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From: ~ Washlagton, DC J
Sent: \Gl  Tuesday, September 06, 2005 12:53 PM /
To: yot'? — Washington, DC; - Washington, DC
Ce:- - 96 AM ) Washington, DC; S— Washington DC; NN -
Subjoct: RE: DVD MAILER: Proposed Interim Solution “

nght now, wa ere dolng OK because clerks pick out elmost afi the Netflix snvelopes and jackpot them for delivery to
Netfiix. This Is expensive but workable as jong as Netflix is aimost all of the RDM, the Netftix plece design stays highly
visible, and the remainder (e.g. Blockbuster which is much hander to plck ouf) continues to use a piece design which

doeen't Jam as bad as Netfiix,
However, this situation is unstabj

L]
some point & becomes humanly impossile to get most of them
' pleces that n automation, plus a sorting operation for
3078 { iust jackootiing Nefflix culls in a frey,f

3 « Washlngton, DC
Sent: , September 06, 2005 9:53 AM
Tos - Washiington, DC
Subject: DVD MATLER: Proposed Interim Solution?
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1 g Washington, DC NP

Washingion, DG -} 54

Sent: ' " F 2005 7:28 AM

Sent: ;

To: - Washington, DG - V5 -1 %\
Subject: : Netflix DVD Mailers . :

Wireless response grom vﬁ

From: - Waghington, DC ~US- “"\
To: - Bouthwest -ys - 12
co: agshington, DC

Sent: Fri Jul 29 124:51 2005
Subject: FW: Netflix DVD Mallers

netfibcpdf (S0 KB)
--— good information for the briefing we need to put together for Bill.

v5-1loh

FProm:
Sent: Thursday, July 2B, 2005 12:13 PM

To: ~'Waghington, pc -9 -1 W |
subject: FW: Netflix DVD Mailers

—enm

Below is the work that Engineering has done to support testing of the Netflix mailing.
Bottom line ig that the current packaging used by Netflix is not considered by Englneering
to be Auntomation compatible. The new designs that have been tested would significantly
improve the automation compatibility. In addition, the DVDe that were sent to Engineering
to test for breaksge were not considered to be appropriate since they were already dsmaged
DVDs and would not represent the typical DVD being malled.

A1l of the testing and messaging we have done with Wetflix has been through _ v
I am including her on this email in case she has more to add.

5122

From: - Mexrifield, VA - Contractor o US-i 5‘:1

gent: Th da: July 28, 2005 1%:1% AM
= &g Merrifield, VA U5-1586 : PUBLIC

Cc: - Merrifield, VA U5 - 130
1
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subject: Netflix DVD Mailers

-05'\5%

- ¥ have ewmails to support this discussion that T can forward to you. Also, have attached
the initial approval letters. Let we know iI I can provide more info. '

i

Chronological Discussion of NETFLIK A-way DVD Mailer

June 11, 2002- Bngineering teats Netflix maller and f£inds the maller is, o¢verall, not
automation compatible. The machineability results were described as good for the sutbound
mailer (DBCS) but poor for the return processing (AFCE] . .

June 24, 2002- Netf1ix receives approval from Mail Preparation and Standards,

Netflix mailers processed by USPS nationwide. Many gites reporting problems. Many sites
handling the retuxy, mailers manvally (culling from APCS).

June 2003- USPE Engineariug.hegina design and development of proprietary LVD mailer. Focus .
on Machineability, stiffness, paperweight, :

June 2004~ Operat:i’.dnéi publishes SOF to standardize handling of Netflix uiail,,ér'a %%pmi;gnwida.

L

Fehk 2004?— J4ps Bngineering receives 5000 samples of its proprietary design for internal
testing.: Testing continuyes through Feh 2005, Resylts published April 2005 and submitted to
VD wor)_t‘lng group :to sup‘por__t‘-gclassification recomuendations .

During- this time Engineering also testeci DVD mallers from Blockbuster,-and
others.

nlockbuster mailers were approved.

May 2004- Netflix supplied several bundred tsst samples constructed of three different
paperweighte. These samples weighed spprox. 1.1, 1.2 and 1.3 ounces. All samples were
tested and although all samples performed well Engineering determined the 1.3 cunce piece
would be the preferved cholce. These samples were submitted in response to USEE testing of
the USDE proprietary DVD maller design. This mailer is constructed with 701b paper and
regulted in a meilpiece that exceeded 1 ounce, This design was not pursued mince the issue
of pieces excesding 1 ounce had not been gettled within USPS.

Novembier 2004- Engineering undertock a test to determine breakage rates for DVD mallers.
Netflix supplied approx. 500 maileys addressed to USPS Bagineering. 400 were entered
through Gaithersbuxg PEDC and 100 through Salt Lake City. When all the disks arrived at
Engineering they were opened for examination, After examipation any unbroken disgks would

2
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From: ' - ngb DPCM vs-loH ‘

Sent: s ' :

To: Washington, DC; Us-163
° Washington, DG gton — vs-igl

Subject: Fw: Netflix Processing

el 3 US-16H
-US-167,05-168;
5169, US-170;

Th ow, that Is Interesting. talks about some issues that could
very well be caused by our atlemp! rocess this mail on automation equipment And

processing.

oS
mi"g‘. el Mescage gton, 0¢ US bl
Sents gr 23, 2003 11:36 AM

v Ww'gwﬁnm’ww o8
= : s oot VS-(67;US-/
wmungé'?i"bgq s VS-/c,q;Jl;s-Uo;

Subjects RE: Netflix Propessing .
vs-171
VS-S
| arn not sure what information you have received, but | have attached three
informative atachments: 12
RV

1) Letter dated 5/12/02 from dNfrogarding Netfiix service tatks

2) Letter dated 6/24/02 that was sent to the VP of Operations for Netfix rﬂgﬁrding\ﬁ;ge
automation-compatibiiity tesls conducted on letter size mallpieces containing DVDs.
3) The Houston District SOP for handling Netfix, .

<< Filg; sve lalk.max >> << Flie: tom's ltr.rmax >» << Flie: Housten SOP.max »>

_uS. )bl

PUBLIC

gt eaon,0c VO~165
S S .
Co I - ", DC: Weshingion, DG, vs-1b7
Washvgion, 06 Wostingon, 6C Vs - 165
Subjects FW : ps-1%9:
1 LS -1
' yS-16b
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The amail file size was too large to send with the pictures imbedded In the ext.
Conaequently, | put the pictures in the attached Powerpoint document.

-VS-wS o

<« File: NETFLIX.ppl >

Da you know if 2ny operations group has Issued Standard Oparating Procedures

_ {SOPs) to'the field regarding the menner in which Netfiix and pert
competitors) mail pieces are procassad?
amn. | was In the'tidiest conducting fleld observations fast week grid saw the

1 was at both the Madison REDC and the Milwaukes P&DC early in the week
observing Siandard Mal fiats procassing. During those visits, | asked the
managers showing me around if they were receiving large volumes of Netfilx

. mall. The Madison Tour 2 MDO toid me that they had not. However, the acling
plant manager said they had just been contagted by Netflix repregentatives the
previous week. The MIPS at the Milwaukee facility alsc thought the volume was
small such that it was not a big lssue. Glven that the observations were
conducted during Tour 172, it's possible that the fecilities might have been
recalving some Netflix mail. | wasn't present at elther faciity to winess ,
cancellations and outgolng operations firsthand, In addition, the Milwaukea MIPS
had baen cn detall for a long period of time, 8o he wasn't really sure.

- Ligter that week, | asked the Tour 3 lefters MDO at the Cincinnatl PRDC how they

processed Netflix mall, He wasn't sure, 50 we went from cperation to operation to

ses how it was being processed. From what | saw, it appeared that this mail was
being provessed on virtually every machine and in every operation. | don't think it

is likely that this was a plant-specific Issue. For the most part, the ) T
clerks/matihandlers we talked 1 all sald that they-thought the mail plece was .7
nonmachinable because of the rigid DVD disc conteined in the envelope. The
opmerat?n to which those "onmachingble® mali pleces were rouled is what

differed. :

For the most part, employess tried to isolate Netfix mail in the culling /

* canceliations operation. This mail appeared to be successfully processed through
the primary culling mechanisms (e.g., Dual Pass Rough Cull, the "Bamey”
systern) that transporied mail to the AFCS-138. At the bufferfeeder unit on
AFCS-ISS Nos, 1 through 7, the clerks ettempied to remove Netflix mail piecos
along with the cther mall pieces that were determined to ba nonmachineble.

Of those Netflix mail pleces that were not manually culled from the collection mall,
some mai pleces were removad by the "fine cull® mechanism. According 1o
Handbook PO 424 ("AFCS/ISS Opsrating System Guldalines®), mall pleces
entering the fine cuil mechanism "are checked for prorger charecteristics.
Mallplaces that have the following improper characteristica are 2jected from the
machine: too stiff, top? height {more than 6,125 inchas), oo litde height (iess

. than 3.6 Inches), too much length’ (more than 11.5 inches), toc Iitle length (less

than § inches), skewed, {oo iitile gap between mailpleces (less than 70
millimeters).”

The mail pleces that were ejected by the fine cull mechanisms were dropped onfo
conveyors leading to AFCS-ISS No. 8. AFCS-1SS No. 8 had been retrofiied to
operaie ot a slower speed so that it could process mal pieces the otheF'AFCS- ¢
1553 couldn't process. Mailnandlers near the-end of the aystem that fed AFCS-

1SS No. B, however, typisally culled the Netfix mail pleces from that conveyer and

2
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placed them into flats tubs before those conveyors fed the mail through the
machine. The operator at the AFCS-I8S No. 8 bufferffeeder unit also would .
attempt to cuill any remaining Netflix mall pieces before they were fed through the
machine. Those mall pieces that were not culled were either ejected by the fine

cull mechanism or sorted to one of the seven AFCS bins,

The Netfiix mail pieces that were culled from thie AFCS-ISS operation were
routed with the other nonmachinable mail fo the nearby hand cance! operation for
processing. Once cancelled, this mail was placed in a container that was
ultimately routed to a manual pouching operation. The Netflix mailwasnot .
isolated in a separate sack in that operation; it was mixed with the residual mall
destinated for the same ADC. In Cincinnati, the MDO thought there were three
Netfiix destinating addresses on this mail. | only saw the following two addresses
during my visit:

P.O. Box 30320 P.O. Box'66908 e
Lansing, MI 48909-9885 St. Louis, MO 63166-6908

AUTOMATION OUTGOING PRIMARY (MODS OP. 891):

Despite the fact that employees in the 010C operation made & concentrated effo
to cull Netfiix mail from the residual First-Class single-piece mall stream, some
mail pieces did ultimately get routed to the automation outgoing primary operation
("FIM program"”) that was performed on @ DBCS. it appeared that the AFCS-ISS

" . machine may have had more difficulty processing these mail pleces when

compared to the DBCS, as the letter machine appeared to-be capable of sorting
at least some of this mail.

Some Netflix mail pieces, however, were rejectad or missorted by the DBCS.
More often than nat, the cause appeared to be misaligned address labels. It is my
understanding that each Netfiix customer has to apply the barcoded label with the
Netfiix address to each mail piece manually. The mail pieces appear to have
markings to guide the customer, but some labels were still misaligned, If the
marking were to Include a text message and a compiete outline of the label,
perhaps the number of misaligned \abels could be reduced. Mail pieces bearing
misaligned labels were likely rejected or missorted due to *positional skew" -a
situation in which the entire barcode on a given maill plece is tilted to an extent
beyond the maximum requirements.

The mail pieces that were rejected in Operation 891 were ultimately routed to the
manual outgoing primary letter sorting operation. ' .

MANU UTGOING PRI Y (MODS OP. 030

In the manual operation, most mall pieces that | saw appeared to have
misaligned address labels, Some clerks cased the mail pleces, while others ‘
culled the mail pieces from the residual mail prior to sorting. The culled mail was
placed in a hamper that was ultimately transported to the flats sorting machines.
1t wasn't clear to me whether flats personnel would process this mail on either the
AFSM100 or UFSM1000, but | did hear different employees say that they had
seen this mail processed on both machines. In addition, | saw some mall pleces
in manual operations that had RBCS 1D fags on the front and/or back of the mail
plece, indicatirig that some mail pleces had been processed on the MLOCR-ISS.

CUTTING AREAS:

Netfiix mail pleces were also found In cutting areas. Employees in this operation
were placing these mall pleces in APCs with SPRs that were fo be routed to
SBPS operations.

As stated above, | don't think Netflix processing Is only an issue at the Cincinnati
P&DC. | was also at the Olympia P&DF several months ago and was told by the
plant manager that they cull Netiiix mall pieces from the residual First-Class Mail
single-place mail stream as well.

3
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iri conveying this information 10 you, it Is not my intention to criticize any field
personnel, The responses | have received to Netfiix questions at afl facilities in
which I've conducted fisid observations lately seem to indicate that fow sites have
focused thet attention on this mail. Perhaps we have just gotten to the point
where there Is anough volume out there to justify some sart of attempt
standerdizing the way we process this mall,

Furthermore, DMM 58 Section C050.2.2.6 states that @ mail piece which ®is too
rigid® should be classified as a nonmachinable leiter. Granted, rgidity seams to
be a difficult cheracteristic to quantify, if it were determined that Neiflix mall
pleces technically meet this rigidity criterion, shouldr't these mall pleces be
assessed the nonmachinable (formerly the "nonstandard”) surcherge? Given that
they are sant in bulk to a few addresses using ihe BRM Special Service, the
surcharge should be easy to administer. If it were determine that these rmail
pieces wers not "too rigid,” what is # about these mall pleces that would

jstingu mail pleces which are too rigid?

Athougti some Netflix mail pleces are processed on automation, many are

We rebutied the QCA's
proposal to efiminate the nonstandard surchargs for aspect ratio cards and
letters In Docket No, R2000-1, using the argument that "the line had to be drawn
somewhere.” In other words, some mall pieces might be processed on
automation, but e disincentive is needed to keep mailers mailore from inundating
the postal service with mail thet is more cifficult to process. ‘The Commission -
* accepted that argument.

Pd be interested in hearing any thoughts you have on this Issue.

s oS

PUBLIC
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UNITED STATES
POSTAL

September 12, 2002

MANAGERS, OPERATIONS SUPPORT (AREA)

MANAGERS, MARKETING (AREA)

DISTRICT MANAGERS .

PLANT MANAGERS, PROCESSING AND DISTRIBUTION CENTERS/FACILITIES

SUBJECT: NETFLIX Service improvement

The e-commerce company, NETFLIX.COM is expanding their operation. They have twelve hub
distribution centers around the country with plans to establish eight additional hub sites by the end. of.
this yeas. They specialize in providing convenient and affordable home entertainment (DVD rentals)

- using the U.S. Postal Service for shipping to customers end for ns, NETFLIX sends disksina
reusable First-Class Mail envelope. When custoniers are finished, theyjretum the disk by inserting i
into the origﬁ'lal reusable prepaid envelope at their convenience, The ce now has over 625,000
subscribers. Their annual revenue contribution is over $16 miliion.

It ie important that wa process this meil accuraiely and efficlently. The enclosed Service Talk '
includes some major points to share with your staff and employess fo ensure excallont service is
echieved. An enclosed sample mailer with a DVD disk is provided as a visual aid.

Listed bejow are some of the comman problems reported by NETFLIX:

Looping of the outbound malipiece—retumed to NETFLIX.

Damaged.(broken.disks) during processing and/or delivery.

Inconsistent volumes avaliable for the first scheduled caller service pickup.

Employees are not recoghizing the difference between the outbound and inbound maiipleces.
Extreme losses due to unknown theft or separation from the mailer. .

Loss of lcose disks that were separated from the envelope.

Should you or your staff encounter problems in handiing or processing NETFLIX mallpieces, please
notify the local Business Service Network and Account Representative WD
cmmensSummngh ) for immediate follow-up with the respective NETFLIX répresentative.

Vice Presid: y )
Pt Malro Dporations : PUBLIC

475 L'BENT PLaza SW

WasHavon DC 20260-2700

202-268- 0009 . RS
Fax: 20200000R . ‘

" WWAW,UBPS.COM

"
. .
e
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Sr., Menager Dlatripution Oparations
Processing & Distributicn Conter

UNITED STATE:
e

July 22, 2002

ALL SUPERVISORS & MANAGERS, DISTRIBUTION OPEF

.SUBJECT: ACTION PLAN FOR PROPER HANDLING Q
CUSTOMER, NETTFLIX, INC.

NETFLIX, INC. is the workd's largest online DVD rents
refurned through the U, S. Postyl Sarvice by Firat-Cl

\:%’5 P 3 9C Q‘-s'

) 3
T
o A SR

MAIL. FOR PREMIER ACCOUNT

gtore, Afl movies are dafiversd and
mall, This customer rsports

significant setvice problems with damage, deisys and nondelivery of their mail,

The attached mandatory service tak is a part of the getio
service improvament provided to this cuatomer and

throughout the plant on all three tours a8 aoan as po
A cortification signed by asch superviser and manage

n plgn implementsd to effect:
3t be given 1o all empioyees

verifying ail smpicyess have bean

given insiructions on prupar procedurss for handiing gnd processing this mait neads o be

submitied to my office.

The cutging mall enters our fackity through the BME
truck lerminal for distribution to the various processing
mouting. Copies of the mailplece, buth incoming and o

attached to each APC by BMEU identifying thia mall ate

smpicyees.

Any Netilix incoming BRM mail in each processing

e Ve G e o g
o pos , the

been Killy pald. .

" o—yv© )

L

WAL LSRG GO

unlt anct 18 than ispatohed 1o the
units for appropiate serlation and
guing and a copy of the placard

Wik immadliately be leolalid ared

section. Nonw of this mail will be
for the retum envelope has

PUBL1¢
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MANDATORY SERVICE anLmemm e,

TOUR 3 SUPERVISORS AND NAILHANDLERS WILL TRAP YOLUME IN RAIL PREP
NING UNIY, PLUGGERS AND

MONDAY-SATURDAY ON THE DOCKS, AFCS, OF
FLATS UNITS,

TOUR 3 SDOS AND TOUR 1 FEM OPERATORS WILL ENBURE THE PROCESSING OF
OUTGOING VOLUMES ON THE AFSM 100 #1,5,6,7, AND FSM 1000#7 & 1,
MONDAY-SATURDAY. THE BNEU SUPERVISOR WILL NOTIFY PLANT MANAGEMENT
MONDAY-FRIDAY OF MAILINGS DROPPED BY THIS CUSTOMER BY CONTACTING

THE MDOs QFFICE.

ON JULY 13, 18 & 17, SIGNS WERE PLAGED ON THE WORKROOM FLOOR TO
PROVIDE VISUAL QBSERVATIONS FOR TOUR 3 ENPLOYEES WHO HANDLE THIS

MAIL. THE MAR WILL BE CAPTURED DAILY BY TOUR 1 & 3 SBUPERVISORS, MAIL
FOLLOWING UNITS:

iR OPERATION, UNIT 114/3PBS

THE MAIL WILL BE CONSOLIDATED DALY IN THE|BOX SECTION BY TOUR 1 & 3
SUPERVISORS, CLERKS AND MAILHANDLERS. ALL UNITS AND TOURS WiLL
FOLLOW THE STANDARD OPERATING PROCEDURES FOR HANDLING DAMAGED

MAIL,
TOUR 1 SUPERVISORS, CLERKS AND MAILHAN.

AVAILABLE MAIL FOR THIS CUSTOMER IS PROVIDE! MONDAY-FRIDAY BY 7:00 AM,
THEY USUALLY PICK UP AROUND 8:00 AM AND AGAIN LATER IN THE AFTERNOON.

ALL ACTIONS WILL BE MONITORED BY UTILIZATICIN OF VOLUME LOG BOOKS.

ERS WILL ENSURE ALL

’ | ' PUBL 10
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July 16, 2002 Follos lyi-trmie, Q..
/7 »
Stralegy: Provide zmwz__x s.;: al m<m._muﬂm mail by 7:00 Es 3~
ACTION Who <<=m: Where Tracking |
" Nedfix Serdce Ttk MOO's, SDO SAMUY iy 159547 | Al Toursond Mall. | Froining saai
——— JEN— Spr— - p——
. lspos Tour 8 Docks, AFGS, Opaning.
Trap valume in Mal Prep Vinfhandiors ~§33. {hrough mm::.&ﬁ h . Flats é.:ao. Log
. i SDO T-3 & Tawr + ARSI 1004 1,567 and
Process oulgong volume £-5M Opevailors Mornday Ihrough Saturdd FSM 10008 317 & *B Volumns _.oul_
frant Nofification BMEU Supervisor | Montay Uixough Friday MDO's Office Log Boak
. Fiace Signage 07 - | ypo . Spow MO | dubp- 4ok~ T ooarvet
) —okcomtto SDCs A e ohervations
s -~ —— qu—a—— - « mapT— P P
Sbo's Teur 13
Ow—._ﬁa ﬁ»:.o.ﬁ% nd Mail procassors & Dally 158. DIOSS. NBCS Volumne (00
- Leller (perakon . inabondiars 1 : ]
Captora dn Manuat | oiter |SNO" Tour 13 Clerks Hulgoing snd Ingoning
Operation 8 mailhardiars Dally Manual Primary Volume r”cl_
o s n——n— g p—— J"\av
. Capltre in Uail 111 &, SDO" Towr £-3 Clecks 5
SPRS & maibangters Daily 5PRS ami Unit 141 Valume L0}
EE———— - P p—— B e i gp—
. [SDO Towr 13 Clwks J_.o.va f Intrz Belt 8
Caprine B ity it 8 maihandlers Vady —GPD Anrex Veliime Lo
T—] e p———— p— . ——————
Consolidaln In Box  18DO" four 13 Clerks , : .,
Sectin & nailhandters Dally Gallnt-Service Volume Lol
. SCO Jour1-3  Clek T v T
: y our 1- 2'ks " .
Al
Pracess Danaged Mall & maihandicrs Daily | * ours and Units Volume Log
Provdo vol 700 SDQ Towr 1 - 7
de voliane ai SI ot . y , .
AM o._m_.. s A maiihpndiars [Monday =.qa:.c.; Solurtinyl  Caller- Service Windivw Volure ..onl
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Business Mail Entry Unit
First Class Mail Release

Verification GQEEQ&
Postal Equipment:

__Number-of Pieces—
Time Released

PUBLIC

Date _
—wazsa Date:

Clerk
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Certification

certify thet T bave defivered tho followiag stxd-0p ik 10 the emaployees that [
supervise:

1. MANDATORY SERVICE TALK/NETFLIX, LNCJACTION PLAN
Date talk deliv

iocaﬁon

Supervisur

Mansger, Distriburion Operations

PUBLIC
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Eeply Separator
Bubject: FW: CD'S IN THE MAIL STREAM
rtboc: . I -« Woco7sL  — \P .104

Date: 3/27/02 12:59 ¥M ' PUBLIC

From:

Sent: Tuesday, Maxch 26, 2002 4:33 P 3 lOG{
To: - Washington, DC ~&J. -
Subject; RE: CD'S IN THE MAIL STREAM

: s - 20
Mr.i you mentioned the Times article. "It is a UNIQUE GROWTH
OPPORTUNITY.." Look at the following problems with handling this
material. I'm from San Jose where this all got started., I have see many
messages from processing folks all over the country all saying the same
thing, we do nmot handle and process CDs very well. Do you think we are
making any money hera? :

Reply Beparator
Subject: CDFS IN THE MAXL STREM 0
author: SNEENENERR -t 5JC3001L Uo 2A
Date: 3/26/02 3:59 PM

YL
Communications on problems with NetFlix'e mailer.

Forward Header
Subject: CB'S IN THE MAIL STREAM
Buthor: NSNS at xENVo01L ()G . P\
Date:  3/26/02 8:43 AM

Good Morning -

Is there anything we cao do to helpl

rorward Headex
Subject: CD'B TN THE MAIL STRERM

author: WJJENEN® at RENVOO1L \)54,\7/ :

Date: 3/25/02 11:22 PM

Helle All

Well T've been selected to write this letter to explain the "NETFLIX.COM" cd rom
that hae been comlng thru the mail stream lately. It starts with coming into the
AFCS'g and jams into the inverter gate first. Then if it gets thru that gate
then it may jam at either of the dies that cancel the mall. When either of
these jams happen the production thru-put goes way down on the wachines. O.K.
then if this mailing gets thru the APCS's then it goes to the OCR-18B8's for
another chance to jam some more mail at the bin gates. Again this jamming from
these CD's is causing us exceesive lower run times for our machine thru-puts. So
now we have gotten to the DBCS's for the next rum either om first pass or the
second pass wbich way be the DPS run. These c.d.'s will most always jam &t the
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gates. Which damages many letters behind the CD cause 1t jammed first., We not
only damage the gate in the machines but we are dawaging maill that was good
running mail before this CD jamned and destroyed the good mail. This CD is not,

repeat not machineable mail !
Naticonal has mot been in the field te watch thig CD damage good machineable mail

1like we have.

———

Any guestiona, please feel free to contact me and we can ghow and explain this
in more detail. '

PUBLIC
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Message | PUBL Ic Page 2 of 2

Binghamion NY P&RC - e ™ :

Binghamton piant processes Netfiix through AFCS equipment and downflows fo DBCS machines for processing,

1 was In the piant last week and just by chance noticed the mallings because of the poor envelope stack with the
DBCS Stacker, Lead edge Is flmsy and enters the stacker gate and bin at such a high rate of speed the lead
adge rofls over sometimas covering the address tabel and missorting on the DBCS. Binghamton DBCS operators
werg tra;ned to look for the unique envelopes that missorted in the machine and manually take them o the comect
tray for dispatch. -

I hope this helps for Thursday® tefscom.
— .\

From Woshingion, DC_ U5~ 19 ©
Sent: Tue 9/28/2004 12:35 PM
To: ISP - Washington, DC -y 5 -115
Subject: RE: Netflix telecon

@@ said they are noficing an Increase In brekeage. it started after we told the Plents to make sure they work the
DVD's through tetier automation and not the SPBS and FSM

—~—uriginal M
From: Washington, DC _ve-115
Sentz Tuesd ber 28, 2004 10141 AM

' 5-14%

To Washington, OC |)
Subject: RE: Netflix telecon ,

As 8 heads up can you tell me what is happening to their DVDs In your discussions?

From:SINMMEESSSNE - Washington, DC —\)5- 14 © sl

Sent: Tue 9/28/2004 9:32 AM

To: Washington, DC; Washington, DC; - Merrifieid, US ~| 5]
VA}-MmﬁﬁeM, VA; ashington, DC; ‘ ) vsS

Washington, DC
Subject: Netfiix telecon

We are planning e telecon on Thursday September 30th with Netfiix to discuss damage totheir DVD disc \/ S~ | 7—;
during automeated processing. Wanda is trying to work out an agreeable ime between and Nethix
COO. We will send you all the detalis as scon as possible. Vs

9/29/2004

LS-175

GFLO000028



CD/DYD CFR Draft
Properly designed letters and flats containing Compact disc (CD) / Digital Versatile Disc
(DVD) can be processed on automated equipment, The mail pieces containing
CD/DVDs are dropped off at Acceptance units or picked up with collection mail. Letters
in collection mail are separated from flats and inducted into the Advanced Facer
Canceller System (AFCS). Subsequently, all machinable letters pass through multiple
letter sorting machines — commonly Delivery Barcode Sorters (DBCS) — for sorting down
to the appropriate delivery stop. If the letters are poorly designed, the combination of a
fairly rigid disc and the flexible paper envelope produce jams in our high speed
processing equipment, and damages other mail as well. Commonly, the damaged mail
includes not only the pieces causing the jam but also other pieces that jam up behind it.
Jams cause loss in productivity. Service failures have been attributed to poorly designed
mail with CD/DVD, Even if a poorly designed envelope with a disc avoids jamming, it is
more likely to double feed resulting in rejects, missorts, delayed mail, and possibly,
misdelivery.

On the DBCS and AFCS, the letters are bent through sharp angles at high speeds in
diverter gates which can damage CD/DVDs. Depending on the physical characteristics
of the discs, they may eventually crack from repetitive stress damage. Damaged mail
pieces are routed to the manual rewrap section for repair and subsequent manual
sortation.

To properly handle the CD/DVD mail, facilities generally remove such mail pieces
before AFCS and DBCS processing and route them to manual sortation or to the flat
operations for processing on the AFSM 100 machines. The AFSM 100 machines use a
slower cart and dropper technology that avoids repetitive stress damage. The major
exception is barcoded, presorted CD/DVD letters that.are fresh and crisp and can be .
sorted for delivery in just a few passes on the DBCS.

