signals.” And, finally, even the
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complainants do not deny that some publications, because they
have valid service issues, or they are weeklies, or they have very
small circulations, or they are printed by very small printers in out-
of-the-way locations, will not be able to avoid punishing rate
increases if the rate structure and level proposed were to be
implemented.

At this point, therefore, American Business Media’s position
is that it cannot support and must oppose significant structural
changes likely to increase rates for many Periodicals without:

1. An alternative to sacks for those that cannot
palletize.

2. Protection for mailers that cannot change.

3. Better information on the effect of Delivery Point
Sequencing and Automated Package Processing and
other upcoming changes.

4. A convincing case that the Postal Service can
actually capture theoretical savings.

5. Reasonable notice and phasing of major changes
(just as Congress phased the major changes
required in the Postal Reorganization Act).
American Business Media submits that the rate design changes proposed by the

Postal Service, while not in perfect alignment with these principles, especially

number 1, may well be a reasonable first step.
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