Removing poorly designed CD/DVD envelopes from letter automation is inefficient and
costly. However, leaving them in letter automation causes damage to mail and

~ equipment. They also cause missorts that result in service failures. Regardless of the
process used, i.e. letter automation, manual operations, or routing the mail pieces for
processing in flat automation, additional costs are incurred due to some combination of
rewrap activities, handling of missorted mail, jams, and misdelivery.

PUBLIC
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Opérations Requests
Netflix, DALs, and ECR Basic Letters
5M6/05

Netflix

Currently, DVDs beling returmned to Netflix jam excessively In latter automation so plants try to pull
them out before the AFCS and process them manually. This prevents significant DVD cracking
that would occur as disks are repetitively bent through gates on our equipment, but is very costly
for us. Major competitors are entering the DVD mall rental market, |

Some stiffness detectors on the AFCS's reject all or aimost all DVDs; others do not, Is it feasible
to have the AFCS's stiffness detectors adjusted to reject almost all letters with DVDs for
subsequent processing on the AFSM-1007 If so, how much other malil that would process well in
automation would also be rejected? We would like your help in addressing these questions.
Processing Operations can arrange to field test proposed processing strategies.

DALs and ECR Letters

Can or should we request that customers mailing .007 cards in excess of 4,5% x 6" voluntarily
barcode their cards, which would be to their benefit as well as to our benefit? Our direction to
date suggests that we only want them to voluntarily barcode the pleces If they meet the srict
requirements stated above. Examples would be Detached Address Labels and ECR LOT letters
(HD and Saturation letters are already required fo be baréoded), nelther of which can get an
automation discount, so rates are not an issue. ’

The problem is that many of these pieces are processed on automation anyway and the lack of a
barcode is causing additional handlings and In some case significant problems (e.g. no clear
zone, or no standardized address formatting resuiting in a sort to the return address). These-
problems could be solved if we could convince them to optionally apply a barcode just in case we
choose fo automate the pieces, but, they think they either cannot or should not based on our
rules. -

Testing

Could testing be used to produce card construction requirenients, not for automation rete
efigibility (the current DMM requirements would remain), but rather voluntary barcoding
recommendations for DALS and ECR Basis (non-auto) letters?

PUBLIC
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SUBURBAN MD P&DC Thursday 7 pm 11/06/03

General Comments:

We found another Netfiix competitor: Rl with a destinating address in

Bulk Mail Entry Unit (BMEU):

The BMEU typically receives a flats tub full of mail each day that was sent to Nefflix with
the retum mail pieces the previous day by mistake (e.g., FCM single-piece non-Netflix
mail pleces). This is consistent with what the Netflix staff told us during the tour of the
Netflix facility.

On occasion, the BMEU staff rejects some Netflix mailings. They say that Netflix
generally agrees fo pay the additional postage at the moment the rejection occurs, but
then complains later and the money is refunded by some other party. it was unclear
who the parly is that overrides the BMEU.

They have had some problem with Netflix not sleeving and strapping their mailings.

Mail to Richmond and Norfolk would typically be processed through the Capital HASP,
which would result in 2-day service. Netflix uses their own transportation fo improve the
service to customers in those areas.

Most of the mail is 3-digit presort. Netflix prepares little to no 5-digit presort at this time.
- Some mall is also sent to Charlottesville, VA; Wilmington, DE; and Pittsburgh, PA.

The Netflix outgoing mail pieces contain tabs. We did not discuss this during our tour of
their facility, but they obviously have a tabbing machine. In some instances, Suburban
MD P&DC staff stated that the tabbed mgil pleces stick together.

For mailings over 10K pieces, a 1,000 piece sample must be analyzed, This typically
amounts to five trays. Netflix mails over 10K pieces every night so the BMEU typically
samples five trays per day. The barcodes on automation rate mailings sampled on
MERLIN must achieve a 90 percent acceptance rate. The presort level for mailings
sampled on MERLIN must be 95 percent accurate.

The Netflix matling is placed on a scale. The weight and number of trays are verified by
the BMEU clerk. The clerk retains one copy of the mailing statement and returns the
other to the Netilix driver. He also randomly samples five trays for MERLIN testing.

The BMEU has two MERLIN machines. For some reason, the Netflix mail receives
higher scores from one machine than the other. Consequently, the machine generating
the highest scores is generally used. This phenomenon is not typically seen with other
non-Netflix mailings.
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Section 1: Current Status

Operational Issues " Ln

Industry groyth is highlighting operatlonal challenges in prooesslng the two-way
envelopes on their return trip. In their return configuration, most of the current
envelope designs do not process effectively on letter-sorting equipment. Many of
the envelopes are:
ot machinable in letter aytomation: inadequate design features and
~ construction cause jams and damage mail.
» Not automation-compatible: some unreadable barcodes and addresses
lower productivity.

Handling Instructions

Headquarters instructed the field in December 2003 fo run outgoing RDM letters
QMMGM No processing insfructions have been issued to the

field describing how to handle the return pieces, although the Tield has been
instructed 1o dispatch this mall in sleeved EMM trays. '
Headquarters Operations conducted plant visits and inferviews in early 2005 and
learned that local offices have developed a variety of ways to handle the retum
pieces. Some plants pull all identifiable mall in the opening operations an
handle it either manually or in flats processing .

Manual handling of these nonmachinable envelopes reduces contribution by an
estimated $2 million each month at current volumes. :

Section 5 provides diagrams showing current mail flows for letter-size RDM,
along with proposed automated mail flows (which follow standard mail flows for
all other automated letter mail),

PUBLIC
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Confidential Information

May 27, 2005

Postal Service responses o questions received via email on May 13, 2005, in regard to
unpublished proposed standards for letter-size mail containing optical discs,
from d at Netflix, Inc.

Netfiix Question

. First and foremost for us Is the requirement: “The outside of the maliplece must
not have any window(s).” For months now we have shipped millions of pieces with
a Bar Code window on the back of the mallpiece that is 5/16" X 2 3/8" without any
problems whatsosver, This is part of our internal process of automation and is
essential to our operations. We are using this currently in 4 of our major locations
and will complete the rollout by end of September,

Postal Service Response -

Postal Service Engineering has not tested or authorized Netflix pieces that include
the window on the back of the reusable mailpiece as described above. We do
understand the business need for such a window as you explained, aithough we
believe that there might be alternatives to using windows, depending on the
processes Nefflix has in place.

Letter-size pieces contalning discs with uncovered windows—especially large
windows for delivery addresses-—can catch other mail during processing.
Additionally, the exterior of these pieces can tear more readily because of the
reduced strength around the cut-out area of the windows.

The position and the size of any uncovered window on a mailpiece containing a disc
are critical to efficient processing. We will consider revising our proposed
specifications to allow uncovered windows, with the provision that Postal Service
Engineering must approve envelopes containing windows prior to the use of such
envelopes. . .

Netflix Question -

» The intent of these requiréments appears to force anyone opting into their use, fo
have a top load mailer, Obviously this is a change for us and we would rather see an
option that permits the DVD to be oriented fowards the leading edge of both the  *
outbound piece and the return piece. This would then satisiy what | believe is the |
splrit to make the plece automation compatible:

Postal Service Response

The intent of the proposed specifications is fo m;ke the letter-size mailplece
inherently stiffer in the direction of letter mail processing. That direction Is the line of
movement on which the mailpiece travels from left to right. Orienting the folds

&

PUBLI

parallel to that processing direction (a horizontal construction) accomplishes this anu |

allows the piece o process smoothly. A letter-size maiipiece with folds
perpendicular to the direction of processing (vertical construction) does not machine
well because it is not inhereiitly stiffer in the diréction of processing. Centering the
disc within the mailpiece also is imperative for maintaining the necessary stiffness for
this direction of processing.
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Round-Trip Disk Mail Work Group Minutes: 28 March 2005 2
Discussion Points and Tasks

1. Engineering Report and DM Text
Testing Procedures—L etter-Size Mall and Flat-Size Mall
The team agreed to the following clarification on envelope testing:

+ Lefer.size mail. Mallers authorized to use Round-tiip Disc Mail (RDM) would be required to use
envelopes fested and certifled by USPS Engineering. Envelopes would bear the certiflcation ID
assigned by the USPS. All other letter-size mail containing optical discs would be handled through
current testing procedures.

o Flatsize mall. Maliers authorized to used RDM would not be required to use tested and certified

envelopes, provided the envelopes met published standards for RDM. All other flat-size mail
comtaining optical discs would be handled through current testing procedures.

Testing procedures would form part of the DMCS and DMM text for the RDM service.

» Task: Testing Procedures. Work with to update DMCS product description to
include testing requirement.
Lead: with WIS Duc; 4/4/05.

' Stiffness Criteria” 452 Us-1%57

R = ported that— Is collecting Information about the specifications. No definitive
explanation yet available. V/5-159

P Taslk: Stiffness Criteria. Work with m;o determine actual specifications for working
group to review. vs-is

Lead; mw]thw Due: 4/4/05,
Flat-Size Mal! Physica haracte"fstics \

V6 RN, shared with the team an updated (3/24/05) version of ideal criteria for flat-size RDM mail,
\’bu providing these specifications:

» Size: Minlmum 8-1/2 inches by 10 Inches, with an aspect ratio of at least 1,15, The minimum
dimensions ensures handling indlvidual retumn pieces as flats. The aspect ratio optimizes handling on
the AFSM.

» Paper Weight: Minimum 24-pound basis welght envelope material (500 sheets at 17 by 22 inches).
. This weight provides nesded substance to protect the optical disc while processing.

+ Construction. Disc and sleeve must be fully enclosed for both outbound and inbound (return) mail.
Folds and perforations must be oriented horizontally (in same direction as longest dimension). No
windows (even covered windows) permitied. :

» Disc Posilion; Centrally located along bottom length and resfricted from moving inside mailpiece. The
location allows bending over of top for casing into letter cases as required by Delivery.,

« Automation Compatibility; Reconfiguration of piece (such as another flap or full sheet) fo obscure:
completely the original face with delfivery address and any barcode (including any Flats Identification
Coding System (FICS) applied by the USPS). 0S-0 |¢_{

The issue of polywrap was raised and reconsidered, —mentloned that the USPSisinthe ¢ - 20
process of revisiting polywrap for flat-size mail. il said that he would continue work to determine how "
to design a reusable piece that eliminated the potential for Joop mail.

» Task; Flat-Size Characteristics. Revise spacifications for working group to review,
Lead: with andH Due: 4/4/05.
S -0l .

pmmMText V2> o

&2 RN =ported that she is still waiting for the specifications to finalize the DMM text for letter-size 5-0 \ %
\ \' mail. These specifications would be placed in the original draftqiili#presented at the March 21 meeting.
o .

» Task: DMM Text. Present DMM language of new specifications for working group to review.

LQIMD_UQ_#M%
y5-01L
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Round-Trip Disk Mail Work Group Minutes: 28 March 2005 . 3
2. Product Description

Product Name
reported that he had contacted the Law Department to handle possible trademarking the \/5 N 67’

\)5 service, correctly spelled and punctuated, as Round-trip Disc Mail (RDM). reported that other
’L recommended names had also been submitted as a precaution. greed to take the
\6 lead for this task for the team.

» Task: Trademarking. Work with appropriate attorneys to ensure trademarking and branding
issues considered for new service. Provide team with update. S

Lead: Due: 4/4/05. vs- Y2

Label Design .

¢ Pprovided the team with an overview of the need to develop quickly a design for the return label
a

t used only elements of the current business reply mail (BRM) design (maintaining most of the same S _07")
o’\’\ type sizes and features) that were appropriate. The team agreed to following recommendations: v

« Eliminate the horizontal bars below the indicia. Those bars are a visual cue for the USPS that
the mall bearing them generally requires postage assessment.

* Keep the indicia message “NO POSTAGE NECESSARY IF MAILED IN THE UNITED
STATES,” This message is a signal that consumers do not need to apply postage.

¢ Revise the BRM legend enclosed in a ruled box to read: “ROUND-TRIP DISC MAIL."

¢ Use the wording below “ROUND-TRIP DISC MAIL” as found on BRM pieces: “First-Class Mail”
“Permit NO. #HH “ANYTOWN ST” [The Pricing and Classification Service Center would issue
all RDM permit numbers as part of the authorization process; payment, however, would be
made at the local office and the account would be maintained at the local office.]

* Revise statement under BRM legend to read: "POSTAGE HAS BEEN PAID BY ADDRESSEE "
This revision reminds USPS employees that this is a prepaid return.

The team agreed that the following elements require clarification:

S =grecd to research the use of FIM and olunteered tota;)uers
of the two-way service to determine who they are barcoding their mail. mentioned that Nefflix is
using an address block barcode on a label on both outbound and inbound (return mail),

» Task: RDM Label Design. Develop a preliminary RDM design format.
Lead! * (barcoding); Due; 4/4/05.
v5-0271 ' '

it FiM

3. Operational Issues
Plant Report

U6 qn'ovided the team with her findings over the past two months about the handling of letter-
6"‘ size Netflix return mail from eight different processing and distribution centers (P&DCs). These findings
| are based either on personal plant visits or information supplied by the plants. or another person

visited Milwaukee, Ft. Worth, Phoenix, and Tampa. She received similar information from plant personnel
at Southem Connecticut, Middlesex-Essex, Northern VA, and Dulles.

These plants attempt to cull the easlly identifiable return mail from the collection mail received for
processing in the opening operation 010. In some districts, the stations and associate offices attempt to
cull the mail from collection mail and separate it from the rest of the collection mail before dispatching It to
the P&DC. :

PUBLIC
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Round-Trip Disk Mail Work Group Minutes: 28 March 2005 4
Return mail not trapped or culled may flow into various operations as follows:

» Advanced Facer Canceller System (AFCS). Return mali rejected by the equipment at this operation
is manually faced and sent to manual letter distribution (outgoing primary) operation 030. Mail not

rejected by the equipment continues through the mail processing system (either to the automated
flats operation or the automated letters operation). .

» Automated Flat Sorting Machine (AFSM). Return mail processed across AFSMs generally causes few
reported incidents of jams or double-feeds.

» Delivery Barcode Sorter (DBCS). Return mail processed across DBCSs either causes no incidents or
it causes jams or double-feeds. Mail causing processing incidents is either sent to manual operation
030 or, if damaged, first to the rewrap section then to manual operation 030.

Some plants experiencing processing failures caused by the return mail believe that many of these
failures can be traced to the envelope design, particularly with the disc seated in the trailing edge of the

envelope. :
» No further action. Task completed.
: BSN Report Us- ob Lo
\)‘)’ qhen provided the team with a comprehensive draft that she and (RNMENSEEhad worked on from
\6"& data collected through the Business Service Network. These reports.cover the two-month period from

January 3 through March 4, 2005.-Of a total of 106 issues (20 reported and recorded by the customer,
and 86 reported and recorded by the USPS), 35 concerned mail processing problems including damaged ,_l
mail (28 reported by the USPS) and 29 concerned delivery (28 reported by the USPS). US - ’ S

Owing to the density of information in the'BSN reports pulled for January and February,pnd-) S -0l b
will refine their distillation of the information and provide the team with an update at the next mesting.

> Task: BSN Reports. Provide the team with a status report on progress in compiling the data

about operational issues.
Lead: mﬁh qbue: 4/4/05.
- - Ps-0

4. ' Planning
Activity Plan

Team members were asked again to “flesh” out the plan with lists of major tasks pertaining to their
organizations and to provide timelines for these tasks by Mach 31. Those tasks would then be added to
the plan to ensure that critical points are not overlooked. .

» Task: Activity Plan. Provide additional tasks to plan presented at meeting and report at the next

fing.
T;egfhith_ L and%gu_@; 414105,
Business Case Vo 10 & U9-027 US-0Ll  (5-

\)5 - qand —'eported that they had accumulated extensive research material for
| 1; @) preparing the business case using the standard USPS formula used for CMM, RPNs, and Premium
6 Forwarding. : ,
\)7’6 P> Task: Business Case. Provide draft of progress on business case.
\ Lead; with ancqQIINED: Due: 4/4/05,
LS-152 NS- 150 Us-\25
Respectfully submitted,
Pricing Strategy
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FR_Proposed_Nonmachinable_60605 4

With omnibus rat9 case R2001-1, filed on September 24, 2601. and
implemented on June 30, 2002, the qutal Service decided to redefine the nonstandard-
size surcharge and its scope In response to this change to a nearly automated mail
processing environment. Because size is not the only factor that can make a plece
nonmachinable, the Postal Service renamed the nonstandard-size surcharge for letters
and flats the ponmachinable surcharge. The redefined and renamed surcharge included
certain physical characteristics that inherently make a mailplece nhonmachinable (that is,
noncompatible with Postal Service mechanical and automated processing equibment) s0
that manual handling becomes necessary to move the piece through a highly automated
distribution system. .

A nonmachinable plece processed on high-speed letter-sorting equipment or
facer-ganoeler equipment can impede mall flow, cause double-feeds, fly of the
equipment, or jam machinery parts by becoming damaged during processing or by
damaging other mailpleces being processed at the same time, Although manual
handling of such pleces eliminates or reduces these occu.rrenoes, itisa dostly solution
that can be avoided with appropriately designed machinable pieces.

As a point of reference, in fiscal year 2004 a 1-ounce nonmachinable single-
plece rate First-Class Mail letter without the surcharge costs the Postal Service on
average 36.691 cents (the unit cost) to process. If the postage on that piece were 37
cents (rather than 37 cents for postage and 12 cents for the nonmachinable surcharge) ,
the Postal Service eams only 0.309 cent, slightly more than 3/10ths of 1 cent. For the
same period, the weighted average unit cost of nonmachinable Standard Mail was
30.862 cents.

For vaﬁous reasons, some mailers want o stipulate manual processing of their
mail even if tﬁe mail itself is machinable. Wﬁen the pieces are machinable or

automation-compatible, this requested manual handling imposes the same costs on the

PUBLIC

GFL0000107



FR_Proposed_Nonmachinable_60605 5

Postal Service as nonmachinable pieces. The Postal Service therefore included
customer requests for manual handiing as another basis for which a maliplece would be

subject to the nonmachinable surcharge.

Rate Deslign

With the design and implementation of the nonmachinable surcharge, the
Postal Service limited the potential of applying the surcharge to certain First-Class Mail -
letter-size and flat-size pieces welghing 1 ounce or less, and certain Standard Mall letter-
size mail weighing 3.3 ounces or less. The Postal Service continued to apply the
surcharge for First-Class Mall only to pieces weighing 1 ounce or less because it is not
unreasonable to design rates such that the additional ounce rate recovers the additional
costs of the nonmachinable pieces.

For First-Class Mall pleces weighing 1 ounce or less, the nonmachinable
surchgrge is applied to a relatively small number of pieces with different mail
characteristics as compared with the majority of pieces weighing 1 ounce or less. In '
fiscal year 2004, only 1 percent of all First-Class Mail was assessed the nonmachinable
surchargé (508.9 million pieces out of a total of 45,161.7 million pleces).

For Standard Mail, the nonmachinable surcharge was applied to letters only,
but up to the break-off point of 3.3 ounces. Unlike First-Class Mail flat-size pisces,
Sfandard Mall flat-size pieces are not subject to the nonmachinable surcharge bécause
the Standard Mall pricing structure accommodates the potential for nonstandard-size
pieces. |

PUB
Purpose of Surcharge
A surcharge that applles to both nonmachinable mail and customer-requested

manually worked mail meets the criteria specified in the Postal Reorganization Act

LIC
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FR_Proposed_Nonmachinable_60605 ' 6

‘ §3623(c). First, the surcharge is fair and equitable (criterion 1). It requires mailers to pay
rates that recognize part of the higher costs associated with manual processing, whether
from a mailpiece design or from a customer request for such processing. At the same
time, mailers who design and prepare machinable mail are not unfairly penalized by the
upward pressure on costs incurred by nonmachinable pieces. Secondly, in the case of
manual processing requests, the nonrﬁachlnable surcharge also recognizes the higher
value of service (criterion 2) received when the Postal Services fulfills these requests.

For mailers, the nonmachinable surcharge should clarify that, in today’s highly
automated processing environment, the Postal Service incurs a higher brocessing cost
for handling nonmachinable pieces. The Postal Service believes that it is appropriate to
price mail with widely disparate costs accordingly. Not only does this approach to pricing
spread the processing cost burden equitably, but it also provides a-useful and
unmistakable signal to maiiers for evaluating the relative costs between preparing
machinable and nonmachinable malipleces. Automation best reduces overall unit costs
when signals from rate incentives and preparation requirements lead to a cost-

minimizing mix of mail.

. Nonmachinable Surcharge-
Current Nonmachinable Characteristics
The following physical characteristics currently make a letter-size piece subject

to the nonmachinable surcharge (see DMM 101.1.2 and DMM 201.2.0).

a. A Iength-to-héight aspect ratio (length divided by height) of less than 1.3

or more than 2.5. : PUBLIC

b. Enclosure in any plastic material including polybag and polywrap.

c. Closure devices such as clasps, strings, or buftons.
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Netflix and the Round-Trip Disk Mail (RDM) Project
Background

Beginning early this year, Pricing and Classification, Operations, Engineering,
Finance, Law, Sales, and Marketing began meeting to resolve issues related to First-
Class Mail customers using the mail for renting movies, games, and audio books on
compact discs (CDs) or digital versatile discs (DVDs).

Engineering: In April, Letter Mail Technology completed the first phase of an
extensive envelope machinability test. A total of 5,000 envelopes using five different
prototype designs (including one created by a commercial envelope manufacturer)
were tested using current letter automation for both outgoing and incoming trips.
Engineering compiled and analyzed the data from these tests, including an individual
damage assessment of the discs contained in the envelopes. From this testing and
data, specifications were developed for machinable letter-size pieces containing
discs. Flat Mail Technology also designed and conducted a separate test for flat-size
pieces containing discs, using similar testing procedures. Engineering then -
developed specifications for ideal flat-size pieces containing discs. ‘

Operations. Operational Requirements and Processing Operations made several
site visits, conducted telephone interviews, collected data from the Business Service
Network and documented mail flows for two-way pieces containing discs — both
current practices and possible improvements.

. Marketing. Pricing and Classification, working with Operations, Engineering and
Law, developed proposals for a separate First-Class Mail niche classification for
RDM mailpieces that meet strict content and automation requirements (including
national testing and certification procedures for envelopes). Mailers would not be
permitted to participate in this program unless their mailpieces met those
requirements.

Current Status

RDM volumes are growing at about 75% a year. Netflix remains dominant,
accounting for approximately 94% of the volume, but they have over 20 competitors.

A decision to file the niche classification is pending. A major issue is the potential
impact on our rationale for the additional ounce rate.

A Federal Register Notice is being prepared to propose a clarification to existing \)XC’
DMM rules that would subject all letters containing disks to the nonmachinable Q\S?)
surcharge unless they meet tight machinability specifications developed in the
Engineering tests, or use an industry developed mailer that is pre-certified by
Engineering as machinable. The lightest envelope that current Engineering

specifications permit is an RDM envelope (with disk) that is slightly over 1 ounce
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outbound and slightly under 1 ounce returning due to the tear-off address label,
Engineering continues to work on a machinable envelope that can be under an
ounce outgoing, but there is some doubt whether this is physically possible. Major
envelope manufacturers appear motivated to try, given guidance from USPS
Engineering test results and the reward of a machinability certification.

Letter mail may not be a viable long term product in the RDM market due to disk
“cracking. Engineering tests indicate that the disks are being destroyed by repetitive
stress cracks when the disks are bent at high speed as they pass through diverter
gates on the AFCS and DBCS. These tests suggest that if RDM disks are processed
completely within letter automation in both directions, they would suffer losses due to
cracking in excess of 5 percent per round trip. Industry data indicates that the
dominant firm in the RDM market, Netflix, pays about $10 per disk so their loss per
rental would exceed 50 cents in a fully automated letter environment. (Currently, the
design of returning Netflix disks is nonmachinable.) Two ounce flats, which are not
subject to similar damage, may be a lower cost alternative. Service performance on
FCM flats is a significant issue since the rental life for most DVDs is quite limited.

The field is instructed to run outgoing RDM letters on automation. There are no
similar instructions on returning RDM pieces, but field practice is to remove these
pieces from automation as early as possible due to machine jams, damage to other
mail and our equipment, and complaints from Netflix about disk damage. In some
cases Netflix pieces can be trayed immediately, but otherwise Netflix mail and other
RDM must be sorted manually or in flats-automation. As an interim workaround,
Engineering is testing use of the AFCS stiffness detector to extract retuming RDM
letters for processing as flats.

Netflix Issues

Potential RDM policies have been discussed with the industry. In recent
correspondence, Netflix made three specific requests. Suggested responses are as
follows:

1) Nefflix: We cannot see a reason for banning a small window. For months now we
have shipped millions of pieces with a window on the back of the mail piece that is
5/16" X 2 3/8" without any problems whatsoever. This is part of our internal process
of automation and is essential to our operations. We are using this currently in 6 of
our major locations and will complete the roliout to all locations by end of September.
Going back to no window would be a multi million dollar expense to Netflix.

USPS Response:

pUBLIC
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2) Assuming that we can agree on the use of a smail window, the orientation of the
disc within the Tyvek envelop is a major probiem for us. Your proposal is that the
sleeve opening not be at the top. However, inserting the sleeve with the opening to
the left or right against the glue line would cause the bar code on the siesve to be
vertical and not readable through the window. Redesigning the barcode wouid
require a substantial investment to re label over 14 million discs. Changing the
window to be vertical would potentially introduce some automation problems. We see
no real operational issue when the disc opening is facing up and the existing barcode
is horizontal. Gravity is holding the disc down during the outbound processing. We
have seen no probiems with this orientation in the past 6 years.

USPS Respon

3) The requirement that the envelop be made of paper that is a minimum of 70-
pound puts seemingly arbitrary restriction on the mailer design when we must keep
the total mail piece weight to a maximum of 1 oz. We currently use 50-pound paper
and have few problems sorfing the mail. And a revised design that centers the disc
per your new requirement will provide more stability than our current mailer. We
would like to see that number reduced to 55 or 60-pound paper if possible. Of
course, if the allowable weight for the outgoing mail piece were closer to 1.5 oz then
this would not be a concern and would enable the use of heavier paper weight. If the
rate break for our outgeing mail continues to be 1 oz., then your proposed minimum
of 70-pound would put us over that 1 oz. limit and push us info the 2nd oz. rate
category

USPS Response:
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USPS 2-way DVD Mailer Test Results, Conclusions and Recommendations

Backaround

2-way DVD mailers, although a small percentage of total letter mail volume,
were causing a disproportionate amount of difficulty for the Operations that
processed the pieces. Although the Mailers were enjoying automation rates for
their mail, most pieces were being handled as flats or manually, resulting in
financial losses for the postal service.

In order to minimize processing difficulties and increase automated handling
of this type of mailpiece, USPS engineering commenced a design development
and test program to validate a machineable mailpiece. The resulting data
would guide the establishment of new requirements and/or classifications for
2-way mailers containing optical disks. '

USPS Engineering designed four proprietary 2-way DVD mailers (patent applied
for) These mailers were unique, being a compietely different configuration
than the 2-way DVD mailers in use at the time. The goal was the development
of a machineable and automation compatible 2-way DVD mailer.

After the development of the mailpiece, manufacturing companies were
contacted for quotations to produce a large number of samples for test.
(This search led to the inclusion of a fith, none USPS designed sample
developed independently by an envelope manufacturert?®; increasing the sampie
size would be statistically beneficial.)

Description of Test Samples

Each test sample was a complete functional 2-way DVD mailer, comprising one
DVD, a Tyvek® sleeve, two address labels and appropriate printed postal
indicia, FIM and permit information. The labels bore no “live” address to
insure stray samples would not leak into the mail stream.

Since it was clear that the poor machineabiity of existing DVD mailers was
due, in part, to the flexibility of the paper used (all existing mailers
weighed £ 1 0z.), the postal design specified minimum paper weights of 701b
(offset) or 281b (bond) and was finish folded along the horizontal edges for
added stiffness.

Anecdotal information attributed DVD damage to the cancellation process on
the Advanced Facer Canceler System (AFCS) so the pocket containing the disk
was moved toward the trailing edge of the mailpiece. The large USPS designed
samples (Type B and D) maintained this design feature. The small samples
(Type A and C) located the disk centrally to minimize the “flaps” on the lead
and trail edges, The smaller package was intended to satisfy the < 1 oz.
weight requirement sought by most mailers at that time. Another significant
design difference was the configuration of type ¢ and d. their design
anticipated the need for obscuring the barcode and id tag that may be printed
on an outbound mailpiece. This feature will eliminate Toop mail.

PUBLIC
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Approximately 1500 of each sample type were procured for test.
Table 1. Size and weight of the test samples

Test Sample Size - Inches Weight - .Ounces

Identifier (Hx W) (Outbound/Inbound)
Type A _ 5-172" x 7-1/4™ . 1.02 /7 .92
Type B 5-3/4" x 7-3/4" 1.03 7 .93 -—*
Type C 5-1/72" x 7-1/4" : 1.02 /7 .9
Type D 5.3/74" x 7-3/4" 1.07 / .95 * ?‘4‘ ~
. \" .
Type E 5-3/74" x 7-3/4” .95 /7 .86 .

§§
Tests_Performed N

A1l test samples were tested on production ietter sortation equipment in one
of three Facitities: Northern Virginia P&DC, Suburban Maryland P&DC and
Portland (OR) P&DC.

Approximately 1500 of each sample type were available for test. This quantity
was subdivided into smaller groups to allow for distribution to other sites
and to facilitate the use of different mail processing equipment to account
for variations in machine performance:

The test plan (Attachment A) was designed to simulate the processing to which
an individual 2 way DVD mailer is subjected by performing several consecutive
test runs. Samples were removed from the group after each run if they
exhibited unusual damage and after the 3™ DBCS and 15t AFCS run to help
isolate where disk damage may have occurred.

Test Results

The following table Tists test results by sample type, group and test run.
Group 2 tests were performed at the Portland (OR) P&DC, and the results are
described in Attachment B. Type A and C samples performed so poorly during
Group 1, 2 and 3 test runs that the samples were withdrawn from further

testing. IC
KEY: JM = Jams FX feeder Jam I)IJIBIJ
TX transport Jam
SX stacker Jam
FO = Flyouts (samples not captured in stacker module)
DD = Damaged Disks

N\
\\%} f\/\}.

e

\\
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Table 2. Test Results
TYPE A RUN 1 RUN 2 RUN 3 RUN 4 RUN & RUN 6 RUN 7

JM 0 Tl 0 0 0 0 0

GROUP 1

225 pcs FO 30 45 20 - 10 6 0
DD
JM

GROUP 2

225 pcs Fo
DD

TYPE B

RUN 1

RUN 2

JM

GROUP 1

FO

11

10

225 pces

DD

JM

GROUP 2
225 pcs

FO

DD

JM

S1

GROUP 3

FO

225 pcs

DD

JdM

GROUP 4
225 pcs

FO

DD

PUBLIC
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GROUP 5
225 pcs

JM

FO

4 DD

GROUP 6
225 pcs

JM

FO

DD

TYPE

RUN 1

RUN 2

RUN 3

RUN 5

RUN 6

RUN 7

GROUP 1
225 pcs

JdM

FO

11

21

40

DD

GROUP 2
225 pcs

JdM

FO

TYPE D RUN 1 RUN 2 RUN 3 RUN 4 RUN 5 RUN 6 RUN 7
» JdM 0 0 0 0 0 0 0
GROUP 1
225 pes FO 8 14 10 - 0 0 0
. DD
JIM
GROUP 2
225 pcs Fo
DD
PUBLIC
4
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M 0 0 0 0 0 0 0
GROUP 3 -
225 pes |10 0 1 1 0 0 0
DD
M 0 0 0 0 0
GROUP 4
225 pes |0 1 3 0 C - 0
DD
M 0 0
GROUP 5 ~
225 pes |0 0 1 0 -
oo |
_ M 0
GROUP 6
225 pes |0 1 0 0 -
DD

* SUSPECT AFCS STACKER GATE WAS AT FAULT

TYPE E RUN 1 RUN 2 RUN 3 RUN 4 RUN 5 RUN 6 | RUN 7

JM 0 0 S1 0 0 0 0
GROUP 1
225 pes Fo 2 0 0 - 0 .0 0
DD
JM
GROUP 2
225 pcs Fo
DD
JM 0 . 0 0 0 0
GROUP 3 A
225 pcs Fo -
DD
JM 0 0 0 0 .
GROUP 4
225 pes |F0 | 1 0 0 - 0 0 0
DD
JM 0 0 0 -0 0
GROUP 5
225 pes FO 0 0o . 0 -
DD
JM 0 0 0 | 0 0. 0 0
GROUP 6
225 pes FO 0 1 . 0 - 0
DD
4958 | oM | 1 2 X
PUBLIC
5
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Conclusions
Feeding

No feeder jams occurred. Feeding of all sample types was excellent with the
Teading edges sustaining minor tearing damage particularly near the
perforations, This damage did not effect subsequent feeding operations.
Despite the samples being constructed with the disk on the trailing edge, the
paper weight and fold orientation was sufficient to prevent the leading edge
from folding over. In later tests of group 5 and 6, samples were fed upside-
down to simulate a leading edge disk location. This improved handling on the
feed belt and stack quality

Stacking

Two jams occurred in DBCS stackers. The larger samples (Type B & D) performed
very well; the smaller samples (Type A & C) exhibited poor stacking with as
many as 5% flyouts on the outbound DBCS passes. High-speed video was taken of
this behavior in an effort to identify the cause. The variation in thickness
of the mailer causes the sample to dive when entering the stacker. The lower
leading corner sometimes snagged on the stacker structure causing poor
stacking or flyouts. The tendency to flyout is reduced in the Tonger samples
since their length allows them to clear the snag points. The poor performance
of Type A and C samples caused them to be withdrawn from testing after Group
3 was tested. .

Disk Damage

Percentage of disks damaged is not available at this time, as examination of
the samples is ongoing. Attachment C contains interim disk damage data from a
small sample set of other mailers under test by Engineering and indicates
about 4.5% breakage. The damage occurs in both the DBCS and AFCS runs
equally. This indicates the gate geometry, which is common to both machines,
is the most likely cause of damage (rather than the bullwheels or
cancellation impact). Samples entering the diverter gates are bent
momentarily to about 120 degrees. It is believed that breakage occurs after
the disk has experienced this bending stress several times.

Concurrent Testing

During the period of the test several other DVD mailers were submitted to
engineering for test. These provided valuable, additional experience on which
to base design recommendations:

e Netflix - Current design made from heavier paper weight.
e Blockbuster - Submitted a samples almost identical to USPS Type B.

Received approval
N - Submitted samples identical to Type E (purchased
from . Received approval.

o GHED - Scveral unique designs submitted in various paper weights and
configurations. Not yet approved

PUBLIC
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ATTACHMENT A USPS 2-Way DVD Mailer Test Plan

ATTACHMENT B‘ ‘Test Report from Portland (OR) P&DC
ATTACHMENT C Interim Disk Damage Data
PUBLIC
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Buthor: at WADCOTOL
Date: afzajo2 2:17 BM .
Hormal

subject: Stiffness Srandaxd for Non-machinable Letters
--------- meseemwm=mrm—s=e---ee-----— Mepsage Contents

S-1V)
To confirm your conversation with and I, we would
appreciate your advice on appropriate standards for the new
non-machinable surcharge {12 cents} which will apply to single piecs
letters in the new xate Btructure to be implemented on June 30. We
also request your advice on-possible equipment modifications 1f single
piece mall that pays the non-machinskle surcharge occurs in high
volume.,

The current propeosed standard ie modeled on the atandaxd {cel0) for
automation rates. The stiffness standard in particular requires only
that the mail plecs must "bend easily when subjected to a transport
pelt tengion of 40 pounds around an 1ll-inch wheel.” We are concerned
that the proposed ron-machinable standard may not be gufficlent te
avoid significant jams, damage, and lost productivity in some
operationg., In particular, there are field reports that letters
contalning CDs in ceolleccion mail {e.g. DVD movies being recurned,
home movies on CDs} are a major and rapidly growing problem on the
AFCS. '

I can be reached at zoz—zss-h

Thanks,

.
yS -1\

o - Zq ’ '
%:ipt e 21: ‘VAAGQMAN at mevacosy U5 ~129 ) ps -leo
ot At WADCO35L, t ARVAOLTL 15 - O lp) :
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._Washlngton, nc US- 143

From: _- HGQ- Operations U 5 _6‘1 Z

+*

Sent: : Thursday, July 0 T 9:09 AM
T 5-14 8 . W%W Washington, DC-
- Washington, DC; Washington, DC
subject: V5- [l ma District Review - Netfiix c
Us-0%)
vs- 0‘4

More disturbing is their proposed bypass of BMEU entry so they can shuttle mail directly
to Tulsa to turn 2-day wail inte ONWD, or their proposal that we work mail manually to meet
their OND expectation for 2-day commitwent, This effectively establishes a new CET
category - "Overnight delivery for destina.t:.on volmne"

From: - Washington, DC VS ,qs

Sent: ursday. July 05, 2007 8:54 m
W- Washingt ' - Washington, DC; —
- Washington, b . - fo[ U.S -0 ’ VS /O

[#{-3] - HQ- Opexations
subject; Re: Okla.homa pistrict Review - Netfnx vs-0 '-I‘Z..

— - > ©

~-----0riginal Message«----

Fmrn: ~ Washington, DC

S - Yoohi o resvivgeen, 0% —l - Meshington, DC; (Y
washington, DC v o) . . - .

Sent: 'Thu Jul 05 08:00:35 2007 Shus o4 LS.14g

Subject: FW: Oklahoma Ddstrict Review - Netflix

FYXL

S-le |

wm==eGrigina.

From: m‘l‘h . -~ Dallas, TX "‘VS"O?O

Sent: ursday, July 05, 2007 7:51 AM

= S -~ s e PUBLIC
ce: - Washington, DC - US- |l

Subject: FW: Oklahoma District Review - Netflix

, V- bt

Some :Lnteresting reading below, notes from a Netflix - Okiahoma District Manager meeting
last week., Oklzhoma is not vnicue, Netflix is meeting with various postal officials

" ghroughout the Area and nation., While this meeting was positive, the detailed notes
below show the extent of what's geing on.

-' _ U5~ o‘io
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XTI T

-} 2:14-244-525'? . us, O g% PUBLIC
---—--oriiinal ﬁessage----
From: - Oklazhoma City, OK

Sent: Tueaday, July 03, 2007 3:2]1 PM
Te: GEMERRENEE - Dallas, TX; AWM - Dzllas, TX
Subject: ] FW: Oklahowa District Review - Netflix \ V S Oq o

ys -o7Z

Thought you might be interested in this summary of their visit last week.

-umeDriginal Message----- ' N F - OO—T
giﬁ'é‘ %sgy. June 28, 2007 L0:48 FM 3 058 . US -.]7 8
Ta: - "okl city, OK Tulsa, OK s>~ /

Ces
Subject: Oklahoma District Review

NE-0lb) UF-017; NF-0I8) NF-bIT
KN?,@.\Q

Thank you for the cooperation you and your staff extended to m and me Quring
our recent visit to the Oklahoma Pistricet., As per our cpenin i1ng W you, oux goal

for delivery and return service performance for our Netflix mail ia 95% on time delivery
and returm, Your digtrict aceounts for 7.1% of the Southwest Area volume of Netflix
ghipments. The following is a braazkout of the volume percentage for your 5 largest 3
digit zips: 730 — 22.2%, 731 ~ 20.2%, 740 — 17.%%, T4I — 14.2%, and 735 — 8.1%. These
zips account for almost 83% of our volume in your district. Since the Netflix Hob opesed
in Oklahoma City, you have made significant improvements in both but you are not yet
achieving these targets, Over the last few weeks your delivery performance has been in
the 52%- 93% range and the return service was a very good 94.5%% during the last measurement
period, Your damage statistics indicate that you have some of the lowest damage to our

YWis in the Netflix system — typically arcund 1%..

Our discussion in the entrance meeting centered around how to improve in all of the above
metrics and we spent considerable time discussing performance to 740 since that appeared
the 3 digit area that was lmpacting your bottom iine performance the most. We found cut
that 740 is a 2 day delivezry area for mail originating in OQklahoma City and destinating in
740. The scorecard that has been provided by Netflix has measured 740 as if it were an
overnight area., Since the Netflix mail on Monday and Tuesday rilghts has generally been
shipped on the 2150 dispatch from OKC to Tulea and has been arriving in Tulsa around 2330~
midnight, the Tulsa plant has had difficulty finishing sortation t¢ assoclate cffices in
this zip.thus impacting your sccre and achievement of the target. I spent time in the
Tulsa plant and validated with management and personnel whe handle cur mail that this late

.arrival of mall from OKC has megatively impacted thelr ability to achieve an overnight |

commitment. There is an earlier dispatch that leaves OKC. in the 1800-1830 timeframe and
on lighter volume days, our Netflix wmall is entered earlier at the BMEU and the mail
travels on this HCR. When the mail is on this shuttle, Tulsa ig able to work the mail to
740 ap if it were an overnight committed zip. Following are some strategies that the USES
and Netflix should explore in order to meet our cbjective of achieving 35% {(particularly
in 740):

1. Netflix Hub Manager to staff and schedule operation in order to achieve a drop at
the BMBU by 1700 on ALL days, not just Wed-Fri (light volume days}. If this accomplished
then the wmall can go on the earlier dispatch and arrive in Tulga in time to have the mail
worked it a DPS operation for cone day delivery. In addition, should we achieve this
cutoff time, =ips 743, 744, 745, 746, 747, 749 will have a strong chance to algo achieve
evernight delivery since these zips are ALL overnight frow Tulsa,., Discugsions with the
Plant Manager in Tulsa and the MIFS indicate that if we get mail £o Tulsa by 2200, then
they cap achieve overnight delivery on these¢ zips and especially 740 which is a high

2
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volume destination. Netflix would have to provide containers with the mail broken out to
zips to provide fox dock trangfers with minimal handling in the Tulsa plﬁf

2. Tmplement a shuttle from OKC to Tulsa if the Netflix Hub is unable to achieve [‘I C
thel700 CET at the BMEU on Monday and 'I‘uesda.y On these days, the Hub would have to

tender mail and have it cleared by 1930 in oxder to achieve the 2200 CET in Tulsa. Again,
if 2200 is achieved then overnight service for all of the above zips could be achieved.
Netflix would incur operational and transportation costs.

3. Continue as is but once the mail arrives at Tulsa they would do a 5 digit sortation
on all the 3 digit trays and forward this mail and any 5 digit trays to the AOs to work in
a manual operation. The USPS would incur operational costs.

I spoke with the Netflix Hub Manager Thursday night and we discuased the opportunity to
staff and schedule his operation to achieve that 1700 CET time at the BMEU. He believes
that once his staffing is updated and stable, he can achieve this target. We will run
some staffing models based on volumes and productivity targets to determine if this is
feasible. If not, then I would recommend that we pursue a shuttle from the Netflix Hub to
Tulsa in order to meet the expectations of our custcmers for one day delivery. I
understand your objections to working the mail manually and even if you did this, we could
not achieve the overnight goals in the smaller zips.

Other obser¥vations:

Your culling operations at the docks and in the 010 operation are some of the best that we
have seen. When we visited the FIM DBCS operation we only saw a handful of pieces that
had been cancelled and made it that far. Your AFCS operators and the staff in the 010
were doing an outstanding job of capturing our mail before it was cancelled, THANKS!
Your damage rate shows your atteantion to:our mail!

We discussed the need for the re-wrap section to send ALL Netflix mail regardless of the
damage to the Hub every night...no need to try to piece it back togethexr, just give it to
us.

You have a good system in place to get our returns back to us. The plant manager in Tulsa
began sleeving our mail after we discussed the issue with him.

The BMEU personnel were really customer friendly and supportive of Netflix...we recognize
that there are acceptance rules and that MERLIN tests must be done, but they were
explained in a positive manner.

vs-038

@S, MIPS in Tulsa, has requested that we provide him with addresses and zips for
any new hubs or shuttle locations so he can program the automation to send to one bin
{although I didn’t see wmuch mail at all in the FIM DBCS).

Collectors in both locations were doing a great job in isolating our mail (and that of our
competitors) while they were collecting it from the boxes. Xudos to them.

3

GFL0000277



b 4

In closing, we appreciateé your support of our Netflix efforts to increase business by
giving a great service to our customers and lock forward to a successful resolution to the
issue of improving delivery scoreas to the 740 area.

NE- 0o

||

Netflix, Inc.

|
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NETFLIX - Standardized Distribution Process

Background

NETFLIX is an on-line DVD rental company that uses first class envelopes to mail their
product to customers. Customers then return the DVD in the attached Business Reply
Envelope provided. The BRM envelope containing the DVD being returmned to NETFLIX
is non-machineable. Because mail pieces returned by customers to NETFLIX are non-
machineable, they are being handled in a variety of distribution operations.

Additionally, NETFLIX has established a nationwide network of distribution/receipt
centers that service specific geographic areas. As a result, the majority of return product
at each USPS processing and distribution center is destined for specific sites.

Purpose

implementation of a Standardized Process is required for the processing and distribution
of the NETFLIX customer return product. This will identify a standardized mail flow for
this (and similar) products. A standardized flow will enable distribution operations to
reduce handling related to the processing of this product, ensuring an increased
performance achievement. :

Processing and Distribution Center

010 Operations:

All NETFLIX customer returns found in collection mail are to be culled at the 010 and
trayed to basic separation(s), which will be established based upon the highest density
NETFLIX service center destinations. At a minimum, each facility will require one tray
separation labeled to the NETFLIX service center location (which services the local
area) and one tray separation for residual NETFLIX service centers. Full trays
generated from this operation will be weighed into MODS operation 030.

030 Operations:
NETFLIX mail pieces are to be speed cased as first class letters and placed into EMM
trays. Trays should be sleeved and labeled for proper dispatching. Any mail pieces

received from other operations are to be combined into trays for dispatch to the
NETFLIX service center,

PUBLIC
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‘MEETING SLIDES Page 1 of 1

SRR - Washington, DC (S - |42
From: I \, ¥ - O 1

Sent:  Friday, March 11, 2005 9:26 AM o

To:  FFNENNER. \\/oshington, oc;JEENNNER - /:<hington, DC U) - O 36 ) VsS- Iq 8
ce: R :

Subject: MEETING SLIDES N G ol (p) ' N F © L{

Thanks again for meeting with us and your willingness to work together and reduce product
damage. Attached are the slides on damage and processing varlation. We are anxious to move
forward on the key items discussed as summarized below.

1) Start sleeveing the mail so that we avold the damage caused to mail on the bottom of pile.

2) Adopt the San Diego return mail process which is cost effective and significantly reduces
damage. -

3) Implement the "Nearest Netflix Hub" concept at all plants which eliminates the need to sort return
mal! fo exact address. We will send out a list of nearest hubs by PDC early next week. -

4) Begin a join evaluation project to determine if modifications to the AFCS can be made that will
automatically eject Netflix mail at the thickness reject gate. If successful this would enable full
automation of our mail with the benefifs of no downsiream sorting and damage. If possible we wouid
fike to develop the prototype and do the evaiuation in the San Jose PDC so our automation manager
and staff can easlly work the project,

5) And finally, we wouid like to get on with process change to drop tabbing. We have mailed over

4,000,000 mailers without tabs and have zero problems as reported by customers or USPS plants.
Tabbing actual caused more problems for the USPS because tabs come loose and cause equipment
jams.

Thanks again for the meeting and we look forward to working with your staff on the improvements,

Regards,

v$é  wNE-o15

Netflix

RIPA/2009 : ‘
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# IPS —-018 08/04/03

United States Postal Servicé_
Atlanta Processing & Distribution Center

GOAL: To ensure apprdpriate handling of Netflix mail on all

three tours.
TASK: Identify and publish proper handling procedures for
Netflix. ,
, ' P
ACTION: Ugy ’
' 1. Netflix is recelved mixed in 010 collections. . AFCS C

operators cull Nefflix from the AFCS feeder section. The
culls are placed in the non-machineable mail tray for 030.
Missed pieces go to FIM “A” stacker on the AFCS for -
processing on the 881 FIM sort program on DBCS machine
#11. .

2. Netflix sent fo the 891 FIM machine is culled by the ledge
loader, as much as possible. The Netflix culls are placed in
a tray, located on top of the tray rack, next to the feeder
section. When the tray is filled, a red Duluth GA 30096 label
is placed in the tray. Missed pieces are sorted to bin #27,
Duluth GA 30086, :

3. Nefflix sent to 030 is culled by the 030 Gatekeeper. The
direct tray for Netflix is placed in the originating SCF 300
container. A Clerk on the N. Metro SCF case verifies the
mail piece by piece and labels the trays for Duluth GA 30096
for dispatch to North Metro. There are no direct separations
for Netflix on the SCF 300 letter case, 030, or on the 891
Sortplan. The clerks hold Netflix out to the side, then make
a direct tray.

GFL0000302



4, All Netflix mixed in with flats are pulled out of the
machineable mail, to the extent possible, and piaced in a flat
tray labeled for North Metro.

"4, All Netfiix trays are labeled for Duluth GA 30096.

CUSTOMER: Mail Processing

EFFECTIVE:  08/04/2003, —

ISSUED BY:  In Plant Support Office “g\,\,c’
Atlanta P&DC s

APPROVAL AND DATE:

PLANT MGR:

'IPS MGR:

T-1 SR MDO:

T-2 MDO:

T-3 SR MDO:
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Message \)5453 Page 1 of 3
" From: TGN W ashington, DC 3
 Rosstyn, va US - 02T us-02

Sent; Wednesday, February 22, 2006 4:08 PM
- Rosslyn, VA;
-Washmgton, DC; Washmgton DC; _W&slungton,DC —'

§ To:
' —-'
Subject: FW Online DC Dlrectioryr.xls UPDATED US - J_!(’ /

Importance: High S - 09 3

“ U B2y :
( Attachmentsi DC Directory.xls; Scan218, February 22, 2006.max
3 1 was going to.suggest you mntad:“gmup, which I see that you have since, they'll be the function in

! “charge of making it happen (at least from the HQ level). initial reaction was mine as wall, in terms of the "doabliity™.
* Furthermore, they're much more difficult to kdentify, since don't stand out.
e LS5-193 Vo 14

-—(Jrigiral M .

: me:d:a“‘”asginggg&gc ~U5 154 _Jo |
i Sent: W : :

i To: nghm%m, %Aﬂanta,m US -1l U5~

S Washington, D.gs Washington - Washington, DC
bject: FW; Oniine DE Directory xis UPDATED .
Importance: High Us-18s  US-I53

! There is no way the AFCS is setup to cull and separate DVDs for two different mailers — and who knows how many
more request we are gomg 10 receive. — | really think that a non-machinable surcharge noeds to be applied if the mailers
continue to insist the piecs is not automation compatible. 'We knew that culling Netflix at the AFCS was gomg to open
the door to other mailers requesting the sane treatient.

«—=-Original Messa - -
v it <cosyr, va U5 < 022
Sent: Wednesday, February zz, 2006 3:39 PM : :

To: Washing’eoni Dc; - Wastington, oC; W Ve, va

. Washi S W
Subject: Fi: Oniine BC restonods UPEA sy VS-082,05./S4; 5 -0/ S;

Importanca: High vs- 1‘5‘? US 1SS 0s- /5‘]

i FY|~ See attached letter from Blockbuster requesting manual culling of their return mail,

—Qriginal Message--—-
From:(EENEES - Rossyn, VA LS - O2H
Sent: Wedn February 22, 2006 3:13 PM

To - Vaingon | M?Da“asfm ~US-0235 U5-028

" Subject: FW: Oniine DC Dwectow.ads UPDATED
Importance: High

\ Yy s-153
- - s-02%

As follow up tohtelephone message, aftached is-the max file coniaining the letter forwarded
10 me by the NAM for Blockbuster, who is requesting that their. return BVD plece receive manuai culiing and

" processing in-oursystem. Your assistance Is requested in.determining if this is doable and who sheuld
provide the response fo the customer's request. Thanks for your help.

-t

| e

file://RNC2009-1 GameFly\Discovery\Blockbustet\FW Ontine BG Directory.xls UPDATED him 8/25/2009
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Message , Page2.0f 3 .

--—--Original Message--—-
From (N - Dalias, TX S’Oqz US” O"“’ VS 059
Sent: Friday, February 17, 2006 3:43pM - V/
- Yo: R - Houston, TX; Memphis, TN; _ Dulles, VA,“ Hazelwood MO;
‘ /_- St Paul, MN V.
le : - Rosslyn, VA; “{osslyn, VA; SENEEEE - Rossiyn, VA
' Good Afternoan, UsS-09s

Heads upi Blogkbuster is once again 'expandlng meirlpperations. They are opening 5§ new distribution sites as follows:

Most O1Ss have had the BB start up experience and | hope you still have your start up implementation guide that was previously
sent when new sites were opened. _
i Richmond VA is schedule to begin around the end of March,

¥l schedule a telecon next week for further discussion on the remaing sites {we don't have start up dates yet for the others).
pp-0205 E’fJ'OO’
O
&P -029; BO-©
po- 0145 G- 0 2]

| J
—---Original Message—-- VS~ 0% E @ (b -028;5 } 6 %-0 3
FromE - BSN Dallas, TX

. . : Ir - 2. y!
19;:11; Monda JaSnauna;ynfg;ﬁi?g'?( ;12.17 PM - aies, . S - 02 B gH-0 17; ) 66 00 3)
_. Subject: FWy{ Online DC Directory.xis UPDATED _ ® -0
-4z :‘ | - |e6-0E & 2
. BB is adding 5 more DC's. See attached. , (6‘6” 020, 6 6‘ 0o
Thenks, @b -024, HE-00b
LS -083 . | B6-022, 6@ 0lo

~—-Qnginat Message-----
From:

Sent: Monday, Janvary 30, 2006 11:54 AM

N - BSN Dallas, TX; online dcmanagers@blockbuster.oom
Subject: Online DC Directory.xls UPDATED V509873

PUBLIC

Please update your Online DT Directory with the one aftached.
Thx,

file://R:\MC2009-1 GameFlv\DiscoverviBlockbuster\FW Online DC Directorv.xls UPDATED. htm 8/25/200¢
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Message

Page 3 of 3

The information transmitted is intended only for the person or entity to
which it is addressed and may contain confidential and/or privileged
material. If the reader of this message is not the intended recipient,
you are hereby notified that your access is unauthorized, and any review,
dissemination, distribution or copying of this message including any
attachments is strictly prohibited. If you are not the intended
recipient, please contact the sender and delete the material from any
computer.

PUBLIC

file://R:\C2009-1 GémeFiy\Discovery\Blockbuster\FW Online DC Directory.xils UPDATED.htm 8/25/2009
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SR1-203650346 An

Southwest Area Senior Business Service Network Specialist TN cccived

the following emaeil from customer (i NNy vith Blockbuster: \1 a
?pé- o) \Js"‘a'-‘_ :

----- Original Message-----
From:
Sent: Monday, May 21, 2007 2:34 PM
To:? Dallas, TX
e Ced &®-025 )
\J%l\ " Subiect: Blockt;lustef Returns in the USPS St. Louis Facility

>3- oll

Will you please instruct the USPS processing facility in St. Louls to delivery all
Blockbuster return mail (even that which is addressed to our Kansas City DC) to the
Caller Service in St. Louis. Please let me kmow if you have any questions or need any

additional information from me.
deceskok ok okok ok kb ki k ok bk w Rk kR R Rk ®

I i ! roscarch and respond.

e

PUBLIC oﬂb"
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vS-179

v
From: [N - D=i=s, X U 5-07L

. Sent:  Monday, June 11, 2007 5:63 PM ) US‘ oq o
7o: R /oshington.0C ~ V< ,
ce: NN ocies, TX - . . US-HCi

Subject: FW: Automation Bypass Request Letter

Us.oqo
This is the letter from Blockbuster we discussed. They want something in writing from HQs
stating that their mail should be culled from AFCS operations, They have been told previously
it was up to each local plant to make this decision. But they are requesting this be escalated

and a decision be put in writing from HQs.

Tharks,

\)5;:0’1'2-

"We are what we repeatedly do. Excet_tence, then is not an Act, but a Hab_it. " . ARISTOTLE

: T
--—Qriginal Message—-
m«::* 6008
Sent: Thursday, May 31, 2007 12:54 PM -

. To:
' /g_ﬁﬂbjectz Autormation Bypass Request Letter  \ \

B0Vt
- -\)5-077

i had printed ihis and forgot to give It to you when we met today. Attached is the automation bypass request letter
we discussed vesterday, ' '

od-o\\ " V5-069 \U5~0q8

Thariks,

- @Q-o'oﬁ

The information transmitted is intended only for the person or entity to
whieh it is addressed and may contain confidential and/or priviieged
material. If the yeader of this wmessage is not the intended recipient,
you are hereby notified that your access is unauthorized, and any review,
dissemination, distribution or copying of this message including any

PUBLIC

6/12/2007
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Page 2 of 2

attachments is strictly prohibited. If you are not the intended
recipient, please contact the sender and delete the waterial from any

computer.

PUBLIC

6/12/2007
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May 16, 2006

— us-083

. vS-083

Blockbuster Online is continually seeking to improve delivery performance and quality servies to gur customers. To
this end, as sugpested by multiple USPS plaat operations contacts, the Postal Service might find it beneficial to their
operaticns to bypass antomated processes for Blockbuster BRM rewrn mailers and send them directly to the box
section. Blockbuster has no objection to this sokution, and we agree it conld also be beneficial to our customers, In
order to facilitate this process, mail collectors at all levels could separate Blockbuster return mailers with 2]l the
other DVD and video game metlers, This solution may result in shorter transit duration and reduced damage to our
product, as well as improved performance of postal mail processing mechinery since fewer adjustments to
accornmodate these mailpleces wouid be required. This process should apply only to the white-faced BRM retarn
ailers, which ere always addressed to Blockbuster distribution centers and stores. Yellow-faced stamped maglers
addressed o customers should be processed via normal distribution operations,

In addition, Blockbuster Online has no objection if the Postal Service delivers return mailers fo the nearest .
Blockbuster Online distribution center’s post office box zegardiess of which Blockbuster facility Is spe¢ified on the
retumn envelope.  Upon receipt of the DVDs at eny Blockbuster Online ﬁcllw. they wzll be retumed to our
inventory and made available for cur customers to rent. :

Please feel free to contact me with any questions or to disr.:uss this further,

Sincersly,

R
——

Blockbuster Online

PUBLIC

Blockbuster Inc. = Renafssance Tower » 1201 Elm Strees » Dullas, Texas 75270-210] « Phone: (214) 854-3000

GFL0O000317
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mummamamwwmﬁgggz/ .
Closingissue as{ NI Mgrfor Blockbusier Giifiho iv wiableito: sehedm

ﬁmew;thmoekbnswt‘srrgw mwmwhgwﬁw?mma'rc@ roks)
%6 008 ~---¢;, ped‘udmeﬂ:ﬁ d‘oﬁgfelﬂﬁ HyBe
B@OOB HELISPE 1 pmesstheir ML ! :

attittid). At this thy HQ b Bty ouest. Whenapsparise.
iy received a Service Request wi h@mweﬂwdommeﬁm

pPUBLIC

L R TN Suof
PP A R NN STIE R A
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Page | of 2

pntact-Job Title:

iy

5

ontact City:
Dalas

ontact 2P Goda:

XD

[BSM Rep:
B .
VSQ\ BSN. Rep Arex
[Southwest

LS Mmui&’ ]

S Ansolnt Gods:

BENIZpTE5

mppty Ghain.Managed
ontact Artdeass. Line 1:
204 Bip ST BTE 2100
Contatt Addrss Lina 2

oasies
Seannlhg

Sortation Category:

Furictichal A
Wailing Namet

Mali Type:

Letter

Waliisauy Grigination ZIP Sotin:
FE24T-

Grlginatitn Areat

Origiition Deliks

Orighviin BMGIASF:

DALLAZ BULK MAILCENTER
DALLAS MFO BOX SECTION
Mailflasno. Dostinafion 21 ode:

OinerWoik Phorek:

izl

Custaimer Viawshis;

Follgw Uip:

PUBLIC

Eite.Opaned;
MRS 11:0182 A
Dy ot Wauk Oponed
Frggy

Bate Rogoivad:
SrRMeabd 0 1500-Ph
Bay-of Wesk Rosolve
Waednestay.

fiata Glosag:
SRHA000°CT25E P
Day of Week Clousd:
Weglnascay

Age (Razalved):

76 Boys,2 Howrs, 17 M
Agp (Closad):

6 Bays:2Hours 24
AgeTowl; '
5 Bigys,2 Hours21 M
Hsotver;

kp//cnstomerfivst. usps. govicustpmerfirsi/stant swe?SWECmd=GetCachedPrame&SWEC... 7/16/2000
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Account Service Requests

Disiiation BWGIASF.
BALAS kUL e

‘BALLASNIPBISXSRRIION

Acoouht;
BLOGKBUSTER
Account Code:
009248
Avoount Type:
Nationa!
Gorporatp:Napng:
BLOCREUSTER:

BRE¥4R
Sife;

BLOCKBUSTER ENTERTAINMENT

Mail Propaver.Aucount:

Wil Preparer Account Code;

| M PTGO Aboit Ty

WRIFRRiparvr Site:

Page-2 of2

Mall Ppitor Gotbor

sl Propirer BSN Ri
Mall Pigparer BSN R

M Pripirer BEN S

pUBLIC

http:#/eustomerfirstusps.gov/customierfist/Startswe? S WESHd=G8iChedPrime&SWEC... 71672009
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us-1S3

6@,0\\ |

NI, Aitached are the two letiers we spoke about this morning during our telecon on
automation bypass of retums. Per our conversation, if we are fo resubmit language o the field
your requesi fo bypass automation on retumns we need a new latter that does not include
referenoet;: the different colors of mallers (as the 2008 letter) or placing in tubs vs. trays (s In
2007 lefter) - sinca @ of your DC's prefer the frays.
w?‘: -00g S-01L
Also this moming/you advise you neededomething In writing regarding tha telecon in July of
this year with and Manager, Operations Requirements and
Integration e purpose of the telecon was to discuse Blockbuster's request to
ave something in writing by USPS that would be issued on national level requiring processing
centers to bypass automatian procsssing and work Blockbuster return mallers manually, Mr.
MW 2dvised a national policy would not be put into place to ovenride local decision making.

ys- 153 f you need addiional information on this, please advise.

PUBLIC

Thank you, US ~]7 0]

Senjor Business Service Nefwork Specialist
Southwest Area

3200 Brookriver DR STE JI

Daflas TX 75247-4037

2142

214-2G7

GFL0000337



July 27, 2007

vs- I"ﬂ

Scuthwest Arca Business Service Network
8200 Brookyiver Dr ste
Dallas TX 75247

RE: USPS Processing of Blockbuster return DVDs

V-9

Blockbuster Online is requesting that all Blockbuster return DVDs processed by the USPS be Iremmed fo
the nearest Blockbuster Online distribution center’s caller service regardless of which Blockbuster facility
is specified on the return snvelope.

In addition, Blocicbuster Online has no objection to the USPS mail processing culling our rstdipsiiiéisitg _
" flavtibs with Hids. TFhis process has proven to benefit both the USPS and Blockbuster in the Areas where it
has been implemented,

Please let me know if you have any questions or need any additional information from me.

Best Regards, 6 6 _ol 1
L ]

1JSPS Pro Manager Supply Chain Operations
214-85 office
B17-846- cell

i

PUBLIC

Blockbuster Inc, « Renaissance Tower » 1201 Elm Street » Dallas, Texas 75270-2101 « Phone: {214} 8543000
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. FW Damage SOP.tXt
From: #«- Wasl;mgton, D¢
Sent: Wednesgay, September 12, 2007.11:37 AM _ US*“’IB

TO! h - -{Operati Ons;
washington,
Subjec%? FW: Damage SOP Vo- 042

attachments: I ls2s07v1.doc.rer B 2008

As I know you know, any national codification of Pacific's .soP will certainly be met
. with BB's Tnsistence om equal treatment., It.was just a cou;]:'!e months ago that BB

insisted on a formal HQ pesition on their request for manual processing. of their | ‘54"’8
returns. I drafted the attached letter but asked that I attempt to respond L/
through a phone call. I spoke with W nd described the reasons why we were

not going to take plant procassing discretion f the equation, and 1t seemed to

work. BB has been silent since, as far as I know, E)E’OOB

Hl s- 52
----- original Message----- '
From: H - HQ- Operations US *0"1(2-

sent; wed ay, Se te&be;_lz : 200;610:54 AM
To! - Washington, -
subject: FW: Damage SQP Vs - IS?J

original with attachments

----- original Message--~:-
From: * Wash'ington6 DC US ,I‘-] 8

sent: Wednes September 12, 2007 6:40 AM

To: operations
Subject: Fw: Damage SOP US - Oq’zﬂ

Info
S5 48 \
----- origi Message ——--- -
From; - Washington, DC
- ﬂasﬂjngton, g(é: S - Washington, DC;
- Washington : )
/Sem_:: wed Sep 12 05:21:09 200?t ' US - Osl
Subject: FW: Damage SOP . . . .
FYI ‘
us- e
Manager, Prace
office: ,
1 ys-1b _
;;(‘;{;:’ ----- _ NF-OI(O

Sent; Tuesday, September 11, 2007 4:5 '
~ Washington, DC; - Washington, DC

- |
ve-ie 1 PUBLIC

Page 1

-
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»l

#’

/ e FiW Damage SOP.txt

] o
¢ o

X had put together what we feel is working the best. rFirst is the pacific Area
Aop and second is small piece Sl put together to summarize the entire issue and
-express our disagreement with one statement in Pacific Area’s SoP. 1I'd like to work
to achieve your objective of getting one document out that is held as the model
along with the performance metrics to support its use. Please let me know how we
are to proceed from here, : '

Thanks.

s V€ 010

birector, Postal Operations
NETFLIX, INC.

Nevada office: TN
sunnyvale 0ffice: U

NE~ 02 O
sept 09, 2007 3:37
eptem ﬁﬁofip PM

Fram:
sent: Sunda’
To

gﬁt:’ject: Damage so’P\ --—‘“"‘ N?-— 006
— - MNF-go] ™ (FoI5
| IR !

Here i5 a draft summary of “Best Practices” and the Pacific Area's SOP to send to
Let me know if this werks for vou.

wmm— V¢ - 02 ©
Senior Manager Postal Operations
NETFLIX, Inc.

\l

PUBLIC

rage 2
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.JUHBZQ, 2007
@@, 00‘3

-
!!rector, Supply Chain Operations

Blockbuster Ondine
1201 Elm Strest - Suite 2100
Dallag, TX 75270

Dw_ @(b co%

t would Jike to fake this opportunity fo explain the position of Operations at USPS Headquarters
regarding the processes individual plents employ to distribute mall to an individual customer. | have
been made aware that you are requesting a pozition from headquariers on the separation of the
Blockbuster white-faced BRM return malters such that they will consistently bypass all automated
operations and be sent directly to the box sectlon, While it is pur goal to maximize the mail In our
sutomated operations in order to provide the most efficient and cost-effective service, it is our
position that we will not dictate the specific methods each plant must adopt to handle a segment of
tha mail base. We belleve it Important fo leave It 10 the discretion of local operallons management
to carry out the most productive processes based on local circumstances,

There are various reasons why conditions at each plant will vary such that the removal of local
discretion would not be advisable, Though our automated latier sorting equipment is similar across
the network, there are variations among.the numerous versions. Furthermore, the equipment can
ke maintained and tuned with slight differences to account for site-specific conditions and the local

-mail base In order fo improve productivity and decrease mafl plece demage. These factors fogether
can rerskun In varying levals of automated performance for individual mail pieces at plants across our
network.

Also, the amount of mail tendered daily to a custorner will certainly influence the declision of when
and where to hold out mall pieces. Malt to large-volume customers is often sorted out earller in the
process to minimize the cost of handling the volume. Though you cartainly are & large national
maller, there will be significant differences In the number of pieces moving through the collection
mall stream at plents aoross the country, again necessitating the rellance on Jocal experﬁse for the
determination of the most efficlent procedures.

If you have additional questions, feel frae to give me a oall on 202-265- W

Sincerely,

T 3
Manager, onal Requirements and integration

¢o:  3r. VP, Operatlons

PUBLIC

GFLO000349



March 16, 2007

Ret Two-way Disk Mailer
On February 27, 2007 U.S. Posta| Service Engineering received approximately 500 two-way DVD
matlers from for evaiﬂat_ion_. _

History

1t should be noted that Engineering tested & similar mall piece in 2002 and in & letter dated June
11 of that year, informed the requestor that the mafl piece was not automeation compatible. The
sampies submitted by SEENES. are not substantially different in configuration, paper weight,
disk placement or any other characteristic that would improve thelr performance.

Tesls -

Approximately 250 samples were run three times on DBCS to simulate outbound processing. An
additional 150 sarmples were converted to return configuration and processed once on an AFCS,
No formal assessment of disk damage was made post test; the samples were not opened in
order to examine the disks.

Resuks .

The outbound DBCS processing of the samples was good with nominal feeding and stacking.
This can be attributed to the double tabbing and disk leading configuration of the samples. No
jams occurred in the DBCS related to the mail plece.

The return AFCS processing of the samples was poor, The Isading edges of disk tralling sampies
cofiapsed due to their velocity entering the buffer feeder. This degradation of the leading edge
leads to several processing Issues: '

» Double feeds

« Fine Cull rejects due to "skew” _

. Enveiop? damage. ’

« Potential transport jams

« "Fold Over™ obscuring the address P UB L I C

All of the above circumstances, except jamming, occurred during this test.

GFL0000373



Conglusion

This mail piece design Is being processed everyday throughout the Postal system with very poor
results. Engineering's ongoing experience with the poor machineability of this design indicates
that the mailer will sustain damage, cause jams and be mis-Sorted during processing.
This will cause operations personnel to remove the mailers from the automation mail stream and
handle them manually. This culling and manuat handling will be doubled due to the outbound
AFCS pass required, In addition, the lack of a disk sieave increases the possibifity of a disk
cutting the mafier from the inside. :

Based on extensive experience with this of mailer and the tests performed on the samples
submitted, Engineering finds the two-way DVD mailer is not machineabie or
automation compatibie. ' :

-
| Technology g '

8403 Lee Highway
Merrifield, VA 22082-8101

* PUBLIC

GFL0O000374
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May 22, 2007
—
oo [N 5 °\

On May 8 and 11, U.S. Postal Service Engineering tested approximately 400 Netfiix Type Il
sample two-way disk mailers.

Description

Each sampie measures & x 8 inches and weighs approx. 0.900z The mailer has vertical folds
arid perforations and is side loading with the disk positioned toward the Jeading edge on the
outbound configuration. The sampies are finished with adequate adhesive on the closure and
around the disk pocket. The samples bear ne outbound address, POSTNET or indicia. The
return portion is printed with Business Reply Mail (BRM) rather than Permit Reply Mail (PRM)
information. Each s#mpie contained one sieeved disk. The samples are significantly different
from the current Neffiix mailer. No tabs are used, rather two glue dots seive to secure the face
sheet to the pocket portion of the mailer and the samples are perforated through all paper layers
approximately one-haif inch from the trailing edge o faclitate opening.

Tests

All samples were run four times on DBCS to simulate outbound processing. Approximately 25
samples were converted to return configuration and run on the Advanced Facer-Canoceller
System (AFCS). No assessment of disk damage was made post test.

Results

Although outbound Delivery Barcode Sorter (DBCS) processing -seemed nominal, the samples
degraded with each pass. The trailing edge perforation was torn or removed on a number of the
samples after each run. This damage varied from as few as five to as many as 25 pieces per run.
‘The damaged samples wers removed from the group before the next run. No jams occurred in
the DBCS during the test.

The return AFCS processing of the samples was poor. The leading edges of disk trafling
samples collapsed due to their velocily entering the buffer feeder. ‘This degradation of the leading
edge leads to several processing Issues:

Double feeds

Fine cull rejects due to "skew"

Envelope damage.

Potential transport jams

vFold Over" ohscuring the address P UB L I C

All of the above circumstances, except jamming, occurred during this test.

GFL.0000402



Conclusgion

Engineering’s tests indicate that the samples supplied by Netfiix will sustain damage, cause jams
. and be missoried during processing. This will cause operations personnel to remove the mailers
from the auiomation mail stream and handle thern manually. In addition, the lack of tabs
magnifies the potential for mailpiece damage and disk ioss or theft,

Engineering finds the mafipiece supplied by Netfiix is not machinable.

Sincerely,

\)S'W’O

Letter Mail Technology

U6~ o5

pPUBLIC
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UNITED STATES POSTAL SERVICE (USPS)
OFFICE OF INSPECTOR GENERAL (0IG)
MARKETING

L yer\2?
INTERVIEW W/ _ USPS Engineering
| wo-27

PURPOSE: To document telephone interview with USPS Engineering, Wil
Manager, ‘Acquisition Management.

DATE and TIME: May 24, 2007; 2:00 PM

PLACE: Telephone Conversation

PARTICIPANTS: ‘7}:

(Jf
UsPs Engineaa-nnsl-J
Auditor, Marketing __ USs- 0 C1 q
. f

S

CONGLUSION:

ted that he did not provlde arly written documentaﬁon of any
indicating that Netflix's pieces were us-129

sort to Marksting, o SENNS
automation compatible or machinable. He stated he would not have contradicted
U!' l WO .

anything that ad issued.
DEIAILS:'

A4 w explained that the OIG was performing a review, of PRM and we were

trying to detenmine how Netflix obtained the current mailing rate, without having
being subject to the manual surcharge for its return pieces.

- O
According to a 6/11/02 memo issued by Engineering (signed by IIEEIEND. ps-16
the Netfiix return plece was not automation compatible (machigability was not
mentioned). A 6/24/02 memo issued by Marketing (signed by%vs 124
stated that this piece was machinable, but was not automation corn

QIG contacied nd she stated that she remembered recelvingan (J5-12 1
email/leiter from stating that the piece was automation

compatible. /5 . 72.%

w that he did not write any memoflettsr/emall, and he said he -
would never written anything that would have contradicted something that
uld have issued (he was referring to the 6/11/02 memo),

PﬂBLIC

GFL0O000418



UNITED STATES POSTAL SERVICE (USPS})
OFFICE OF INSPECTOR GENERAL (0/G)
: MARKETING

v -16©°
INTERVIEW W/ -_.USPS Engineeﬁng

. PURP . To document follow up telephone interview with USPS Engineeting,
Y5~ 1 . to determine USPS Engineering involvement with determining the
machinability of Netfiix return mailpieces. )

DATE and TIME: May 24, 2007; 10:00 AM
PLACE; Telephone Conversation

PARTICIPANTS:

| (0
N oo N ° |

uditor, Marketing Us- 094

Mars  teraremrmm——— s % 4 s

CONCLUSION;
vs- 1o Vo4
After explaining to that QPN (formeriy

. merly NI
i /S-13  ~ stated that lssued a letier/email indicating that the mailplece was, . \»4
automation compatible and was fiexible enough WillJ#was not sure what was V2~ \
said about the flexibility but knew it contained something about flexibliity). Based
yo-12 9 on this letter, issued the 6/24/02 letter stating it was machinable. ([ ~US-160
- doubted the t would have issued this memo. [l was ‘)5 - (2.5
i manager and oes not think he issued any memo.
- V5-16 0 '
Jpo Laws befieves that someone in Marketing overruled Engineering's
V5~ decision in order fo give Netfilx the desired rate.

DETAILS:

-

094 (oM
U 3 explained that the OIG was just following up on an earlier conversation fo
etermine USPS Engineering’s role in Neflix being altowed to mail st automation
rates. ' '

g4y vs-16©

USA 0 " .

S began the conversation by explaining to (NI that he had spoke to

ﬂq TR (formerly P}, who had signed the 6/24102 letter stating ,, ¢, .0TY
that the Netfiix refurn mailpiece was machinable. (il explained that (IIED v 24
sald they made the decision to issue that letter because she belleves that she vs -

received an email/letter signed byw who she had been working on

o2 3 the Netflix issue with, basically saying mailpiece was automation

compatible and something about it being flexible enough. She was not sure
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UNITED STATES POSTAL SERVICE (USPS)
OFFICE OF INSPECTOR GENERAL (0IG)
MARKETING

exactly what was said, since it was 5 years ago. She lost this letter last year
when her computer crashed. ’

E that is correct because.he is-falirly ceitain that
1, S, v/ould ot hve issued that letter and went against the fesults of
Vs~ 27  thelrtésting, specially since hewas m | manager.

- 46O
)5 A Y W asked why whermagiifiljread the 6/24/02 letter and it stated that Netflix vs-/ Z 1)
Vo~ was machinable and SllJ#knew it was not.correct, why did he not react. vs-/

/ basically felt that someone in Marketing overruled his office in order to
} . give Netifix the desired rate. :

Vs~
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UNITED STATES POSTAL SERVICE (USPS)
OFFICE OF INSPECTOR GENERAL (OIG)

MARKETING
Cpe2d |
INTERVIEW W/ — USPS Mail Preparation and Standards

PURPOSE: To document telephone interview with former USPS Manager, Mail U 5 -1 29
Preparation and Standards, Iy (formerly SENENNNNNEY. to determine

how Marketing decided that the Netflix mailpiece. was machinable.

DATE and TIME: May 22, 2007; 10:00 AM

PLACE: Telephone Conversation

PARTICIPANTS:

-- uSPS Marketing, (IS s - 29

uditor, Marketing US .09 y

CONCLUSION:

Dy 12
‘-.sent ps- 22

DETALS: . v5 -0i4

, explained that we were conducting an audit on PRM and were determining
’ how it was determined that Netflix mailpieces were machinable, specifically the
U 6094  return pieces. stated that USPS Engineering issued a letter on 6/11 saying
that the mailpieces were not automation compatible, but did not address
Vs ~129 machinabiiity. Sl then stated that a piece has to be machinable in order to
be automation compatible. '

_ 094
Us-034 vs-1214 vo-04
?then stated tha (as the former Manager of Mail Preparation and -
tandards) had signed a letter on 6/24 saying that although the mailpiece was n_q
not automation compatible, it was machinable. (I @sked how made U5~

that determination, said it was five years ago and really could not 2,
remember all the fetails, but does remember getting a letter from VS~ 12
2
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UNITED STATES POSTAL SERVICE (USPS)
OFFICE OF INSPECTOR GENERAL (OIG)
MARKETING

V5124 o8

of Engineering saying that the piece wa flexible enough to be run on automation

and was automation compatible. said that she could probably not find

that letter because her computer crashed last year and she lost almost 2
everything. She did go on fo say that Wl a few years later, said that he had ys-\2
never sent any letter on that issue, but she says that he did. (She will try to find

the letter and if she does she will email it to the OIG.) -
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UNITED STATES POSTAL SERVICE (USPS)
OFFICE OF INSPECTOR GENERAL (0IG)
MARKETING

V5~
- INTERVIEW W/ —, USPS Engineering
PURPOSE: To document telephone interview with USPS Engineering, Ol US -|eO
W, to determine USPS Engineering involvement with determining the
machinability of Netflix return mailpieces.
DATE and TIME: May 21, 2007;" 3:50 PM

PLACE:  Telephone Conversation

PARTICIPANTS:

. . - (p O
- , USPS Engineering, vo
P —

, Auditor, Marketing % - 094

CONCLUSION:

According to USPS Engineering, although the letter they issued in 6/1 1/02 stated
that the Netflix return mailpiece was not automation compatible, it was also not
machinable. (which was not addressed in letter). In regards to the 6/24/02 letter o
that Marketing issued stating that the piece was machinable, vr.qstated U S-1b
_ that “Marketing will have to address that". USPS Engineering had concluded the
piece was not machinable. ' '

DETAILS:

Vo oM wallexpiained that the OIG was just following up on an earlier conversation to
determine USPS Engineering's role in Netflix being allowed to mail at automation
rates.

We first asked the definition of machinability vs automation compatibility. Mr. ‘
. g explained that he would have to go back to the DMM but in a mailpiece has uS -
VQ‘ 0 be machinable to be automation compatible. Mr. @ <xpiained that the ] O
\\,O © criteria is written in the negative, meaning it states what it can't be, not what it
should be. A
_We then asked if in the last five years there have been any changes inthe | S-/ b v
definitions of machinablity and automation compatibility. Mr.- said there
have been some minor changes but nothing that would have any impact on
Netflix's machinability.
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UNITED STATES POSTAL SERVICE (USPS)
OFFICE OF INSPECTOR GENERAL (OIG)
MARKETING '

~ We then stated that back in '02, Engineering tested Netflix mailpiece and
determined that it was not automation compatible, but did not address-
machinability in the letter. We asked if the piece was machinable because
Marketing issued a letter two weeks later that stated that although the piece was ¢ _|(pO
not automation compatible, it was machinable. We asked Mr. if the piece vo-
was machinable. He stated that according to USPS Engineering, the piece was
not machinable. When asked how Marketing determined it was machinable, Mr.
o l(o° -answered, “Marketing will have to address that." : -
\We then stated that in more recent letters, USPS Engineering has specifically
stated when a company has failed for machinablility. We asked what were the US - (»0.
reasons they failed. Mr @B stated that unless he knew the specific company
he would not know why they had failed. :

iy, type of result data shegt that USPS Engineering )0
TF U said there was not, they would ofily U S ALY
st fiat the restits of the fest had been. (There
Testits, nor.was ke aware of any. sepdrate testing done by
cally asked for the 2002 results, and Mr.JiD said that US- J,©
lts for that testing. They just issued the 6/11

We then -asked what it would take to retest all the PRM mailers and Mr.Glllll§ UQ 'I °
said it would take 2-3 weeks per mailer because only one person does the
testing and it would vary based on the workload that they have.

O Mr. QI said he did not know how many national authorizations théy have for
\)(3’\\0 PRM. Marketing or PSSC may have that information. - '

WO Mr. \pwas also not aware of any situation where a mailer was approved to
rd

\)S mail PRM or BRM and then it was determined that a mistake had been made. If
that-had occurred, he was not aware. :
).\ (po MriJIIR states that when they deem mailpieces to be nonmachinable, they are
\)‘D also considered not automation compatible.
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»Rosslyn, VA

Page 1 of 2

Hm:
Sent:
To:
Cet
Subject: FW: NETFLIX

Sharon 1,
Sharoni 2, -

1t seerns simost everyone Is processing this mall manualy.
vating, especially with the upcoming i on DVD’

- V5098

. ¢
o ~us- 19
Bent: Wednesday, July 16, 2003 6:14 PM

Chicago,

L US98 ‘

s ?

Although mail prep csptures & great
processing, a emall perceniage mamages

to find its way to our automated mail stream.

q.mm,u _us-09%
Thursday, July 17, 2003 §:58

yn,VA_US"lBO

Is it possible to “change” the “automation compatibie”

deal of the Netftix vohune and trays it for subseq

tiple are mailed. s &L
e . e5-Lgf LopisQOFE « _
Netflix is getting &n antomation mailing rate discount for pieces that we process manually!
Eﬁ%g%mn VS 098
Sent: Wed 7/16/2003 §:42
oSNNS Chicigo, 1L US - Oj 7
Ce: Chicage, IL; Chicago,

U5- 105

Subject: ¥W: NETFLIX

atlha,fe;aderandmmwitinbatub,thatbt}ﬁn manue
M vs-o98
:n:“-mmﬂ. us~00‘3

Bot:  Monday, July 7, 2003 136 FM
Tor Chicaga, L.

vs-18l

711772003

'VE,J?&‘”‘”‘

| haven't received eny additional Information on ﬂ\is from
counky) and they Bre capturing
are processing this mall MANUALLY, NOT through automation,

iy transferred into an EMM tray.

r
»

. GW‘T?‘?"_‘(‘VZ
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L] L
Author: Fat INTERNET /UG' oo
Date: . 4/25/02 8:25 FM
Norma . -
TO: at WADCO47L NE 0032 a
cc: at INTERNET n-NF'Ol
Subject: NP¥ San Diego followup

----- Message Contents

vou were great at the forunm. ' T was able to make key comtacts with your

help. Eere'g a reca of requaete:
1) You're taking samples of our mailer todiJIEED to get her hilessing
-the mailers are machineable. Assuning (R cousiders the mailer v §-l2 9

machineable then some sort of notificgation goea cut to the districts
armouncing the ruling. b The cbjective is to keep districts from applylng a
&.12 surcharge beczuse of & wrong Essamption.

2} You're talking to regarding ruling #3 of the March 19, 2002

letter. #3 statez we must meet rhe Buminess Reply Mail format elements

acocrding to the DMM and prior to distribution we wust have the BRM format

approved by every delivery office accepting our mail. The arrangement

agreed on b and (IR called for the return piece to

% = calied a "Prepaid envelope that happens to use the BRM elements”. US 401 8
Technically the return is not Business Reply. We also can't have multiple

envelope types to satisfy the different jnterpretations of the BRM format,

~ules. The objective is to replace ¥#3 with a clause that explains the

unigue mailplece and that it i in fact readable as it is.

3} You're talking to sssemEmalll} regarding the April 5, 2002 letter which . US “Oé’ , :
foroes us to pickup up cuxr mail at an associate office {caller service
location) instead of at the P&DC. The chjective is bo allogw the Fflexibility
of epecial arrangements for pickup when absolucely needed. Now we pick up
the mall later (impacting our operations} and the post office spends more man
hours working the mail again at the smaller asaociate officge.

4) You're emailing me the postal link that bas a gool article on Netflix.
- Many Thanks, '

.—' N(:,.ob'z..

*a
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- ‘ Page 2 of 2

_ys-180

co. T
Subjeet:  NETFUX

AL

Sharon, /\\6\ )
tve talked fwice toill In reference to the NETELIX operation, and it ppears that the majonity of this meil

: ma%}hbehgmpmdatthaAFCSandthenmmmw put into EMM trays. Thay are capturing this mall
at the first part of the process, which Is not *automation®. The AFCS is classifled as "mechanization”, the
MLOCR and DBCS ave classified as *automation”. My question s if 50 much of this mad is being manually
trayed, where Is the savings. This must ba costing usMpmoass.Addmmlsmetantmat
some of the customers ere putting up i 3 DVD's In 1 envelop and I'd say we have soms serious issues.
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UNITED STATES _
POSTAL SERVICE

September 12, 2002

MANAGERS, OPERATIONS SUPPORT (AREA)

MANAGERS, MARKETING (AREA)

DISTRICT MANAGERS

PLANT MANAGERS, PROCESSING AND DISTRIBUTION CENTERS/FACILITIES

SUBJECT: NETFLIX Service improvement !

The e-cominerce company, NETFLIX.COM is expanding thelr operation, They have tweive hub
distribution centers around the country with plans fo establish elght additional hub sites by the end of
this year. They specialize in providing convenient and affordable homa enteridinment {DVD rentals)
using the U.S. Postal Service for shipping to customers and for returns. NETFLIX sends disks in a
reusable Firet-Class Mail envelope.. When customers are finished, they retum the disk by inserting it
into the original reusable prepaid envelope at their convenience, The service now has over 625,000
subsaribers. Their annual revenue contribufion s over $16 milion. .

1tis impaortani that we process this mail accurately and efficiently. The enclosed Service Talk
inciudes some major points to share with your staff and employees to ensure excellent service is
achlaved. An enclosed sample mafier with a DVD disk Is provided as a visual aid.

Listed below are some of the common problems reported by NETFLIX:

Looping of the outbound maiiplece—returned to NETFLIX.

Damaged {broken disks} during processing andfor delivery.

inconsistent volumes avaitable for the first scheduled cefler setvice pickup. .

Employess are not recognizing the difierence between the outbound and inbound maipieces.
Exireme losses due to unknown theft or separatior from the malier.

Loss of loose disks that were separated from the envelope.”

a % ¢ 3 4 @

Should you of your staff encounter preblems in handl'ing or processing NETFLIX mailpieces, please
notify the jocal Business Service Network and Account Represantative | ’
for immediate follow-up with the respective NETFLIX representative.

ys-1ne

OSUTEs S _ 03 b

v
<~ vs-'7>

vice Presidents, Area Operations
Manager, Capital Matro Operafions

*y

475 L'Ensany Puas SW
WasanaTon OO 20260l

remell® : PUBLIC
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- , SERVICE TALK
NETELIX DVD RENTAL MAILERS

A PHOTOCOPY OR ACTUAL SAMPLE OF THE REUSABLE MAILER SHOULD BE DISPLAYED

WHEN PRESENTING THE SERVICE TALK TO EMPLOYEES

Listed below are key points postal personnel should be aware of to handle and process NETFLIX
mailings consistently and timely.

Outbound Mallpiece Characteristics: Red automation compatible (letter-size) reusable
envelope with permit imprint noting First-Class Mail, U.S. Postage PAID, NETFLIX.
The envelope contains a rental DVD disk. See sample. .
inbound Mailpiece Characteristics: White (front) and red (back) prepaid return (lefter-sized)
envelope in the Business Reply format (EIM C). The mailplece is machineable, The
envelope bears the NETFLIX logo n the retum address area. The envelope contains a rental
DVD disk. See sample.

‘The inbound mailpiece has been prepald by NETFLIX and should not be treated as postage
due. NETFLIX has established Caller Service to pickup the inbound BRM matlers. The
majority of this mait should be processed, staged, and made available for the first custorer

Processing facllities should target and Isolate all NETFLIX inbound mailpieces in a staging area
for Caller Service pick-up, not the box section. . .

Ta prevent any damage when the mall is being handled or transported, the letter-size mailers
should be placed in EMM trays In lieu of flat containers (tubs).

Loose disks that become separated from the mailpiece during processing should be collected

dally and retumed to NETFLIX, Supervisors should make the disks availablé along with the
inbound (BRM) mali for pickup, and should not be subject to postage-due fees.

Report deficiencles to the local Business Service Network and Account Reprasentative_
_for immediate follow-up with the NETFLIX representative.

vs- 1 8% | .

Ta
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UNITED STATES .
POSTAL SERVICE

December 18, 2003

MANAGERS, OPERATIONS SUPPORT (AREA)
PLANT MANAGERS
DISTRICT MANAGERS

SUBJECT: Netfix Outgoing Processing Requirements

Netfiix continizes 1o expand its opsration specializing in DVD rentais via the Internet using the U.8.
Postal Service es the shipping and delivery provider. Cusiomers order up 1o six DVDs gt & time and
Netfiix malis each DVD in separats Netfitx paterted Ted enveiopes which are Gonwvestad for the retum
mabings. The service now has over 1,000,000 subscribers with an annual revenue contribution of
over $22 milllon, . ..

Netfiix presents maliings at the business mall entry unit and psys Firat-Class presortiautomation letier
rates for the auibound mallpleces. Postage for the refum envelopes using the Business Reply Mall
{format 1s prepaid concurrently with the postage coliectad for the outgoing matling undar a special
postage payment system agreement. -

When the current Netfiix envelope was intoduced, we dentified the mafiplece as automation

le. Recent reviews in the field indicate this product has migreted away from lstter
sutomation and is being processed most frequently on tha Automated Flat Soriing Maching 100 end
Smal Parcel and Bundie Sorter. This adds unnecessary costs. .

The ouigoing Netfiix envelops Is autornation compatible, The chart below represants processing
results of testing the Netflix gnvelope on the Delivery Barcode Sorter (DBCS) at plants with the
largest outgoing Netfiix volume: .

T A ) ] )

YN o o A

e R : AR Syt Seaan
Ban Jose CA P&DG 3031 30381 100.0% 1 003 slacker
Santa Ana CA P&DC 805 805 100.0% [+] - -
Sybuban MD PDC 4785 4785 100.0% { - -
Richenond VA P&DC 1545 1545 100.0% 1 Q.06 gtacker
Soitheastern PA PRDC 3521 3516 99.8% [\] - -
Total 13687 13682 98.9% 2 .01 -

Cutgoing Neifiix mailpieces must be processed using the DBCSs and kept In The delfvery point
sequence mailstream.

We are developing standardized work methods 1o process e return Netfiix mailpleces while wo teat
the automation competibility of a Postal Service developed dual use PVD miller,

#75 LB Poags BW
WazpnTon OG

20z-zss NN
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DVD DISTRIBUTOR MAIL PIECE ISSUES
A sample mail piece Is included in Attachment 1,
I. ENGINEERING ISSUES

A. Handbook PO-424 “AFCS/ISS Operating System Guidelines’ (see
Attachment 2) describes unit 12, the Fine Cull mechanism. This
mechanism will eject mail pieces that are “too stiff” or "skewed.”

1. During field observations some mail pieces are ejected whils others
are not. Is this pertiaps related to whether the disc in the mail
pieces is at the leading or trailing edge, such that in one
circumstance the mail pieces are ejected, whils in the cother they
are not?

2. Were the pieces processed on the AFCS-ISS during the
machinability tests described it the letter to IR (sce
,Attachment 3) fed as both leading and trailing edge mail pieces?

3. What were the conditions of the test? Was Netflix mail processed
by itself, was it mixed with other live mall, etc.?

4, What is an example of a “skewed” mail piece that is ejected by the
fine cull mechanism? Is it the entire mail piece that is "skewed?”

B. In terms of barcode readability, what does a barcode that meets or
exceeds DMM “positional skew” limits as described in DMM 58 Section
© C840.6.0 look like (see Attachment 4 for various DMM information
pertaining to these mail pieces)?

¢. The letter to Il states that the return mail pieces were machinable,
but not “entirely automation compatible.” in that case, wouldn't we prefer
to have these mail pieces bear FIM B, such that they are sorted to bins 5
and 6 and would be subsequently processed on an MLOCR-ISS? Would
positional skew also be an issue as far as the MLOCR-ISS directly
applying a barcode in the lower left-hand corner of the mail piece? Wouid
the darkness of the back side of the mall piece result in ID tag errors? Has
a machinability test been conducted on the MLOCR-ISS?

D. During field observations, some plants are routing at least a portion of this
mail to-the FSMs. Despite that fact, FSM supervisors have indicated that
this mait can get damaged on that machine. Have we conducted any
machinability tests on either the AFSM100 or the UFSM10007
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- E. Is there any way that current culling system / AFCS-ISS technology could
be used to cull this mail from the residual single-piece mail, either in its
current state or with an envelope modification, were it determined that this
would benefit operations? _ :

{I. MAIL PIECE DESIGN ISSUES

A. At least for Netflix, the address labels on the return BRM mail piece are
not applied by the customer; they are applied by Netflix employees
(see Attachment 5). During field observations, these labels sometimes
appear to violate the DMM “positional skew" requirements.and,
according to mail processing clerks working in the outgoing primary
“FIM". operation at some plants (Op. No. 891), they missort as a result.
If these mail pieces are not “entirely automation compatible” as
described above, should they bear a FIM B, rather than FIM C? Iif they
continue bearing FIM C, doesn't that violate the DMM 58 Section °
$922.6.0, which states “BRM enclosed in automation rate mailings and
all QBRM must be ZIP+4 barcoded” and “meet the barcode standards
in C840.” .

_1Il. OPERATIONS ISSUES
V5 -\ .

letter to the field regarding “Netflix Service Improvement”
(see Attachment 6) lists several problems that have been reported by
Netflix. If these mail pieces are testing the limits of our machinability
definition as it pertains to cards and letters, the fact that some of the
mail pieces are processed on that equipment could be the cause of
some of the stated problems. On the “Service Talk” attachment to that
letter, however, it states that “the mail piece is machinable.” Do we
know, in fact, that the processing of these mail pieces on high speed
card and letter processing equipment isn’t the cause of some of the
damage to mail pieces?

A.

B. The outbound and inbound mail pieces are very similar in appearance.
The Service Talk also states that employees have difficulty recognizing
the difference. If this mail is truly being processed on card and letter
automation, then it should always get sorted to the proper destinating
address. This statement alone seems to indicate that mail is being
processed manually.

C. The attached service talk from the Houston District (see Attachment 7)
specifically states that this mail is not always processed on card and
letter automation. :

D. The attached response to an email | sent to various Managersbf In-
Plant Support at plants that served one of the destinating Netflix BRM
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mail pieces also indicates that this mail is not entirely processed on
card and letter automation (see Aftachment 8),

£. The BRM mail pieces processed at some plants are destined for
muttiple Netflix addresses. For example, at the Cincinnati P&DC this
mail was destined for either Lansing, Mi or St. Louls, MO, while at the .
Tampa P&DC, this mail was destined for either Duluth, GA or Fort
Lauderdale, FL. Is it possibie that plant personnel are niot aware of this
fact and the mail is being mixed together, given that the mail pieces all -
look the same? In addition, there is always the possibility that Netflix
customers drop this mail in collection boxes outgide their nomal
service area. How do we address this issue?

F. In recent field observations, this mail has been observed in card/letter,
flats, and even parcet (SPBS) processing operations. Where should
this mail really be processed and/or where do we want it to be
processed?

G. Netflix processing is not solely a plant issue. At some plants, it was
observed that Netflix mail arrived from some DUs prepped with the
SPRs, not the collection cards and letters.

V. RATE-RELATED ISSUES

A. Are Netflix competitors being assessedMaived the same postage and -
fees in a “fair and equitable” manner?

B. Witness Kinsley's Docket No. R2001-1 testimony (see Attachment 9)
was the basis for the expansion of the nonmachinable surcharge to
include mail pieces containing “rigid or odd-shaped items.” Where did
the “40 pounds around an 11 inch turn” requirement now specified in
DMM 58 Section C050.2.2e come from, as it was not discussed in that
docket? Is it possible this requirement is not strict enough?
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look virtually identical, as if they were created by the same
manufacturer. In addition, the identical processing issues would seem

to apply.

3
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Saptember 12, 2002

MANAGERS, OPERATIONS SUPPORT (AREA)
MANAGERS, MARKETING (AREA) _
DISTRICT MANAGERS
PLANT MANAGERS, PROCESSING AND DISTRIBUTION CENTERS/FACILITIES -

SUBJECT: NETFLIX Service mprovement

mswmmmm.ﬂsmmwmwmmngwmm. '!myﬁavetwnlvehub

this year, They specialize in providing convenient and affordsbie homo entertalnment (DVD rentals)
mmmeus.wsmmmmwmmmmmrmm NETFLIX sends disksina
reusable First-Class Mall envelopa. When customers are finighed, they retum the disk by inserting it
htnheoﬂglndwusablaprepaidmvdopulhelrmﬂm Tha service now has over 626,000
subscribers. Their annual revenue contribution i3 over $16 million,

It s importunt that wa process this mall accurately and efficiently. The enclosed Servica Talk
hu!udesmmajwmumshamwlmyaurshﬁmdampbyaasloansu:emlmsmIs
achlaved, Anannbsedsamp!emaﬂwwimaWDMbMMau\ésualaid.

Lmedbelma;emeofmacommonpmbﬁmsmmadbyﬂmm:

Looping of the outhound malipieca~fetyrned 1o NETFLIX.

Damaged (broken disks) during processing and/or defivary.

inconsistent volumas avaliable for the first scheduled celler aervice pickup.

Employees are nat recognizing the difference between the oulbound and inbound mailpiaces.
Extreme losses due to unknown theft or separation from the matier.

1,083 of Ioose disks that were separated from the envelope.

US”BZ ,Shuuldyuuorycwstaﬁenwunterpmb!amsmmdhgurpwmslng NETFLD(mathcos,pteasé
: mmwausmssmumwwmmmm“
I for immediate follow-up wilh the respective NETFLIX representative.

503k

% Presidents, Area Operations

Manager, Capital Metro Dperetions

"\_”Eﬁdoawas

475 LBt PLAA SW
WasHneTon DG
S :
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SERVICE TALK
NETELIX DVD RENTAL MAILERS

APHOTOCOPY OR ACTUAL SAMPLE OF THE REUSABLE MAILER SHOULD BE DISPLAYED

WHEN PRESENTING THE SERVICE TALK TO EMPLOYEES

Listed below ere key polnts postal personnel should be awere of to hendle and process NETFLIX
mailings consistently and timely.

Outbound Malipiece Characteristics: Red automation compatible (letter-size) reusable
envelope with permit imprint noting First-Class Mall, U.S. Postage PAID. NETFLIX.
The envetope contains a rental DVD disk. See sample.

inbound Mallpiece Characteristics: White (front) and red (back) prepald retumn {tettor-sized)
envelope In the Business Reply format (EIM C). The maliplece is machineable. The
envelops bears the NETFLIX logo n the retum address area. The envelope contains a rental
DVD disk. See sample.

The inbound mailplece has been prepald by NETFLIX and should not be treaied as postage
due. NETFLIX has established Caller Service to pickup the inbound BRM mallers. The
majortty of this mall should be processed, stagsd, and made avallable for the first customer
pickup.

Processing facilities shouid terget and lsolate all NETFLIX inbound mailpleces in a staging area '
for Caller Service pick-up, not the box section. .

To prevent any damage when the mall is being handied or transported, the lsiter-size mallers
should be placed in EMM trays in lleu of flat contalners (bs).

Loose disks that become separated from the maliplece during processing should be collected
daily and retumed to NETFLIX, Supervisors should make the disks available along with the
inbound (BRM) mall for pickup, and should not be subject to postage-due fees,

Report deficiencies to the local Business Service Network and Account Repr_esenﬁtm Anné
Meyer (ameyer@usps.coni) for immediate follow-up with the NETFLIX representative.

PUBLIC
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. Message Page 1 of2

B Washington, DC  |JS- 143

From: SR - Washington, D¢ 1S~ J D2

Sent:  Friday, September 05, 2003 4:47 PM

1o: - vi=stington, oC; WREENER - Wastington, DC )5 - 02 O v US-167

Subject: FW: NetFlix.Com Situation -- Update

fyl

-«-Qrigina} Message-—-- : . _
From: SEEEAGR - Vestington DC - us-i28
Sent; Wednesday, ber 03, 2003 5:21 PM
E::m lrw&gh%mm“ - lqgw hington, PC RNk Ro yn VA,%LIRO by
H - Rgton, LL; ~ wasningoon, bC; E5YN, VA; - Rosslyn,
VA US-010 - . _
1 Subject: RE: NetFlixiCon%_ Shtuation —~ Update US- 1l 4
95~ andwmanks for the thorough followup - mentioned Netflix at last week's EC meeting so this Is
- imely info which I am forwarding to §illlland M| agree with the suggestion we have @ prepaid service) and fo SENEIER: as
. info. Vs-128% Vs> ysSeoy | us 06
—-0riginal Message-—-- _ US us )

From:ﬂ - Washington, DC

.Sent: Tuesday, September 02, 2003 4:07 PM

To: SR Washington, DC ~ US- 12 B
Subject: FW: Netfiix.Com Situation ~ Update
Importance: High

Fyl.... :

-——Qriginal Message-----

From:SNmumEREgm - Vashington, 0C US - el O
Sent: Friday, August 29, 2003 1:28 PM
To:—! - Washington, OC - S~ 19SS
Subject: RE: NetFiix.Com Situation — Update
Importance: High

- S-S .

The envelope currently being used by NetFlix.com was not designed by Engineering. Engineering, however, did work

closely with the customer to improve the design. The NetFlix.com reusable envelope was tested by Englneering In June

2002. Engineering determined that on the outbound the envelope was eligible for automation rates, However, the retum

envelope was not automation compatible, but it was machineable. The problem with the leading edge is being addressed $-jp0
by the Letter Technology group managed by GEEEMEESER This group has designed a prototype reusable envelope for

these type of maflings (DVDs). The design has been forwarded to the legal department for patent processing, When legal

advises, the Letter Technology department will start a piiot test with a customer {more than likely it will be NetFlix), They

are also working with an envelope vendor fo assess the requirementsiefforts necessary to mass produce the new designed

envelope. The next steps would consist of Engineering developing the specifications for reusable envelopes and Marketing
Standards writing and publishing the rules.

NetFlix Is currently the Jargest volume maller of rental DVDs; however.-. Biockbuster and re now joining. To
prepare for the increase volume, Operations Is currently developing a standard operating procedures for processing this
type of mail, —is handling this effort. She has experienced a couple of road blocks, but the proiect is now
moving forward.

in addition fo the processing problem, the issue of granting an unfimited exception for NetFlix.com fo utilize the Business
Reply Mail format (format anly - not service) shouid be addressed. As more companies enter this line of business, we need

1o consider or prepare to request a service for prepald return mafl. As it stands, the RCSC (San Francisco) has granted
two exceptions to utilize the BRM format (NetFlix.com and-. But, with companies soohas YK pew pifering

GFL0000505
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Message - ‘ Page2of 2
online DVD rentals, we will need an official service for this type of mail.

I will continue to research how nd others are utilizing prepaid return mail and how their Individual return
envelopes are impacting operations,

-
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NI v icgon. 00 _V5 /13
From: TS - Rossiyn, VA uS - 089

Sent: July 14, 2008 10:33 AM

Washington, DG _
;?li:]ect: FW: Netfiix o LS- 161
FYt _ ' '
'F“r-(:-!l‘lc:l.‘glnnlME RWSM\.V#\"US"BB )

Sont: M Jubv 14, 2003 9:31 AM . q .
I S = asa S ~vs-08T [ US89

Subject: P Netix

FY1
Sants mJEulmsmmﬂw‘oq_j
Sant; , JU H
'RQSSMMVA- -
;:ij . PN US '83
i
FSent:m= - 1 znusq.ssm“ ~V5- o7l
To: & Washington, OC; SN - Rosshvn, VA -~ U.S- ISZ,) vs-11©
[ - Rossiyn, VA .
" Subject: RE; Netfix ; .
Thanks, @R That's very helpful.
TUs-152 |
~S-07)

Vice President
USRS

~——Original Message—

e T

. | 3 .
4 . - 0 - US - ]j o -

o v, VA MY - Rossn, VA vs-od1 LS 01 |

Subject: Nefiix

- uS-10

As mentioned to you at the NSA meeting yesterday, here Is an FY] for your meseting oh July 14

with Netflix

ISSUE ONE: Machinability of curreni maller used by Netfilx

Sales, Operations, Engineering, and Mailing Standards have formed an agd-hoc group fo work on
designing and testing a re-usable mailplece for sending and receiving CDs and DVDs, This is
being done in view of the ongoing problems the Postal Service is experiencing with simiiar mafling
envelopes being used by Netflix.

Reports from Operations Indicate the ouigoing mail has caused few problems butiba tacoming

o PUBLIC
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; mail causes jams and double-feeds. Most of the mail is not processed on our faster letter-sorting
equipment but rather on the slower FSM 1000, or worse yet, manually worked.

The current configuration of the Netflix envelope seats the DVD on the trailing edge of the
envelope (left part of the envelope) to allow the front of the envelope to serve as the flexible
"grab” to spend around the 14-inch drum (diameter of a standard coffee can) and prevent the
relatively inflexible DVD from breaking.

Our engineers have conceived of a similar-style envelope that places the disc always in the
center, weighs less than 1 ounce with a disc enclosed. We will be testing the envelope and
probably asking for mailers interested to test this design once it is finalized.

ISSUE TWO: BRM Format ‘

Under a pilot program approved by the San Francisco RCSC on March 13, 2000, with no ending

date, the Postal Service authorized the use of the BRM format provided that the mailer made both
'« the outbound and the inbound postage at the time of mailing, paid only the BRM permit fes, and

paid no BRM accounting fee and no per-piece rate. Originally Netflix used metered reply mail, but
-that method was to labor-intensive. In turn, Netflix did not want to use BRM because of the delay

in recelving pieces that first had to be counted in a Postal Service postage due unit before retum
-to Netflix.

Perhapse the Postal Service should revisit the issue of establishing a minor classification for

| @3 Prepaid Reply Mail (PRM) as an appropriate vehicle for mailers who want to use such a service,
vSs- ‘ explained to me why the Board of Governors in 1998 decided not to pursue PRM, even
~ though the PRC recommended that service in that omnibus rate case. At the eleventh hour, the
credit card industry mounted a consolidated campaign to stop implementation of PRM. Because
the credit card industry is basically an oligopoly, there is a great amount of interdependent
strategy. If oné company began offering PRM to its customers as a product differentiation
strategy, then all others would be compalled to follow suit. | am nof sure that would oceur since
some companies offer BRM and others only self-address return envelopes requiring postage.

This is not something | would discuss with Netflix, but it Is a growing concern because several
other mailers are now wanting a similar return service vehicle,

PRM might also be a useful tool particularly among financial institutions (the

organizations originally opposed to » | have not heard whether Product Development is
pursuing this,igsue or even aware of it at this juncture. ‘

V$ -0 - | have extensive files on PRM, including market research,

Hope this information helps.
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History « Chronological of NETFLIX 2.way DVD Mailer (From Engingering):

June 11, 2002- Engineering lests Netflix mafier and finds the maller is, ovarall, not automation
oompatible The machineability results were describad as good for the outbound maller {DBCS)
but poor for the retum processing (AFCS).

June 24, 2002- Netflix recelves approval from Mall Preparation and Standards.

June 2003- USPS Engmeaﬂng begins design and development of proprietary DVD maller. Focus
on Machineability, st!ﬁmss papemnig

June 2004~ Dpera!lons publishes SOP to standardize handling of Netfiix mallers nafionwide,
{Outbound Processing)

Feb 2004- USPS Engineering receives 5000 samples of its proprietary design for internal tesﬁng
Testing continues through Feb 2005, Resuits published Apri! 2005 and submitied to DVD working
group fo support classification recommendations.

May 2004- Netfiix supplied several hundred test samples constructed of three different
paperwelghls. Theso samples weighed approx. 1.1, 1.2 and 1.3 ounces, All samples wers lested
gnd although all samples performed well Engineering determined the 1.3 cunce pisce would be
the prefemed choice. These samples were submitted in response to USPS testing of the USPS
proprietary DVD mafler design. This maller Is constructed with 701b paper and resulied ina
malipiece that excdaded 1 ounce. This design was not pursued since the Issue of pleces
exoeeding 1 cunce had not been settied within USPS,

November 2004~ Enginsering undartook a test to determiine breakage rates for DVD mallers,
Netflix supplied approx, 500 mallers addressed to USPS Enginearing, 400 were enfered through
Gaithersburg P&DC and 100 through Salt Lake City. When all the disks ardved at Engineering
they wers opened for examination. After examination any unbroken disks would then be entered
into to the madstream through various collection maf peints and examined again after receipt

by Engineering. The initia] inspaction revealed many of the disks supplied by Netffix were marked
as damaged (Netiix places the dvd In a sleave with a label that the customer may indicate recelpt
of a broken or unplayable disk). The disk was useless for an accurate test and was retumed fo
Netflix, Netitix Indicated their desire to perform the test and would supply fresh samples. This
never occumed.

Jan 2005- Netflix expresses desire to eliminate the tab on the malier. They had tested mallers
without tabs d@nd reported goed resuits, Engineering did not participate In these tests and
recommended that Neffilx be required to continue tabbing thelr matier.

March 2005- Engineering publishes breakage data results from examination of all 5000 USPS
test samples. Rate Is approx. 2. 2% _

Feb 2005 Engineering becomes aware of & redesigned Netfiix maller Netflix designs a new
maiter with'a window on the back, Again, Netfiix tested the mallers withoubthe assistance

of Engineering, They reporied the WInc;ow caused no processing problems and implemented the
use of the design nationwide. Engineering has never tested or approved this design. This Is the
mailer they currently use.
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June 11, 2002 _
.oo0 -
—al
NETFLIX

2219 Qakland Read "
San Jose, GA B5191-1402

ce B (VE-0°

Enginaaring tested for aulometion eliglbfity the second betch of mefiplecs samples submited by
yuuruﬁcefarammalbndlqummyzz.m These semples have the CD located in the
right(maa)porﬁmofﬁwmﬁpmmnulsmtbyumﬁnd In the left (irail} portion when
it Is retumned to NETFLIX .

mmmmmmaumwumm‘mmmymmww
 NETFLIX msmmmmaameadmbarmﬂemeCS)hmm
pmowsingofpienasmailadbyNEl'FwL The samples wera mixed with other mafpiaces and
mnmmmmmmmamcshmmpmmdmmmmm
NETFLIX. . .

mmmpmaammmbmmmymmmmw pleces being
mafed by NETFLIX. Howwﬁ.wnenmepmwemmsimumphmbehgmﬂadback

1o NETFLIX, the pieces did not stack comactly, Mmypmsmwmgmummaﬁhadmﬂm

e Told over and covered the atdress tnf . This same problem was cbservod with earlier
samplas of similar construction, Consetuently, Enginesring finds that tha submitied mali
mlesmm!mmaﬂonwmm. . . -
If you have anyfu'mermwﬁm,p!mecomad

Sincesely, _ Us- oo 8 '

ys-1e©

i.atter Mail Technoiogy

o
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Netflix Envelopes

iv N tlix The envelope is opened‘by tearing The loose paper is removed and
ecxié?gz‘: ?:: 'D%SDt ?:sidee the the left side of envelope marked ghe DVD is pulled out. The DVD is
envelope Is located on the right “Open Here.” in a sleeve. Note the retum

leading edge of the envelope envelope is upside down.

allowing for processing on the
DBCS.

For the returns, the DVD is placed  The DVD is positioned on theleft  The envelope is sealed and entered
back in the sleeve and put in the side of the return mail piece. This into the mail stream for return to
prepaid envelope. results in a floppy Isading edge Netflix. '
preventing processing on the
AFCS and DBCS,

Netflix mail pieces going
to the customer are red on both
sides.

A retumn mall piece to Netflix wesdip-
will be white on the front and red

on the back The return postage is
prepaid. '
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PROCESSING AND DISTRIBUTION CENTER OPERATIONS . J

UNITED STATES
POSTALSERVICE

PLANT MANAGERS, PROCESSING AND DISTRIBUTION CENTERSIFACILITIES

L 4

" SUBJEGT: Netfix Retur Malt

NeﬂkOwUnaDWRemlCompmymmmmeVDsmmughmu.s Postal
Service caller service. The atiached picture (Attachment #1) Bustrates improper handling of Netfix
. DVD refums. The Netfiix service improvemnent memiorandum end service talk dis September
2002 -mandated the Netffix mallers be put in Extended Managed Mall (EMM) trays. Netix believes
gtacking weight to be a possible contributor to DVDdamage‘.

Upon recelpt of this letter, pleasa ensure npns‘isteﬂtapﬂqatm pﬂhe fo)luwtrg poucy'

o Netfix retum mal placed I E{iM trays
. Nemewnayspmadmsenmwum Ml Coslainars. (GPMCs)

The addsd supportof fhe EXAM treys and the GPMC. aents:shétt-wmmmmtzsum ossibitiy of

damage to Netfiix products,
. Please drect questions or con to'w Opeléﬁous Spedaltst Pmoeskhg and
D Center O s at 202:26 . _

Vs-1s4y .

-1 e
Attachments ' S -

cc: - Managers, Operations Support (Area)
Managers, In Plant Support (Ama)
District Mansgers

PUBLIC

#75 LENFANT PLAZA W
Wmmnoq 20260000

GFL0000520



ps -026 ' e
T o0 15 -P‘}’iﬁ W 9\35‘; -

| MAY 13, 2005
’ DISTRICT MaNAG
VICE PRESIDENTS, AREA OPERATIONS GREATER IN Dmfcﬂr
MANAGER, GAPITAL METRO OPERATIONS |

SUBJECT: Standardized Processing Procedures for DVD Retums

This Is In reference to the memorantdtm (sae atta congeming Netilix Return Mall dated s ,(p ]
February 15 to plant managers Provessing and Distribution Center  ~ VO ~
Operations. Inmmmmwgwmdmhwwmmhmmma )

veview of digital video disc (DVD) retum processing procedures at facillies recording the fowest

breakage rates of DVDs being retumed 1 our customers. We have found that low product
danﬁgemhsmadkedmuﬁofﬂhwnplhmampdm previously issued frofm

headquarters.

Areas are fo reflerate fo thelr staff thé impartance of vertiying and complying with the
standardized processing procediwes. Processing and Distribuion Centersifacilliies will identify
a consolidation point for all lettar trays destined to DVD maliers or subsaruent U.S. Postal
Sarvice destination for final defivery. The following procedures should be uied lo ensure
compliance: ' .

Tray 00ntalm£lzaﬂo_n ' o
The required Mail Transport Equipment (MTE for DVD retum mailings is'the Extendsd Menaged

trays 1o sccomimodate dally voliimes because the use of EMM frays Is oritical to the protection of
thase mailings. Uponuaymnmrizaﬁon.ﬂhmraﬁveﬁutavays}amisusedfoream
féMthpﬂorlusubsequaﬂmMaﬁoanTEmmmmdn

Upmwﬂﬁmﬁmmatmhmbmpmmdmw.wwmbebadadfordlspatmm

- eppropriate over-the-road rolling stock ueing a “brick-ayed” stacking-configuration. Regardiess of
. the equipment typo, DVD return trays are never to be stacked more than four layers high. The
pmfenedplmdMTEtobamedfmhayvohmesmmoﬁzismmGem
Purpose Mail Contalner (GPMC). Eastem Reglon Mail Containess {ERMCs) are not io be ysed
for tray volumes in excess of 12 unless a shelf is present. For fray volumes of 12 or less,
GPMCs, ERMCs, or 10468 hampers are aoceplable. -

. Thesa pmdmmmbemmhdhmeﬂawmallhcﬁmesmmwm
PVDs belng retumed, Where wamented by volume, this also Includes any coliection points
where letter carrlsrs or dedicatad collsciors are able to idenfify, extract, and consoiidate DVD
mall progucts from regular coflection volumes. |,

75 LT PR, SW o PUBLIC
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Any questions regarding this mattarmaybedirectadtol- Processing and Distibution -
Genter Operations, at 202-286-4084 . .
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Februzsy 8, 2006

I\ o

SUBJECT: CD/DVD Maller Issues

The wtilization by customers of the two-way CD/DVD mailers in the letter mall stream has
been increesing since 2000. The two largest current users of these mallers are Netflix
angd Blockbuster, Two recurring lssues keep arising about the use of this type of malling
package; machinablity and disk breakage.

Generally, machinabllity lssues are the resuit of the design of the two-way maller and for
the most pari coour when the two-way maller Is configured as a refuw plece, from the
maller's customer back to the matler. '

Many sites have raportad problems at the AFCS with fwo-way maifior retum pieces, due

primarily to fams, and ere culling them out at the AFCS and processing them either

fials or as manual pleces. Previous testing by USPS Englnesring has confinmed the
roblems reported by the field and was detafled In a June 11, 2002 meme to Netfiix

Esae aitachment B), Extensive testing of two-way CD/DVD maiiers by USPS Englneering

has identified four mailer characteristics that contribute to poor handling of two<way mallers

ot USPS automation equipment, These charaecteristics are included in Aitachment A.

Using the knowledge obtained from testing problem two-way mailers, USPS Engineering,
developed end patented a bwo-way CD/DVD melilar that Is machineable both es an :

oing piece and as a return piece, and silil qualifies as a one ounce piecs. Howaver,
mailers, parficularly Netflix, have been fess than enthusiasiic about adopting the design of

- the USPS developed two-way maller to Improve mechineabillty of their maflers. Part of

Netfiix's rationale for ngt adopting the USPS mallers Is the: bellef that processing of their
mailers on the AFCS i§'causing an increase In disk damage. Thus, they prefer that thelr
disks are culled &t the AFCS and processed mahually (a?l%ough they have not voluntesrad
to pay a manual _wmhgga). )
i addition to identiffingfactors thet influence machineability, the testing of current disk
mallers by USPS Engineering identified threa aspacts of letter mall automation and one
processing method that can contribute to increased stress on disks. Tha possible
contributors to CO/DVD disk damage are assoclated with processing through the AFCS
or DBCS bullwheels, diverter gates, stacker Induction and stacking in trays and tubs.
More definition of these lssues can be found in Atlachment A.

The new DIOSS-D and the AFCS Overhaul will be gentier with disks than the existing PUBLI C
automation. The DIOSS-D was designed with larger buliwheels and shallower diverter

angles in an effort to "stralghten” the mal path, results of prefiminary testing on the

DIOSS-D with & smalt sample are consistent with the belief that thers will be less disk

damage on the DIOSS-D. However, more testing with a larger sample Is required to

definitively state that the DIOSS-D reducss disk darmage. The AFCS Overhaul will lso

be using larger bullwheels, and It wil be repl divertars with channe! gétes. Channels

gates will significantly reduce bending stress on disks, The new DIOSS-D machines are

currently ia deployment and the AFCS Overhaul program is expected to begin implementation

In the 2008-2009 timeframe, .

. WEW&Q F" o

B4DS L HIGHWAY . FEB 0 9 2005 ‘éﬁaﬁ & D
MerRRIRELD VA 2208 '

708-280-700% : %F “?&959'_'" i .
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In summary, the machineability issue with the two-way CD/DVD mailers can be overcome
today if the custorness would agree to move to the USPS dasigned package. The disk
damage issue will be significantly improved in the future with the new AFCS and DBCS

designs.

Ay

Ug,joiL

Attachment
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Regemdd

US Postal Serv;; Standard Operating Procedure
Pacific Area - SOP # 05-05-4
March 1, 2005

Processing Netflix Mailings

I

Objective:

Efficient processing of time sensitive mail requires the identification of additional
opportunities to optimize handling of uniquely packaged items.

The Netflix business model involves presenting outgoing mailings, using automation
compatible envelopes containing the DVD(s) ordered by the customer, to the BMEU. It also
requires’ customers return fragile DVDs to one of a handful of Netflix processing centers in
the same envelope which can be converted to a uniquely identifiable, DVD return mailer.
Regardiess of which Netflix processing center they are returned to, Netflix records them as
checked in and ready for rental. The Netflix business model also requires minimal breakage
during transport of these return items. These returned DVDs can be subject to breakage If
improperly fed through our automated processing machinery.

The objective of this SOP is to maximize processing efﬂclency. whlle minimizing potential
breakage, of Netflix mailings (outgoing and return).

Procedures

. Outqoing Pleces

The outgoing Netflix piece, a DVD mailer originating at Netflix and destinating to ‘each

_ customer, is automation compatible. The DVD placement is In the lead end (front end) of
a red, automation compatible, letter-sized reusable envelope with permit imprint designating
it as First Class, U.S. Postage PAID from Netflix (see Attachment #1).

The Netfiix outgoing envelope was extensively tested for automation compatibility on
Delivery Barcode Sorters (DBCS) in 2003 with acoeptable jam/breakage rates. Outgoing
Netflix pleces must be processed using DBCS machinery and must be kept In the delivery
- point sequence (DPS) mailstream

{ncoming Pi

" The incoming Netflix plece, the converted original DVD mailer, originating from the customer
and destinating to Netfiix, is not automation compatible. The DVD placement Is in the trail
end (back end) of a red, letter-sized envelope with permit imprint designating it as First
Class, U.S. Postage PAID to Netflix.

To minimize jams and DVD breakage, 775 Flat tubs (see Attachment #2) are to be set up
adjacent to every piece of equipment (culling belt, AFCS, Flyer, etc...) which may be ussd to
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Processing Netflix Mailings — SOP 0S-05-4 Page 2

initially cull Netflix returns. items in tubs are to be subsequenth} riffled Into sleevable
Extended Managed Mail Letter Trays (EMM see Attachment #3) to ensure accuracy prior
to containerization.'

As Netflix believes that stacking weight Is also a contributor to damaged DVDs, Mail
Handlers will sleeve the Extended Managed Mall Letter Trays (EMM) and stack them into
General Purpose Mail Containers (GPMCs) as shown in Attachment #4. tems in the direct
container are to labeled for direct dispatch to the processing and distribution facility serving
the closest Netflix processing center (see Attachment #5).

In some cases, delivery will be to a PO Box(s) / Caller Service within the same processing
facility. In that event, these Netflix return pieces will be a direct extraction from the AFCS,
and will be available to the customer in a shortened time frame.

Loose ltems

Loose disks which have become separated from the mailplece during handling/processing
should be collected daily and returned to the closest NetFlix processing center. Supervisors
are to make the disks avallable along with inbound (BRM) mail for pickup; howaver, they are
not subject to postage-due fees as return postage has already been paid by Netflix.

Blohazard Detection System (BDS) Issues

The processing window for an AFGS Biohazard Detection System (BDS) testing cycle is 90
minutes. You must ensure that the Mail Inventory Control Tracking (MICT) procedures,
Integrated Emergency Management Plan (IEMP) and Continuity of Operations Plan (COOP)
for your installation refiect identification of unique processing of the Netflix return mailer and
established processes for handiing this mail and contacting Netflix in a BDS alert
environment.

RESPONSIBILITIES:

Senior Plant Manager/Plant Manager

The Senior Plant Manager/Plant Manager/Postmaster/OIC Is responsible for ensuring that
this SOP is implemented in-their facilities. .

Senior Manager, Distribution Operations/Manager, Distrlbdtldn Operations/
Supervisor, Distribution Operations

Managers of Distribution Operations and Supervisors will ensure that sieevable EMM trays
are to be set up adjacent to every plece of equipment which may be used to process Netflix
return pleces, and that filled trays are sleeved, containerized and dispatched to the
processing and distribution facility serving the closest Netflix processing center, consistent
with this SOP. Loose DVDs are to be returned to Netflix daily as outlined.
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Processing Netflix Mailings — SOP 0S-05-4 Page 3

Manager, In-Plant Support

Managers of In-Plant Support are to ensure that Mall Inventory Control Tracking (MICT)
procedures, the Integrated Emergency Management Plan (IEMP) and Continuity of
Operations Plan (COOP) for the installation reflect identification of this situation and
established processes for handling this mail and contacting with the customer in a BDS alert

environment.
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Netflix Processing Centers (Pacific Area)

San Jose

545 Oakmead Parkway
Sunnyvale CA 94085

Santa Ana
1700 E Carnegie Ave

Santa Ana CA 92705

Phoenix
2727 West Basesline Rd
Tempe AZ 85283

Las Vegas
3811 Renate Dr

Las Vegas NV 89103
Hawaii

99-1445 Koaha Pl Unit D
Alea HI 96701

Attachment #5
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US Postal Service ~ Standard Operating Procedure
Eastern Area SOPi# 05-05-4
March 3, 2005

| Processing Netflix Maili'ngs

Objective:

Efficient processing of time sensitive mall requires the identification of additional
opportunities to optimize handling of uniquely packaged items.

The Netflix business model involves presenting outgoing mailings, using
automation compatible envelopes containing the DVD(s) ordered by the
customer, to the BMEU. It also requires customers return fragile DVDs to one of
a handful of Netflix processing centers in the same envelope which can be
converted to a uniquely identifiable, DVD retum mailer. Regardiess of which
Netflix processing center they are returned to, Netflix records them as checked.in
and ready for rental. The Netflix business model also requires minimal breakage
during transport of these retumn items. These returned DVDs can be subject to
breakage if improperly fed through our automated processing machinery.

The objective of this SOP is to maximize processing efficiency, while minimizing
potential breakage, of Netflix mallings (outgoing and return).

Procedures

Outgoing Pieces

The outgoing Netflix piece, a-DVD mailer originating at Netflix and destinating to
each customer, is automation compatible. The DVD placement is in the lead
end (front end) of a red, automation compatible, letter-sized reusable envelope
-with permit imprint designating it as First Class, U.S. Postage PAID from Netflix
(see Attachment #1).

The Nefflix outgoing envelope was extensively tested for automation compatibility
on Delivery Barcode Sorters (DBCS) in 2003 with acceptable jam/breakage

rates. Outgoing Netflix pieces must be processed using DBCS machinery and
must be kept in the delivery point sequence (DPS) mailstream
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Incoming Pieces

The incoming Netflix piece, the converted original DVD mailer, originating from
the customer and destinating to Nefflix, is not automation compatible. The
DVD placement is in the trail end (back end) of a red, letter-sized envelope with
permit imprint designating it as First Class, U.S. Postage PAID to Netflix.

To minimize jams and DVD breakage, 775 Flat tubs (see Attachment #2) are to be
set up adjacent to every piece of equipment (cullmg belt, AFCS, Flyer, etc...)
which may be used to Processing Netflix Mailings — SOP 0S-05-4 Page 2

initially cull Netfiix refurns. ltems in tubs are to be subsequently ﬁﬁled'into
sleevable Extended Managed Mall Letter Trays (EMM s8e Attachment #3) to
ensure accuracy prior to containerization.

As Netflix believes that stacking weight is also a contributor to damaged DVDs,
Mail Handlers will sleeve the Extended Managed Mail Letter Trays (EMM) and
stack them into General Purpose Mail Containers (GPMCs) as shown in
Artachment #4. tems in the direct container are to labeled for direct dispatch to the
processing and distribution faclhty serving the closest Netflix processing center
(see Artachment #5).

In some cases, delivery will be to a PO Box(s) / Caller Service within the same
processing facility. In that event, these Netflix return pieces will be a direct
extraction from the AFCS, and will be available to the customer in a shortened
time frame.

Loose Items

Loose disks which have become separated from the mailplece during
handlinglprocessing should be collected daily and returned to the closest NetFlix
processing center. Supervisors are to make the disks available along with
inbound (BRM) mail for pickup; however, they are not subject to postage-due
fees as retum postage has already been paid by Netflix.

Biohazard Detection System (BDS) Issues

- The processing window for an AFCS Biohazard Detection System (BDS) testing
cycle is 90 minutes. You must ensure that the Mail Inventory Control Tracking
(MICT) procedures, Integrated Emergency Management Plan (IEMP) and
Continuity of Operations Plan (COOP) for your installation reflect identification of
unique processing of the Netflix retum mailer and established processes for
handling this mail and contacting Netflix in a BDS alert environment.
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RESPONSIBILITIES:
Senior Plant Manager/Plant Manager

fhe Senior Plant Manager/Plant Manager/Postmaster/OIC is responsible for
ensuring that this SOP is implemented in their facilities.

Senior Manager, Distribution Operations/Manager, Distribution
Operations/Supervisor, Distribution Operations

Managers of Distribution Operations and Supervisors will ensure that sleevable
EMM trays are to be set up adjacent to every piece of equipment which may be
used to process Netflix retumn pieces, and that fililed trays are sleeved,
containerized and dispatched to the processing and distribution facility serving
the closest Netflix processing center, consistent with this SOP. Loose DVDs are
to be returned to Netflix daily as outlined.

Processing Netflix Mailings — SOP 0S-05-4 Page 3
Manager, In-Plant Support

Managers of In-Plant Support are fo ensure that Mail Inventory Control Tracking
(MICT) procedures, the Integrated Emergency Management Plan (JIEMP) and
‘Continuity of Operations Plan (COOP) for the installation reflect identification of
this situation and established processes for handling this mail and contacting with
the customer in a BDS alert environment.
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Subjegt! FW: Netflix SOP's for proces
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Queens, NY;
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0 G - Whippany, NJ;

Flushing, NY;
San Juan, PR}
[

- Whippany, N); MEmsmemme - Teterboro, NJ:

- New York, NY; w Plains, NY;
- Flughing, NY; h

. ‘s - oud
3 U_S»I‘W,\{G S0
ys~0T0, - PR VS - [MALWS ~o; Us- 037 VS ~O° 7,
1 ('" This Netfiix SOP supersedss aif previous ones. Customer service representatives from Netfix, have been visiting our V S - oo L
US -01¥) Plants to observe oulgoing operations which capiures Netflix DVDY's being retamed from their customers. Thisls & .
O/’ g " National account worth well over 300 million doltar annuatly, s -ob 2,
V S - O We have issued same simple SOP’s over the last few years In order to process Neffiix mail and limit damage ta their
o¥ roduct without having 1o Incur higher costs end give Netifix the same level of service we provide to all o our
\)5 - p \ customers, When Netflix representatives tour your facility they are expecting o observe the baslc reguirements that
V 5 . o@ 0 39 we have been outlining for years to prevent damage in processing DVD's In an automation environment.
US - wé have made steady progress-in reducing Netftix damage rates and must continue 1o implement these basic

processing procedures. Netflix representatives may offor recommendations but should not try to change processing
procedures at your site, |

. Al Netfiix DVD's are autornation compalible, - _ . .

" Natflix returne are to be swept from programmed bins on the DBCS FIM program into EMM trays and sre to be
placed onto pie wagons with shelves or post cons with inserts at the DBCS operation.

. ‘They should then be sent fo your dispatch Area to be sleaved with EMM sieaves,

" Place all EMM sleeved trays onlo post cons with center shelves to pravent crushing of irays that occur in webbad
post cons, Interweave trays i possible,

. To the best extent possible, load no more than 24 trays (12 trays top and 12 trays botiom) info the single shelved

postcon if possible.

Netflix mailings must be kept In the DPS mialistream going to the customer.

Netflix DVD's must not be sent to fiat sorters for any processing. .

‘ 9_ Any Netflix trays for deck transfer to smaller facilitios must remaln in post cons with sheives and must not be
V S - transferred into webbed post cons to prevent damage.

<
(YA
\
o
-5
.\
B =

T
[+ I

o~

S - I’ZJ(’ Post cons with the wabbing that does not contaln center shalves must not be used. Only post cons with the middlea

V ; /‘l shelve must be usad, The uss of MMP irays or flat bucket trays wili resutt in extensive demage to the returned

- \?- mailing. The use of webbed post cons without a.center shelf resuits in extensive damage to Netfllx DVD disks, A
supply of EMM trays should be available at alt AFCS and FIM operations.

U g - Following these basic processing procedures will significantly reduce damage rates to Netiix DVD's being retumed to
Netfiix. Please have your operations staff give service talks fo the employees In the affected operations.

Pisase do not use any webbed post cons. Please continue to comply with these processing procedures.
Let me know !fyou have any questions,

Thank You PU BL I C

fle//C:\Documents and Settings\ydw4agO\Local Settings\Temporary Internet Files\OLK2DC\FW Netflix ... 8/12/2009
GFL00D0543



IR

L),Oloé Page20f 2
!aw Yark Metro Area

AfManager inptent Support
142-02 20th Avenua, Room 331

i!ushinil NY 11351-0130
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U.S.P.5. STANDARD OPERATING PROCEDURE

Blockbuster DVD Return Processing

Purpose:

This SOP is to provids instruction for the processing and dslivery of Blockbuster retum
DVDY's during the transition period of handiing both the prepaid Blockbuster returns and the
Quality Business Reply Mail (QBRM) Blockbuster retums.

GFLO000545
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There will be no special handiing of Biockbuster retum DVDs in the collection mal. These
pleces will flow through culling, AFCS and the FIM sortplan.
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COLORADOMWYOMING PERFORMANCE CLUSTER
UNITED STATES POSTAL SERVICE
STANDARD OPERATING PROCEDURE

NUMBER; __06:018 i DATE ISSUED: 113007

DATE CANCELED:_1/30/09

SUBJECT:  COLLECTION MAIL PREPARATION (800-807)

This Standard Operating Procedure (SOP) cancels and supersedes Standard Operating Procedure Number 05:001
dated January 20, 2008. .

PURPOSE .
Yo standardize collection mail preparation, dispatches and separations for the Denver GMF. No mail will
arrive at the plant after 2115. .

RESPONSIBILITY
All Menagers/PostmastersiSupervisors are responsible to train clerks, carriers and dispaich employees in
their specific areas and for posting this SOP in all dock/dispaich areas.

PROCEDURE
. Remove all debris from hampers, gumeys, and GPC's prior to using equipment.
« Sweep coliection points prior to every scheduled dispatch,
« Dispatch all mail on every scheduled trip that arrives at the plant prior 10 2115,
» Flat lbs should be individually stacked upside down 1 prevent mall accidentally left in the botiom
of the tub. ’ , .

A Express Mail:

+ + All Express Mail must be signed in and the bar code scanned through the POS or the IRT terminals
before dispatch at the acceptance facility.

. Al ondine Express Mail labels (International and Domestic) must be signed in and thé barcode
scanned through the POS or the IRT terminals before dispatch. IF the POS or IRT is closed out for
the day, a photocopy of the label must be made and sent to the Express Mail Office for acceptance.
MDCD scanners must not be used for the acceptance of Express Mail,

Place ALL Express Mail, Global Express Guaranteed, International Express, and Global Priority
into Express Mall pouches. )

e Make a separate sack for Global Priority where volume warmrants,

« Label Express Mail pouches ‘with a sack label as to-Express Mail or Global Priority (attachment
#1). '

. Label each piece of equipment properly as 10 date, time, and identified originating office, Al
Express Mail containers must be placarded (attachment #¥2). !

» Place Express Mall pouches and pieces too large io pouch on top of GPC's, hampers, or gumeys
containing collection mail. Place nothing on top of an Express Mail piece or pouch,

« DO NOT place Express Mail within an OTR,

« Use e separate container for large volumes holding only Express Mail.

» Dispatch signed and scanned Express Mail pieces on every trip to the GMF,

B. Priority Mall: .
o Priority Mail is_preferential pieces that weigh more than 13 ounces, has at least $4.05 in
postage, or is identifled as Priarity regardiess of weight. '
« Make three Separations.
1. Colorado/Wyoming Priority (can be combined with Colorado/Myoming FCM SPR's)
2. States Priority
3, States Priority Flats
« Face States Priority Flats and place into flat tubs; dispatch on top of the States Priority container.

ORIGINATOR: OPERATIONS PROGRAMS SUPPORT PAGES: 4 PLUS 17 ATTACHMENTS
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Standard Operating Procedure No. 06:018
Collection Mait Preparation

Page 2

D.

E.

.

Make separste containers if volume warants. DO _NOT mix other classes of mail inside 3
Priority containef, :

Label each piece of equipment properly es to type of mall, date, dispatch time, inilials,
identified originating office. .  csee ¢ . end
Level 20 and above offices, stations, and branches in the cities of Denver, Arvada, Aurora,
Boulder, Englewood, Ft. Collins, Littleton, Longmont and other 24 offices must make
separate containers., Use OTR's, hampers, or GPC's. —"-

All level 19 and below offices must maintain Priority separations within a coatainer and may
label the container with a mixed placard (attachment #11).

Label containers to the MPA using a lime green placard (attachment #8) for States Priprity or @
hot pink piacerd (atiachinent #9) for Colorado/iyoming Priority.

f Colorado/Wyoming Priority and FCM SPR's are combined in the same container, use a hot pink
.placard {(attachment #9) to label the container.

Existing placard stock should be used before ordering any new hot pink placard {attachment #8),
1. Place “Target Mail” in a separaie container within the States Priority container and properly

Identify.

Letter Mall:
Make two separations:
1. Loose Uncancelied : .

» Deposit loose uncancefled letiers intc a iabeled hamper. DO NOT dump irays of
metersd/cancelied or fimsy and/or open ends Uayed inlo hampers containing lbose
uncancelled [atiers. {Attachment #3 shows whal an open end is.) Identify trayed fimsy
and/or t‘t‘ajp'en Tends using appropriate WHITE piacards (attechment #).

« Exception: Trays of stam uncancelled posticards m i i
DUM?’EDth other letter nﬁ:?l P s must be dspaiched Intact, HOT

2. Metered/iCancelled

« Use letter trays for letters, rather than fiat tubs,

« Face metered/cancelied letters, tray, and place In Iabeled GPC's.

« Unband metered bundles, face, tray, and place in labeled GPC's.

« Exception: Metered letter mail from a blue collection box must be put into the hamper with

_ lose uncancelled lettérs.

Label each piece of equipment properly as 1o type of mail, date, and the originaiing office. First-
Class Mail will be placarded In GREEN (sttachment #5).
1. Note; Prepare Missent, PARS, CFS, Lodp, and RTS mall per Standard Operating Procedure

#02:027, ‘Loop, Missent, and Retum fo Sender Mail Processing Procedures,”

2. Return DVD's (e.g., Netflix, Blockbuster, etc.)

» Al retumn DVD's should be isolated by individual company and faced § ] .

these trays of DVD's on top of hampers of loose col!etgionymail. foced EMNf ieys. Ploce

Flats:
Make two separations:
1. Metered/Cancelied fiats
2. Uncageelied flats
Separate, face, and place in flat tubs, When cne GPC of flats is dispatched, stamped fiats will be
placed on the top shelf of the GPC and metered fiats will be placed on the bottom shelf of the GPC.,
Label esch pieca of equipment properly as to type of mail, date, and the originating office. Placard
First-Class Mail in GREEN (attachment #5). -
Dispatch Periodical and NEWS flats prepared by mailers in flat tubs under labeling list L201 {Origin
Mixed ADC) with metered/cancetied fiats.

FCM hregqular Parcels (SPRs):
Preferential pieces that are 13 ounces or less, unless they are identified as Priority Mail vk
tape, box, label, etc., are FCM. ty Mail via
Make fwo separations; B .
1. Celorado and Wyoming FCM SPR’s (can be combined with Colorado/Wyoming Priority)

2. Stales FCM SPR's
PUBLIC
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Standard Cperating Procedura No, 06:018

Collection Msil Preparation
Page 3
s Place IPP's in hampers or gumeys, Use false bottoms in a8 hampers that are not
spring loaded.
« Label containers as fo type of mall, date, dispatch time, inktials, and identilied originating office to
the MPA. :

« Label containers, with dark blue placards {attachment ¥6) for States FCM SPR's and light blue
placards (atiachment #7) for Colorado and Wyoming.

« If Colorado/Wyoming Priority and FCM SPR's are combined in the same container, use 3 hot pink
placard (sttachment #9) to label the container.

F. BMC: .
« Origin ZIP Codes B00-807: Make four separations,
1. Machinable Parcel Post
2. Non-Machinable Outside {NMO) Parcel Post
3. Sacks (Standard & Perlodicals)
4, Standard letter traysfiat tubs ) A
.« Label each piece of equipment propery as to type of mail, date, and the originafing office.
{attachments: 10A, 108, 10C, or 10D). '

« Separate into containers only pure loads of loose machinable parcel post, non-machinable outside
(NMO) parcel post, sacks, and stangard letterfflat trays, DO NOT commingle into the same
container., ’

» Use appropriate container based on volumes.

+ Sleeve and strap all trays. . T

s Strap and keep bundles of Standard A Letters Intact. DO NOT commingle or send loose pieces of
leiters, flats, or SPR’s to the Denver BMC. Never piace originating Priority or FCM into containers
{abeled for the BMC.

G. Heavy Cancellation Davs: ’ i

s Deposit collection mail in desugnaled arterial boxes for collection on the days designated "Hub and '
Spoke” days by the Senior Operating Manager.

H.  Exception: ) .

« The only exception to these finalization procedures; is the final dispatch from the unit. Make
separations a@s required as much as possible, but do not delay transportation. In order to avoid
misuse of this exception, it enly applies to units [hat have received approval from the District
Manager or designee. Requests for such approval must be .submited through the Senior
Operating Manager to the Distiict Manager.

I.  Hszardous Materials (HAZMATY:
Priorityl First-Class
1. Clinical Specimens
« |dentified clinical specimens should be isolated and labeled to MPA operation 124 for
processing. Flat tubs may be used to isolate clinical specimens from normal collection
mail, Multiple clinical specimens can be mixed into the same flat tub. Dispatch to the MPA
i a separate container, if passible, or tailgate the fat tub(s).
2. Bio-Hazard Parcels
» Each identified HAZM?\T or Biohazard plece shipped as Priority or FCM must be isolated
and placarded using the netional HAZMAT placard (attachment #12), Place each identified
HAZMAT piece into a flat tub and place the fiat b In 2 GPMC. Do naot piace more than
one HAZMAT piece into the same fiat tub. MuRiple fiat tubs containing HAZMAT can be
dispatched in the same GPMC. Tail load container(s) of HAZMAT and dispatch 10 the
Denver PRDC or tailgate the fiat tub(s).

.

e Parcel Post: -

1. Each identified HAZMAT (jncluding Biohazard) pleces shipped as parcel post must be isolated
and placarded using the national HAZMAT placard (attachment #12), Place each identified
HAZMAT piece into a8 flat jub and place the flat tub in @ GPMC, Do not place more than one
HAZMAT piece into the saime fiat lub. Muitiple flat tubs containing HAZMAT can be dispaiched
in the same GPMC, Tail lead container(s) of HAZMAT and dispatch to the Denver BMC.
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Standard Operating Procedure No. 06:018

Collaction Mail Preparation
Fage 4
= Dispatthing:

1. Tailgate and notate on the sppropriate transporiation documents all dispatches,
2. DO NOT use 1046 egu! fcanvas hampers) to dispatch HAZMAT.
3. DQ NOT dispatch HAZMAT that is lenking or damaged. Consult your lbcal Spiil and Leak
Response SOP for guidance In this situation.

nior Plant Mana
Processing & Distribution

DISTRIBUTION: Aand E
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FORT WORTH DISTRICT

=T

POSTAL SERVKE .
Document Type: Standard Operating Procedure (SOP)
Title: Handling NETFLIX Malil Pieces
Effective Date: May 13, 2005

Reference Number: 7-68APD
Number of Pages: 2

m.

PURPOSE

The purpose of this Standard Operating Procedure (SOP) is to establish policies and procedures for
handling and dispatching NETFLIX mail pleces, :

RESPONSIBILITY

All Managers/Supervisors, Distribution Operations are responsible for maintaining this policy. This
Includes responsibility for tralning all appropriate employees in these procedures, ensuring these
procedures are followed daily, and taking corrective action whenever there is a failure to follow
proper procedures, AFCS operators, culling employees, and DBCS FIM machine operators are
responsible for properly isolating, handling, labeling, and dispatching all NETFLIX mail pieces.

REFERENCEDOCUMENTS—NETFUXS@NhéTdk

PROCEDURES .
A.  Outgoing Operations

1. NETFLIX mail pieces originate in the collection mail stream flowing Into the Fort Worth
P&DC for processing, canceling, and distribution. These packages contain DVD's
rented and presumably viewed by NETFLIX customers who are now returning them to
NETFLIX.

2. NETFLIX DVD's are retuned in Business Reply Mail (BRM) envelopes having a white
front with an FIM mark in the upper right-hand comer and a red baok, °*NETFLIX" is
printed on the red back of the envelope in white letters for easy identification, and the
mall pleces are eddressed to NETFLIX, Fort Worth, TX 76161,

3. NETFLIX mall pieces should be captured in the 010 culling unit, at the AFCS miachines,
and at the FIM DBCS machine.

4. Mail pieces must be collected and put in letter trays to be placed in U-carts labeled for
l’:_ll!a'FL%(':l These U-carts are located in front of AFCS machines and next to the DBCS
machine, )

§. Separate trays have been prepared for NETFLIX Fort Worth and NETFLIX .

Envelopes should be placed In the appropriate {rays. NETFLIX mail pieces amrive in
collections for both the Fort Worth and warehouses. P UB L I
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8. Trays must be identified using the labels avallable at the NETFLIX U-carts then
dispatched to the Fort Worth P&DC or the ___-_____ P8DC using either the label
designating “NETFLIX, Fort Worth, TX 76161 or “NETFLIX, , TX A

7.  Supervisors, Distribution Operations at the 010 culling unit and the DECS FIM machine
are responsible for collecting the trays and ensuring they are properly dispatched at the
conclusion of the 010 culling operation and the FIM processing operation.

B. Incoming Operations

1, Incoming NETFLIX mail pieces originate in the incoming flat mail stream flowing into
thse Fort W604rth P&DC from other offices and destinating locally from SCF's 760, 761,
762, and 764.

2. NETFLIX mail pieces are Prepald First-Class Mail having both a red front and back.
*NETFLIX" is printed on the back of the envelope in white letters for easy identification.
“The mall pleces are delivered from a NETFLIX warehouse and are addressed to local
customers having subscribed to this service.

3,  Supervisors, Distribution Operations MUST ensure all destinating inbound NETFLIX
mail pieces are processed on AFSM 100 machines, not on DBCS machines.
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DALLAS DISTRICT PROCESSING AND DISTRIBUTION CENTERS

UNITED STATES _

POSTAL SERVICE
Document Type:  Standard Operatng Procedure (SOP)
Title: NETFLIX Handling (Revised)
Effective Date: December 31, 2003
Reference Number: DAL-
Number of Pages: 1
I. Purpose

To establish policy and procedures for Handling of and Dispatching of NETFLIX mail pleces.

N, Responsibility

MDOs, SDOs, AFCS operators, Culling employees, and DBCS FIM machine operators are
responsible for the proper isolation, handling and labeling of all NETFLIX mail pieces.

I, Reforence Documents
A. NETFLIX Service Talk

IV. Procedures
Qutgoing Operations

A, NETFLIX pieces will be found In the coliection mail stream flowing info the Dallas Plant for
canceling and distribution. These pleces contain DVD's that customers have rented from
NETFLIX and are now being returned to NETFLIX after viewing.

B. Pleces are Business Reply Mail envelopes.with a FIM mark in the upper right hand corner and
have a white front and a red back, The back of the envelopes says, “NETFLIX" in white
letters, making them easily identifiable. Pleces are addressed to NETFLIX, Coppell, TX
75019. ’

C. NETFLIX pieces should be captured in the 010 culling unit, at the AFCS machines, and at the
FIM DBCS machine. ' ,

D. Pieces should be collected and placed in letter trays in U-Carts labeted for. NETFL!X..The U-
Carts are located in front to the AFCS machines and beside the DBCS FIM machine.

E. There is a tray for NETFLIX Houston and a tray for NETFLIX Coppell. Pieces should be
placed in‘the correct trays. NETFLIX pieces are coming in collections for both the Houston
warehouse and the Coppell warehouse,

F. Trays should be labeled with the labels available at the NETFLIX U-Carts and dispatched to
NTX P&DC and to Houston P&DC. Labels say: " NETFLIX, Coppell, TX 75019° or
"NETFLIX, Houston, TX 77210

G. SDO's in the 010 culling unit and the DBCS FIM machine are responsible for collecting the
trays and ensuring they are dispatched to NTX P&DC and Houston P&DC at the conclusion of
the 010 Culling operations and the FIM processing operation.

m ratio!

H. Incoming destinating NETFLIX pleces will be found in the incoming DBCS SCF mall stream
flowing Into the Dallas Plant from other offices and destinating locally in SCF 751, 762 753.

I. These pleces are Prepaid First Class Mail envelopes and have both a red front and a red
back. The back of the envelopes says, “NETFLIX" in white letters, making them easlly
identifiable. The pieces are coming from the company warehouse going to customers inthe
local area who have subscribed to the NETFLIX service. P
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Ml Unmeo Statee POSTAL SERVICE

November 8, 2007 \,6\\ ©

!! ! ING VICE PRESIDENT, PRICING AND CLASSIFICATION
e 05109
VICE PRESIDENT, CUSTOMER SERVICE

) \O’l/
VICE PRESIDENT, ENGINEERING

e

SUBJECT: Audit Report — Review of Postal Service First-Class Permit Reply Mail
(Report Number MS-AR-08-001)

This report presents the resulis of our self-initiated audit of the U.S. Postal Service First-
Class Permit Reply Mail (PRM) (Project Number 06YG041MS000). We initiated this
audit based on concemns raised regarding potential prefereniial treatment given to a
large digital versatile disc (DVD) maller. Our objective was to determine whether PRM
mailers’ mailpieces are processed in accordance W|th their approved classification and
pricing.

The Postal Service generally processes PRM mailpieces in accordance with their
approved classification and pricing, as outlined in the Domestic Mail Manual (DMM).
However, employees manually process approximately 70 percent of the approved First-
Class two-way DVD return mailpieces from one DVD rental company because these
mailpieces sustain damage, jam equipment and cause missoits during automated
processing. Nonmachinable mailpieces are subject to'a surcharge. However, the DMM
does not currently address the characteristics of the mailer’'s two-way DVD return
mailpiece that make it nonmachinable.

Because these mailpieces are not machinable, the Postal Service pays significant
additional labor costs fo manually process them. -We estimate the additlonal labor costs
to process these mailpieces were $41.9 million during the past 2 years, and will be

- $61.5 million over the next 2 years. We will report this monetary impact of $103.4
million in our Semiannual Report to Congress as $41.9 million in unrecoverable costs
and $61.5 miflion in funds put to better use.

We recommended management revise the DMM's Nonmachinable Criteria for First-
Class letter-size mail to identify additional nonmachinable characteristics and physical

This report has not yet been reviewed for release under FOIA or the Privacy

Act. Distribution shouid be limited to those within the Postal Service with a
need to know.
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standards for these mailpieces. We also recommended management notify affected
mailers that Postal Service Engineering must test the mailers’ two-way DVD return
mailpieces against the revised Nonmachinable Criteria to ensure the affected
mailpieces are machinable, or be subject fo the $0.17 nonmachinable surcharge.
Should a maller not make its mallpiece machinable, we recommended management
ensure Business Mail Entry Unit employees begin coliecting the $0.17 per piece
nonmachinable surcharge.

Management was not responsive to the findings and recommendations because,
‘although they indicated agreement with the recommendations, they did not provide
actions to address the recommendations nor did management provide action
completion dates. Management has no initiatives in progress, completed, or planned to
address the issues in this report. Management's comments and our evaluation of these
comments are included in the report.

The OIG considers recommendations 1, 2, and 3 significant, and thersfore requires -
concurrence before closure. Consequently, the OIG requests written confirmation when
corrective actions are completed. These recommendations should not be closed in the
follow~up tracking system until the OIG provides wrilten confirmation the
recommendations can be closed.

We appreciate the cooperation and couriesies provided by your staff during the review.
If you have any questions or need additional information, please conta
Director, Sales and Service, or me at (703) 24

Deputy Assistant Inspector General
for Revenue and Systems

Attachments

CC.
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MS-AR-08-001

Review of Postal Service
First-Class Permit Reply Mail
INTRODUCTION
Background The U.S. Postal Service delivers optical disks, digital

Cutbound PRM two-way DVD
mallpleces processed with
other First-Class Mail® at the

Houston, Toxas, Processing _

and Distribuiion Center
{P&DC), November 2, 2006.

versatile discs (DVDs), compact discs (CDs), and minidisks
for on-line rental service companies such as Netfiix, Inc.®
Blockbuster Onfine®, GameFly®, and *
through the use of prepaid envelopes using the Business
Reply Mail (BRM) and Permit Reply Mail (PRM) formats.

Subscribers receive the DVDs or CDs through the mail,
generally with 1-day delivery.

These companies use the Postal Service for timely delivery
of rented DVDs and CDs. For exampile, one DVD rental
company operates more than 100 shipping centers
throughout the U.S. and, on average, ships 1.6 million
DVDs each day. Another DVD rental company shigs DVDs
via the Postai Service from 38 distribution centers in the
U.S. Other companies have also entered the marketplace
with similar product offerings, bringing increased revenue to
the Postal Service,

PRM is & mailer service which enables a permit imprint
holder to receive First-Class Mail® and Priority Mail® back
from customers by prepaying postage for reply pieces at the
time of mailing. Mailers must distribute PRM pieces as part
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Review of Postal*Service ' MS-AR-08-001
First-Class Pormit Reply Mait

of a discount Fu'st-CIass Mail mailing and not through any
other means." .

On August 3, 2008, the Postal Service launched PRM to

replace BRM because DVD mailpieces were not well-suited

for the BRM:classification. Mailers who use PRM are those

who have close to 100 percent returns, such as DVD rental
_companies.

Most PRM mailers currently use a two-way DVD mailpiece
for shipping to and from the customer, where the envelope
used to ship the DVD to the customer is converted and used
to return the DVD to the rental company (referred to as the
two-way DVD return mailpiece). One DVD rental company
mailer places the DVD in the front of the envelope on its
way to the customer, creating a hard leading edge on the
mailpiece. On the return trip back to the rental company,
the DVD ends up on the trailing edge when the envelope is
converted by the customer. This is because the customer
‘tears off the perforated cover of the envelope to expose the
return address. The return address information is printed
upside down relative to the original cover, meaning that the
envelope must be rotated 180 degrees to be processed
upright. After this rotation, the DVD is positioned on the
trailing edge of the envelope, creating a leading flap that is
referred to as a “floppy leading edge.”

Regarding pricing, PRM DVD mailers present their mailings
at a business mail entry unit, and most pay First-Class
presort automation letter rates for outbound mailpieces.
Postage for the return envelopes is prepald at full First-
Class Mail rates and is collected when the outbound pieces
are mailed. Mailpieces that fail one or more of the
nonmachinable criteria in the Domestic Mail Manual (DMM)
are assessed a nonmachinable surcharge of $0.17 per
piece.?

The Postal Service has two ways of granting PRM
.authorizations. Mailers wishing to obtain individual mail
entry site authorizations must apply for PRM through the
Manager, Business Mail Entry (MBME) at the district office’
where the permit imprint account is held, and mailpieces
must be approved by the local Mailpiece Design Analyst.
Mailers seeking a national authorization must submit a

* DMM, Section 507.9.1.1 (updated May 14, 2007).
2 DMM, Section 133.1.9 (updated May 14, 2007).
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request to the Pricing and Classification Service Center
(PCSC).

Locally, if a mailpiece's design cannot be authorized
according to the DMM, the MBME informs the mailer in
writing that the PCSC will make a determination. The lefter
sent by the MBME to the maliler should request that the
mailer provide additional sample mailpieces to the MBME,
along with a letter asking that these mailpieces be tested by
Postal Service Engineering (Engineering) for automation
letter-size rates. The MBME forwards the mailer's letter and
sample mailpieces to the PCSC for a determination. The
PCSC then follows its normal authorization procedures
(outlined below).

The PCSC receives letter requests directly from mailers
seeking a national authorization or from MBMEs seeking
clarification for a local authorization. These requests
include sample mailpieces to be tested. The PCSC reviews
the mailpieces and determines whether to deny
authorization or forward the sample mailpieces to
Marketing’s Mailing Standards group, to Engineering, or to
both for further review. Engineering notifies Mailing
Standards and the PCSC of test results in writing, and the
PCSC or Mailing Standards issues a ruling to the mailer.
Marketing announces national authorizations in the Pricing
& Classification Weekly Communication and any other
media that reach the internal postal audience.

To better understand how DVDs are processed, the Postal
Service contracted with an outside consultant to study the
mail characteristics and processing methods used by postal’ -
facilities that process DVD envelopes. This study, titled
United States Postal Service (USPS) Mail Characteristics
Study of DVD-by-Mail, includes cost and volume estimates
that reflect the Postal Service’s current processing methods.
Results of this study are discussed later in this report.

Objective, Scope, and
Methodology

See Appendix A.

Prior Audit Coverage

We did not identify any prior audits or reviews related to the
objective of this audit.
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AUDIT RESULTS
Many Two-Way DVD  The Postal Service generally processes PRM mailpieces in
Return Mailpieces accordance with their approved DMM classification and
Processed Manually, pricing. However, approximately 70 percent® of one DVD
But Surcharge Not rental company’s approved First-Class two-way return
Assessed mailpieces® are manually processed. The Postal Service

manually processes such a significant number of these
mailpieces because of the nonmachinability of the envelope
design. This design uses a floppy leading edge, which often
sustains damage, causes jams in equipment, and missorts
during automated processing.

The Postal Service has specific criteria in the DMM to
-determine whether letter mail is nonmachinable.’ Currently,
the envelope design with the floppy leading edge meets
these criteria, as none of the negative characteristics listed
in the DMM specifically apply to this type of mailpiece.

Additionally, in 2002, Postal Service Marketing's
Preparation and Standards® group (Marketing) notified this
DVD rental company that their two-way DVD return
mailpiece was machinable, although Engineering had
determined 2 weeks earlier that the same mailpiece was not
automation-compatible. As a result; the mailer was not
required to pay either the current $0.17 or older sprior to
May 14, 2007) $0.13 nonmachinable surcharge. :

Manually processing these mailpieces is costly to the Postal .
Service. We estimated that the costs to the Postal Service
for this manual effort for the past 2 years were $41.9 million.
If the Postal Service were to revise the DMM’s
nonmachinable criteria® to identify additional characteristics
and physical standards for First-Class letter mailpieces with
the same design and general characteristics as the current
mailer, the Postal Service could reduce processing costs

® The OIG performed a statistical sample of 24 Postal Service sites that handle the DVD rental company's return
mailpieces. Based on projections of the sample results, we estimate 70 percent of this company’s two-way DVD
retumed mailpieces were processed manually.

A retum mailplece is one that a customer is returning to the mailer.
5 DMM 101, Physical Standards, Saction 1.2, Nonmachinable Criteria.
® Marketing's Preparation and Standards group has been renamed Mailing Standards and reports to the Vice
President, Pricing and Classification. .
70on May 14, 2007, the Postal Service announced a rate change. DMM 133, Rates and Eligibility, Section 1.9,
Nonmachinable Surcharge, now requires a $0.17 surcharge for any nonmachinable mailpiece. Prior to May 14,
2007, the surcharge was $0.13 per piece (DMM 133.1.6, Footnote 3).
3 DMM 101, Physical Standards, Section 1.2, Nonmachinable Criteria.
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and would have funds put to better use of $61.5 million over
the next 2 years. (See Appendix B for details.) '

Manual Processing In 2005, the Postal Service contracted with an outside
Observed consultant to study the mail characteristics and processing
methods used by Postal Service facilities that process
two-way DVD mailpieces. The outside consultant
concluded that the Postal Service manually processed
77 percent of one of the large on-line DVD rental
companies’ two-way DVD return mailpieces.

Through observation and contact with 24 P&DCs, the U.S.
Postal Service Office of Inspector General (OIG) estimates
that 70 percent of this DVD rental company'’s two-way DVD
return mailpieces are manually processed, a figure-slightly. . -..
lower than the outside consultant’s 77 percent. Both the
outside consultant and the OIG observed that the two-way
return mailpieces are diverted at various points throughout

the mailstream and processed manually rather than being
processed by automation, as required by two-way DVD
‘classification and pricing.

At the P&DCs where the OIG obsérved two-way DVD mail
processing, we found operations personnel manually taking
two-way DVD retum-mailpieces from the initial rough cull;®
from the Advanced Facer-Cancellier System machine; and
at other points during processing operations for later
facing'® and placing them in trays at the end of the shif.
Western Area management issued a standard operating
procedure (SOP) directing delivery and operations
employees fo isolate all two-way DVD return mailpieces
from the mailstream before they enter the plant for~----- ---- -
processing. At the Denver P&DC, we found that even with
an SOP to isolate all two-way DVD return mailpieces before
they arrive at the plant, operations personnel still removed
PRM mailers to be faced.and placed in trays at the end of
the shift. At the Queens, NY P&DC, we found a sign
instructing operations personnel to pull out one DVD rental

? Culling refers to removing, by hand, nonletter mail (such as small parcels, rolls, and odd-shaped material) from’
getter mail, and nonmachinable mailpieces from automation rate pieces.

° Facing refers to arranging mail in a uniform orientation with the delivery address facing forward and the postage
stamp, meter stamp, or permit imprint positioned in the upper right corner,
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‘After being removed from
the mailstream, PRM
mailpieces at the Denver
P&DC await fecing and
placing in trays, November 8,
2006,

MS-AR-08-001

company’s return mailpieces from coliection mail. The OIG
did not observe any other PRM mailer’s two-way DVD
return mailpieces being manually processed as much as
this specific mailer's pieces were manually processed.

At the P&DCs where the OIG observed Postal Service
processing of two-way DVD mailers, operations personnel
told the OIG that the return mailpieces were manually pulled
to avoid damaging the mailpiece, jamming the mail
processing equipment, and missorting during processing.

The outside consultant's study also noted:

“Often employees cull the easily identifiable
bright colored envelopes from the automated
malil stream. Some supervisors in mail
processing facilities believe these pieces will not
run correctly on automation machinery based on
their experiences working with this equipment, or
feel that the risk of damage, mis-sorts, or rejects
justifies their removal from the automated
processing stream. It was not unusual to see
containers of separated return DVDs at points
throughout the mail processing flow.”

Improper Notification
Letter Provided

On June 11, 2002, Engineering issued a letter to the DVD
rental company regarding the test results of their two-way
DVD mailpiece. Engineering concluded that the return
portion of the two-way envelope used by this mailer was not
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automation compatible because “the pieces did not stack
correctly” and “many pieces. . . had the flimsy end fold over
and covered the address information.” The letter did not
address machinability.

In response to Engineering’s letter, on June 17, 2002, the
mailer sent an e-mail questioning Engineering'’s
determination. On June 24, 2002, Marketing responded to
the mailer with a letter stating that although their two-way
DVD return mailpieces were “not completely automation-
compatible, [they] were machinable.” The letter also stated,
“return pieces tested would not be subject to the
nonmachinable surcharge effective June 30, 2002, for
mailpieces that must be handied manually.”

Marketing’s June 24, 2002, letter negated Engineering’s
determination that the mailpieces were not automation-
compatible by stating that this DVD mailer's return
mailpieces, “although not completely automation-
compatible, were machinable.” By adding the phrase
“although not completely,” Marketing not only changed
Engineering’s earlier determination that this DVD mailer's
return mailpleces sent in for testing “were not automation
compatible,” but also made a determination on machinability
without performing flexibility testing on the mailpiece. The
DMM" states that Enginéering, not Marketing, is
responsible for advising mailers of its findings (by letter)
regarding the results of flexibility testing.

The OIG asked Engineering representatives for all copies of
the 2002 testing results, but were told that none existed.
Engineering officials told the OIG they did not know of any
separate testing that Marketing conducted on the subject
mailpieces in order to arrive at their conclusion. We
questioned both Marketing and Engineering officials about
whether the return mailpieces were machinable. Marketing
asserts — and Engineering denies — that Engineering
advised Marketing that the returh mailpieces were
machinable.

in addition, in December 2005, Postal Service Engineering
conducted testing on a two-way DVD mailpiece submitted
by another DVD rental company that was similar to the one

"' DMM 201, Section 3.11.2 states in part: “A mailer wanting to have mailpieces tested for flexibility must submit at
least 50 sample pieces and a written request to USPS Engineering. . . .The request must describe mailpiece
contents. . . and Engineering advises the mailer by letter of its findings.”
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used by the aforementioned DVD rental company.
Engineering determined that the return portion of this other
company’s DVD mailer was nonmachinable. In a December
28, 2005, letter to the company, Engineering noted the
similarities between the two companies’ DVD mailpieces,
stating: :

“It should be noted that Engineering tested a similar
mailpiece in 2002 and in a letter dated June 11 of that
year, informed [a DVD rental company] that the
mailpiece was not automation compatible. The samples
submitted by [the other company] have not been
modified in any way that would significantly improve
machinability. . . . In a sense, this mailpiece design-is
being tested everyday throughout the Postal system
with very poor results. Engineering’s ongoing
experience with the poor machinability of [the DVD
rental company’s] mailers indicates that the [current]
design will sustain damage, cause jams and be mis-
sorted during processing. This will lead operations
personnel to divert the mailers from the automation mail
stream and handle them manually. Based on current
experience, the test performed and the tabbing
deficiencies noted, Engineering finds [the other
company’s] two-way DVD mailer is not machinable.”

Engineering’s determination that the other DVD rental
company's mailpiece is nonmachinable is inconsistent with
Marketing’s determination that the DVD rental company’s
identical mailpiece is machinable. The Postal Service
should give consistent treatment to two mailpieces with the
same characteristics. Inconsistent treatment of mailpieces
with the same characteristics may lead mailers to pérceive
that the Postal Service shows favoritism towards some DVD
rental service companies.

DMM Nonmachinable
Criteria Needs
Revision

The DMM does not address characteristics that make the
DVD rental company’s two-way retum mailpiece
nonmachinable.

DMM, Section 101 gives criteria for identifying mailpieces
that are subject to the nonmachinable surcharge. The

following guidance was in effect at the time Marketing
determined the mailpiece to be machinable:
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* DMM, Section 101.6.4.1: Letter-size pieces that
weigh 1 ounce or less and meet one or more of the
nonmachinable characteristics in section 1.2 are
subject to the nonmachinable surcharge (see section
133.1.9).

» DMM, Section 101.1.2: A letter-size piece is
nonmachinable if it has one or more of the following
characteristics, including:

a) An aspect ratio (length divided by height) of
less than 1.3 or more than 2.5.

b) Is polybagged, polywrapped, or enclosed in
any plastic material. - :

¢) Has clasps, strings, buttons, or similar closure
devices. ‘

d) Contains items such as pens, pencils, or loose
keys or coins that cause the thickness of the
mailpiece to be uneven.

e) Is too rigid (does not bend easily when
subjected to a transport beit tension of
40 pounds around an 11-inch diameter turn).

f) For pieces more than 4-1/4 inches high or
6 inches long, the thickness is less than
0.009 inch.

g) Has a delivery address parallel to the shorter
dimension of the mailpiece.

'h) Is a self-maller with a folded edge
perpendicular to the address if the piece is not
folded and secured.

i) Booklet-type pieces with the bound edge
(spine) along the shorter dimension of the
piece or at the top.

Although the DVD rental company’s two-way DVD return

mailpiece adheres to the DMM machinability criteria listed
above, Engineering’s testing of this and similar mailpieces
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has consistently shown that this type of mailpiece is not
machinable. Engineering has noted that mailpieces with
this design “will sustain damage, cause jams, and be
missorted.” The OIG, through observations of DVD
malilpiece processing conducted at 10 P&DCs, also found

- this specific two-way DVD mailpiece was likely to become

damaged, jam equipment, and be missorted during
automated processing.

Based on Engineering's conclusions about the PRM
two-way DVD mailpieces, the Postal Service should revise
the DMM to identify additional nonmachinable ‘
characteristics and physical standards for First-Class
letter-size mail. If affected mailers choose not to redesign
their two-way DVD mailpiece the Postal Service should
impose nonmachinable surcharges of $0.17 per piece.

Recommendations

We recommend the Acting Vice President, Pricing and
Classification:

1. Coordinate with the Vice President, Engineering, on a
Domestic Mail Manual (DMM) revision to the
Nonmachinable Criteria DMM, Section 101.1.2 in order
to identify additional nonmachinable characteristics and
physical standards for First-Class letter-size mail with
the same design and general characteristics of the
mailpiece with the floppy leading edge.

2. Notify affected mailers that their two-way Digital Video
Disk return mailpieces must be tested by Postal Service
Engineering against the revised Nonmachinable Criteria
DMM, Section 101.1.2 to ensure that the affected
mailpieces are machinable, or be subject to the $0.17
nonmachinable surcharge.

We recommend the Vice President, Customer Service:

3. Ensure that Business Mail Entry Unit employees begin
“collecting the $0.17 per piece nonmachinable surcharge
for all affected mailpieces if mailers do not alter their
mailpieces.

Management’s
Comments

In response to recommendation 1 management stated that
in the last year 742 million pieces of Permit Reply Mail
comprised only 0.77% of more than 96 billion pieces of
First-Class Mail. Management agreed that machinability
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standards need to be reexamined periodically, but
cautioned that it must also consider how any DMM changes
would affect all users of the mail. Additionally, management
stated that the specific changes envisioned by this audit
could have implications for other customers that are not yet
properly understood. In addition to cost, the Postal Service
is greatly concerned with the possible negative impact on
affected customers if a DMM change results in a substantial
price increase.

Concemning recommendation 2, management agreed to test

. DVD return mailpieces “against DMM standards when and if

those standards are altered.” In response to
recommendation 3, management stated that “customers
who mail pieces that do not conform to current DMM
standards should pay the nonmachinable surcharge.”

Management also had.a comment regarding the following
statement in Appendix A of our report: “We did not assess
the reliability of the Corporate Business Customer
Information System (CBCIS) as part of our audit; therefore,
we do not base our conclusions or recommendations solely
on information in the database.” Management believes this
statement conflicts with our use of CBCIS volume data in
Appendix B.

We have included management’'s comments, in their
entirety, in Appendix C. :

Evaluation of
Management’s
Comments

Although management agreed with our findings, their

comments were not responsive fo the findings and
recommendations. Management did not identify any actions... ..... ..
it will take to address the issues raised in this report.

Management's comments misquote our first
recommendation as a suggestion that the DMM be revised
to “identify additional nonmachinable characteristics and
physical standards for First-Class Mail letter-size mail.”
Management omitted the rest of the recommendation, “with
the same design and general characteristics of the
mailpiece with the floppy leading edge,” and offered no
indication that it would act to address the floppy leading
edge problem identified in this report. Our recommendation
to revise the DMM would not affect all First-Class mailers. It
pertains only to mailpieces with a floppy leading edge,
which sustain damage, cause jams in equipment, and
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missort during automated processing. As for the impact on
affected customers, rejecting similar mailpieces from other
mailers, while allowing one mailer to continue using this
mailpiece creates the appearance of favoring a large mailer
over smaller ones. :

Agreeing to test DVD return mailpieces against DMM
standards “when and if those standards are aitered,” without
having committed to altering the DMM, does not satisfy
these recommendations.

Regarding recommendation 3, management stated that
customers who mail pieces that do not conform to current
DMM standards should pay the nonmachinable surcharge.
Our recommendation pertained to “affected mailpieces,”
{mailpieces affected by the DMM revisions suggested in
recommendation 1). In any case, management did not
specify any action that it would take to collect the surcharge,
under either current or revised DMM criteria.

The OIG disagrees with management’s assertion of a
conflict between information presented in Appendices A and
B. Our statement in Appendix A means we did not conduct
a review of data processing controls over the CBCIS.
However, we tested the reasonableness of the CBCIS data.
To test the reasonableness of projected return volume using
CBCIS, we compared it to a separate projection using the
mailer’s internal forecasted customer base for March 2007
and the mid-point of its forecasted range of its customer
base for December 2007.

The results of the two forecasts were nearly identical, giving
us reasonable assurance that we could use the data
obtained from the CBCIS to support the monetary impact
calculation.

Note also that we estimated the unit cost of manual
processing at $0.08146. Management's response indicates
that the unit cost is $0.11291. If management is correct, our
monetary impact calculation is very conservative.

12
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Additional Matter
Needing
Management’s -
Attention

The DMM gives the Postal Service's complete mailing
standards. Customers and Postal Service employees
depend on the DMM for information and guidance about
mailing. Further, the DMM attempts to give users all the
information they need within a single section without
referring users to different sections. Although one of the
Postal Service's goals is to reduce the need to refer to
another section, in some circumstances, a reference directs
a user to a different section.

During our review of PRM guidance, we noted that
clarification is needed to Section 9 of the DMM 507, which
provides information on the PRM category and elements.
Section 9.1.1 states that mailers must distribute PRM pieces
as part of a discount First-Class mailing and not through any
other means, but does not refer users to the PRM
guidelines in DMM 200, Discount Mail Letters and Cards,
and Section 230, First-Class Mail. Although it is the Postal
Service's goal to reduce the number of instances a user is
referred out of a section, we believe it Is important to give
users an out-of-section reference to the section on discount
First-Class Mail. This reference, when added to Section
9.1.1, would give PRM mailers complete guidelines.

Suggestion

We suggest the Acting Vice President, Pricing and
Classification, revise the DMM to include an out-of-section
reference from the PRM section at 9.1.1 to DMM, Section
230, First-Class Mail.
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APPENDIX A
OBJECTIVE, SCOPE AND METHODOLOGY

We initiated this audit based on concemns raised regarding potential preferential.
treatment given to a large DVD mailer. We determined whether PRM mailers’
mailpieces are processed according to their approved classification and pricing.

To accomplish our objective, we performed a walk-through of the PRM process (tracing -
from permit to authorization to outbound to return of mail to automation compared to
manual sorting). We also reviewed applicable regulations, manuals, instructions, and
other supporting documentation relating to PRM, and its predecessor BRM, to evaluate
internal controls and the reliability and validity of data.

We interviewed Postal Service personnel for background information on DVD mailing
approvals and processes. We interviewed Postal Service officials at the PCSCto -
determine their role in the process for mailers seeking approval to use PRM, especially
those who mail automation-compatible DVD and CD mailpieces. We also interviewed
industry officials for information on their distribution processes.

We visited 10 Postal Service facilities to observe the mailing of DVDs to determine how
they were processed, and contacted an additional 14 Postal Service facilities by
telephone to confirm their processing of DVDs.

We reviewed the November 2006 study, USPS Mail Characteristics Study of DVD-by-
Mail, developed by an outside consultant for the Postal Service, to determine why the
study was requested and how the Postal Service used the results.

We conducted this performance audit from September 2006 through November 2007 in
accordance with generally accepted government auditing standards and included such
tests of internal controls as we considered necessary under the circumstances. Those
standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our
audit objective. We believe that the evidence obtained provides a reasonable basis for
our findings and conclusions based on our audit objective. We discussed our
observations and conclusions with management officials on August 15, 2007, and
included their comments where appropriate. We did not assess the reliability of the
CBCIS as part of our audit; therefore, we do not base -our conclusions or
recommendations solely on information in the database.
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APPENDIX C. MANAGEMENT’'S COMMENTS
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UNITED STATES

POSTAL SERVICE

Fastest growing USPS broduct

[

DVD Mail

| ys-o1J

[>®] Background

BEES

» FY05-06 focus on long-term solution to
growing DVD volumes

+ Possible ciassification/price

+ Envelope design specifications

+ Standardization of acceptance procedures

+ Recommendation to study costs to determine
the need for intervention '

Seplembar 5, 2006

Confidential: for inlarnyf use only
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@ DVD mail volume
roais

700

600
500
400
300
200

Mitions of Pieces

2002 2003 2004 2005  2006*
Fiscat Year '

*projection

September 5, 26 ' Confidentlal: for itemal s only 2

[3>] industry revenue
T

N S— T
13 “

Hetflx, 189.3

Septeinber §, 2008 Confidential; for Indarmal 4se only 4
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Netflix

URATSIBTEE
rolm A

» Among the fastest growing postal customers
+ FY086: 50%; Last 5 years: +75%
» One of the largest USPS account
+ Top 5 in FCM Mailers
+ Ranked 12t in overall USPS revenue
» Still using informal combination of classifications and rates
+ Bypassed BRM call-out
+ Allowed pre-payment of return BRM piece
+ Previously waived BRM per plece fee
» Tendency to ignore/bypass USPS rules and regulations
+ Changs to envelope design
+ Request of manual handling

September 5, 2006 Confidantial: for Internal use only 5

Recent postal activity

VMITED STTSS
FoTtl Ay

» Instituted SOP for BMEUSs integrating new DVD
mailers

» Introduced Permit Reply Mall
+ Codifies pre-payment of round trip.
~+ New mail markings allow better measurement
» Completed mail characteristic study
+ Survey of plant practices A
» Online survey of 300 plants
+ Direct observation of mail processing at select locations
» 25 site visits '

September 5, 2006 Confidential: for internel use only €
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What the mail characteristics study shows

UNTIED XOOTES.
FoITICIRAVIcE

» Lack of consistency throughout country

+ Substantial variation in handling practices
+ Culling occurs throughout mail processing

¢ Cdncerted effort to manually separate return pieces by
company

» Blockbuster envelopes appear to be superior
» Local SOPs are in place or are being developed

» Number of return envelopes are not counted
+ Measuring true productivity is difficuit

Seplember 5, 2006 . Confidentlal; for infemal use only 7

Mail characteristic study warrants follow-up

UMTIO STATEE
rOTaT Felvict

» Lack of standardization makes normal costing
y approaches problematic

N&})ﬂ + Average variability assumptions

\——Q Delivery costs may be affected by scale

&5‘ \ » Effects on other mail difficult to assess without
N more rigorous observation

) » Preliminary cost estimates

+ lllustrate the need to standardize around best practices

+ Suggest that revenues exceed cost, but with a cost
coverage substantially less than typical FCM

+ Probably understate “true” costs

September 5, 2006 Conlidential: for internal use only 8
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Other mail characteristic study findings

TED STTEE

» “Magic Machines”

+ Tampa processes 100% of DVD mall on
automation including AFCS

+ Low breakage rate —1.9%
+ Contradicts Netflix's claims
+ Repilication on other equipment difficult

» El Paso has the most costly process with a
higher breakage rate of 2%

Saplember B, 2008 Gonfilenlial: Ror kfernal use only

' Recommendations - Short term

UATTID SR

RRT A
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[=>] Recommendations - Long term

Forac i

Soplember S, 2006 - Confiertial: for infermal vse omly 1"
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Netflix lsspes

Single Return Address

Netflix has requested a national single retum address for all Netflix return DVDs
throughout the country.

How the piece Is addressed will have handiing implications — will it have a city, state?

The pieces would have fo be held out at origin plants based on the unique ZIP Code for
caller service pick-up by Netflix or dispatched to one of the nearby plants at which they
do pick up mail. :

This would require a hold out on every outgoing sort program / manual operation‘at each
origin point in order to either prevent the pieces from rejecting as out-of-sort program or
being shipped to the destination plant responsible for the ZIP Code,

Dispatch operations at every origin plant would require a Netflix container in order to
prevent trays from being shipped to the destination plant responsible for the ZIP Code ~
fray labeling and placarding requirements would be unique to Netflix.

Disk Failure Dama

Netfiix has hired an engineering company (ATR) to investigate disk fatigue (damage) by
building a “model” of our processing equipment.

ATR recently conducted a test at the Baltimore P&DC and ran about 2,000 Netflix disks
through one of our AFCS sorters.

ATR has designed and built a DVD fatigue testing device that Engineering has been
using in-house to Investigate different modes of failure.

The fatigue machine is producing failures which seem to correlate with the historical
breakage data that Neftflix supplied for the same {itles.

Reports of Outbound Mailing Problems

. Western Area has recently reported increasing problems with Netflix outbound volumes,

Plants are reporting that outbound volume (from Netflix to customers) are causing an
increasing degradation in performance within automated letter operations including DPS
(e.g., higher instances of jams, rejecls) since they first started processing the pieces in
large numbers back. in 2002 and 2003.

This issue may have surfaced due to the focus of reducing Percentage of DPS Out-of-
Sequence and “Percent At Risk Defects” .o

Netflix has a vested interested in efficient outbound machinabllity, particularly since we've
made it clear that outbound pieces will remaln in the automated mallstream.
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1

Present Members Phone _ Office
X U 202-268 Pricing and Pricing Strategy
; X -0 202-268 Maillng Standards
«1 X 703-292: | Enterprise Sales Solutions
Us . IS' X 202-2 Finance, Businass Evaluation
X 202-288 Pricing Strategy
Vs -02 F—% 202-268 Pricing Strategy
yS-03 50226 implementation and Outreach
U < 033 4 202-26 Operational Requirements and Integration
- X 202-268 Pricing Strategy
/S -00> X 202-268 Field Operations Standard Implementation
: _ Ob e X 202-2 Pricin
s X 502-268 PBDC Operations
LS- ob¥ X 202-268 Business Mail Acceptance
. : 202-268- Mailing Standards
e el 202-268- Legal Policy and Rates
vs -014 202268- Legat Policy and Rates
5 i 6(_’ 202-268- Product Management
V - 3 ’-f X 703-2 Letter Mail Technology (Engineering)
" .0 2022 Pricing
V S <11 703-280 Flats Mail Technology (Engineering)
s -ol X 215613 Pricing and Classification Service Center
s 2 202-268 Operational Requirements and Integration
X _ 202-258 Qperational Requirements and Intagration
I 67 Guests _ '
s~ < ___x___ 702-266- Manager, Pricing Strategy
2 .
7 1. Pricing, Product, and Malling Standards Updates
§.1% (. {a) Classification Strategy - uS-110C
U " g (b) Postage Statement Workaround for Prepaid Returns{ii N PS-02d 3
| 5 - Ia” 2, Engineering and Operations Update
G- 1 S 5 {a) Test of 60-Pound Stock DVD Envelopes (SIENENER) ~— V3-1S ‘1
U _ {b) Stifiness Detector Test_and_ s- IS‘]j S S'—/

U 5 - ‘ S‘ 3. Open Discussion Items

- (a) Barcode Readability
US - ] ] O (b} Confirm
{(c) Tabbing and Perforations
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Vs-a2
in the interim, & plans to work with the Account Managers of the four authorized mailers to
determine whether these mailers can update their presort software before new rates take effect next year.

> Task; Postage Statement Software. Coordinate work with the USPS Account Managers and
the RDM mailers on voluntary addition of two line items for repaid returns .
M: provide update at 9/26/2005 meeting.

(a) Test of 60-Pound Stock DVD Envelopes

v 4\ 5“_1 reported recelving last week the 5,000 sample prototypes with a modified paperweight of
60 pounds (offset) and slightly shortened length and height requirements of 7-1/2 by 5-1/4 inches. These
prototype pieces weigh 1 ounce on the outbound and 0.93 ounce on the inbound.

the extensive test completed this past April with five different envelope designs. This protocol requires
running the pi through the delivery point barcode sorter (DBCS) three times fo simulate the outbound
trip of RDM. ﬁ reported that the prototype plieces ran well with only five flyouts.

’ v
_ \)5 | 50\ For the second protocol, @il ran 674 pieces converted from the 1,285 pieces into the return design and
ran them through the Advanced Facer Canceler System (AFCS). Again the pieces ran well with only
three pieces rejected during the cull. He held out 10% of the pieces for damage analysis. When - US -1 S ﬂ
ran a portion of the remaining 600 pieces on the DBCS, there were numerous gate jams that forced the
test to be suspended. The test will be continued on another DBCS.

US -1 Sc‘ @B estimated tﬁat completion of the machinability portion of this second test will occur by the end of
September. Complete disc damage data should be available later in October.

V 5’ [ 5 q - ran 1,285 of those pieces (about 6 full letter trays) using the same first test protocol established for

S ,\6% Wl also reported that he has not received the promised samples from the two large RDM mailers based
V on the modified new specifications of smaller size and lighter paperweight.

Based on some comments from the field about needing to test RDM envelopes on the Carrier Sequence
Barcode Sorter (CSBCS), .plans to include some test runs on that equipment too. The CSBCS is
found in small delivery units and has only a limited number of bins-(a smaller “footprint” than that on the
DBCSCs). The mail for the CSBCS must first be sorted to the carrier by a delivery point barcode sorter
~ before belng passed off to the delivery unit or small post office for processing on the CSBCS. Once this
. has taken place, the CSBCS can sort the carrier route mall into carrier route sequence, generally with
three passes. As a result, RDM could actually be sorted at least three more times before delivery,
increasing the exposure to repetitive stress to the optical discs contained within the mailpieces.

P Task: New Envelope Testing. Provide update on test.
Lead: Due; provide update at 8/26/2005 meeting.
(b)

S -l S| W r<ported that a group from Operations reviewed the AFCS operation at the Merrifield VA
plant and distribution center (P&DC) at the end of August to run informal tests using two different AFCS
machines: AFCS 1 (with a single-pass reject.rate of 2 percent) and AFCS 5 (with a single-pass reject rate
of 4 percent). Unlike AFCS 1, AFCS 5 tends to reject all envelopes containing CDs and DVDs.

Stiffness Detector Test

V S, , s ) ‘rnentioned that many of the rejects are typically machinable pieces rejected for reasons other than
i nonmachinability. The rejected pieces often are pieces riding too high in the belts or arriving as doubles
(two pieces at the same time). Plants cull through the rejected mail for flats, thick pieces, and rigid
pieces, then dump the remaining pieces back into the feed system to attempt to process those pieces
again through the AFCS. .

v SA[ 3’ ) -noted that some plants have semi-automated systems for transporting the recycled rejected mail
j back to the AFCS. This may be a source of additional damage to the optical discs as they,gould pass
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around on this transport belt to the AFCS and back several times. Some plants are also working the
rejected mail on older Mark i facer-canceler machines, another potential source of additional damage.

The group collected about 320 accumulated rejects from the AFCS 5, representing about a 4% reject rate
out of 8,000 pieces processed on that machine. The rejects were recycled twice on the AFCS 5 to
reduce the humber of rejects to pieces that truly would be rejected by the AFCS 5 based on the
characteristics of the pieces themselves rather than other processing factors.

From the 320 pieces, 20 pieces (including 17 pieces containing DVDs) were culled manually to avoid
damage to the pieces. Of the remaining 300 rejects, the AFCS 5 processed all but 35 (the true rejects)
after the initial pass and the two recycling passes. These 35 pieces were then run on the more tolerant

AFCS 1, resulting in only 14 rejected pieces.

| PTask: No further action at this point. ]

{(a) Barcode Readability

VS -l SL’ provide more
PLANET Code barcodes for Confirm. As a result, the hand-applied outgoing mailing labels used by the
RDM mailers no longer seem to create readability problems now processed on the upgraded equipment.

confirmed that the wide field of view cameras now instalied on letter-sorting machines
tolerance for positional barcode skew on letters, whether POSTNET delivery barcodes or

| »Task: No further action at this point, 1

(b) Confirm

“relies on pasgive scanning, its usage d not add appreciably to Postal Service costs during the
experiment. b is currently exploring how to combine maller and Postal Service requirements

if the mailer wished to pay the subscription fee for Confirm. If the mailer did not wish to pay the

; subscription fee, the Postal Service would not share detailed data with the mailer.

»Task: Confirm. Continue research on application of Confirm to the RDM experiment.
Lead ; Due: provide update at 9/26/2005 meeting.
(c)

Because of the added expense of tabbing, one of the large RDM mallers would like the Postal Service to
revisit the tabbing requirement in the proposed RDM envelope specifications. The same maller has also
asked that the Postal Service propose standards for perforation strength on envelope design.

Vs-09°

Tabbing and Perforations

USPS Engineering has limited expertise in perforation specifications or requirements. Perforations
represent a compromise between strength and ease of use. Envelope manufacturers should assume
responsibility for perforation design. Testing would expose inadequate perforations. Proposed RMD
mailpieces with perforated features incapable to handle the rigors of automation processing would not be
approved.

P Task: Tabbing and Perforations. Research existing industry standards on perforation and review
tabbing mule.
Lead: ; Due: provide update at 9/26/2005 meeting.

Respectiully submitted, \
Pricing Strategy

VS- ISY

192
GFL0000764



Roynd—Trxp Disc Mall (RDM) Work Group Minutes: 26 September 2005 PUBL I C 1

Kl RS ST H T TTRE R OGN MRATGT O ITVEACY T 3 gy W EIETSERTTI NI

R

Headtuar “ﬁ%w
Phone Office
202-268-~ Pricing and Pricing Strategy
202-268- Mailing Standards
703-292- Enterprise Sales Solutions
202-268- Finance, Business Evaluation
202-268~ Pricing Strategy
202-268- Pricing Strategy
202-268- Implementation and Outreach
202-268- Qperational Requirements and Integration
202-268- Pricing Strategy
202-268- Field Operations Standard impiementation
202-268-] Pricing
202-268 P&DC Operations
202-268 Business Mail Acceptance
202-268- Mailing Standards
202-268- Legal Policy and Rates
202-268- Legal Policy and Rates
202-268- Product Management
703-280- Letter Mail Technology (Engineering)
202-268- Pricing
703-280 Flats Mail Technology (Engineering)
212-330 Pricing and Classification Service Center
202-268 Operational Requirements and Integration
202-268 Operational Requirements and Integration

SuMa
s ’r aSa
v

1. Prlcmg, Product, and Mailing Standards Updates
(a) Teleconferences with RDM Mailers -
(b) Postage Statement Workaround

2. Engineering and Operations Update '
(a) Test of 60-Pound Stock DVD EnVelopes—
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Round-Trip Disc Mall (RDM) Work Group M:nutes 26_ September 2005

e AT AT T BT R S S LR I et e e S TR

US’OQF] U_f* O(p(p

Discussion Poinis énd Tasks

(a)

sS4

. .-, and _ reported on the series of teleconferences that Pricing
Strategy conducted from September 21 through September 26 with Netflix, Blockbuster, SN, the
S — "¢ SR

and

_ NF-QI10

iR, o also participated, coordinated ¢ adyles 7 the associated account managers .0 ol
of sales speciaists. WNNNNR: (for Blockbuster), {for Netflix), and nuE——— - -G

Other Postal Service participants include \m and

-0
Uo- 1N

.- We zre including notes from those teleconferences for\reference.

\s- 1o US-1S1 S43S3

Netflix

September 21 Teleconference

MNetflix participants:

| Chief. Operating Officer ~ N ?" o 13
Senior Director, Postal Operations N?‘- ol
, Aftorney

, Attorne
v 5. \\ N r=nager of Pricing Strategy, opened the teleconference by present:ng the proposal,

including the pricing and classification, for a three-year experimenial classification for Round-trip Disc Ma#l
(RDM). He explained that the experiment would aliow the Postat Service and the mailing industry—
including envalope manufacturers and disc manufacturers—io determine and assess design criteria that
couid possibly lead to a fully automation-compatible envelope for fwo-way mailing that weighed 1 ounce
or less and protected the disc. With extensive festing and experimentation, we would be in a better
positlon to conciude whether such a design with a 1-ounce celling were economlcally and physically
feasible.

The expariment would also allow the Postal Service 1o collect sufficient processing data through the use

of Caonfirm for costing analysis and subsequent pricing design based on the unigue mailpiece S ] , O
characteristics of ROM and how the mait is handled in a more automated maiistrearn {8 then detailed U

the major pricing and classification requirements inctuding the testing and certification of participating

mailpieces.
c I irom Netffix responded that this proposal was a good start but that he did not see how it would
N solve the situaliion for Netflix in regard to costly disc damage and breakage. He presented these points:
© ) +  Autornation. Wl pointed out that the Netflix outbound pieces were prepared and handled as

N automation lefters, with few processing problems either at the Netflix fulfillment sites or at the
o \3 _ Postal Service processing and distribution centers (P&DCs).

"‘We agreed that the outgoing pieces machined well but our concermn revolved around the return
pieces with the floppy leading edge. These pleces jam processing equipment and therefore
often require manual handling. For efficiency and cost avoidance, we believe that modifying
the current Netfiix envelopa would allow better processing. The experiment would give us,
Neftflix, and others in the mailing industry the option to sxplore various design configurations
and paper weights and types for their individual mailpieces.
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» 1-Qunce Hurdle and Temporary Classification. Wil expressed concern that the 1.3-ounce
ceiling proposed for the experiment might not become permanent, returning everyone to the
current struggle with constructing efficient First-Class Mail envelopes that weigh 1 ounce or
less. He believed that we would simply be deferring the “additional ounce” issue for three years
but only on a temporary basis. He added that even permitting the additional weight did not
protect the disc from exposure to damage by the Advanced Facer-Canceler System (AFCS).

C.o ‘[’ Both he and [N atiributed the processing of return RDM pieces on the AFCS as the
[\)Y" major source of disc breakage.

We mentioned that we also shared concerns about disc damage. Again, we emphasized that
the experimental classification would provide not only a window of opportunity for testing
envelope designs and developing workable specifications but that it also gave us a methodical
way to collect data for overcoming the damage issue as well as developing an equitable pricing
structure for this type of mail that continues to grow in volume and diversity.

¢ Machinability Regulations. ‘ voiced concern about the proposed machinability criteria and

N ?0 rb regulations that letter mail containing discs must meet in order to avoid the payment of the
nonmachinable surcharge for letters. He did not believe that these proposed criteria were
sufficiently flexible to allow mailers whose designs did not meet those criteria to be tested for
machinability. He also stated that publishing new regulations would force Netflix and all other
two-way DVD and CD mailers to participate in the experiment. He also reminded us that in
reality two mailers represent 98% of the current RDM mailstream.

We responded that machinability of such mail was becoming a more serious operational issue
as more mailers began adopting the two-way mailing concept and other mailers began
designing one-way advertising letter mail contalnlng discs. Machinability is no longer an issue
just for two-way DVD or CD envelopes; it is turning into an issue for all letter envelopes
containing discs.

We stated that finding machinable designs is beqammg a long-term situation. Our research, for
example, has revealed that the DVD as a viable medium will not peak until 2013. Finding a
customer and operational solution Is critical. Mailers and malilpiece designers are seeking
guidance on designing machinable disc pieces. We maintained that establishing clear
‘machinability regulations now represents a responsible way to guide those mailers in designing
appropriate mailpieces.

We also replied that Netflix had several other opt»ons to consider such as using letter-size
Standard Mail for outgoing pieces or considering using flat-size pieces for both outgoing and
incoming return mail. We did not intend or foresee forcing anyone to participate in the
experimental classification. We assured Netflix that participation would be a voluntary choice.

We acknowledged that currently two mailers dominate the DVD mail-order rental market. Even
s0, with low financial barriers for entry into this market and, as viewed by others, appealinig
profit margins from the business model Netflix pioneered, we predicted that more mailers will
launch similar DVD and CD rental businesses. As a point of reference, we noted that our Sales
organization has already identified 20 new mailers actively engaged in similar mail-order
enterprises.

» Planet Codes and Special Rate Markings. Tom believed that using Conﬁrm was a beneficial
idea as long as the’ envelope designs worked on automation equipment. Provided that the
marking requirements were similar to the current markings, Netflix did not object to the need
and value of clearly identifying the pieces during the experiment.

- We assured &g} that the markings were simple; changing the wording on the Business Reply
N ? O|3 Mait (BRM)-fonnatted envelope and adding the- classﬂ" cation marking in the indicia on the
outgomg pieces. )

Y
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-hen enumerated several other points critical to Netflix {all of which focused in some way on costs):
Breakage. Yl again emphastzed that the ultimate solution that would meet the business

N ‘;_ ) needs of Netflix wouid entait devising a systern—such as the Netflix pfoposal several months

age presented to senior postal operational executives—*to reject the return pieces before they
entered into the AFCS. mentioned that in the Netflix proposal, the Postal Service would
install cameras in the opening operations that would detect a special barcode on Netflix pieces

NG-O }3  and then shunt the specially barcoded piecas aside. He noted that even the postal processing

system counted 1,000 AFCS units nationwide, Netflix would be willing to fund part of the
installation costs.  Netflix also reported privately testing envelope prototypes with Siemens as
that corporation develops vpgrades for the AFCS,
We mentioned that the Postal Service had already conducted an informal test for modifying the
stiffness detector on the AFCS so that it could reject letter mait containing discs. We painted

- out, however, that employing such processes, while eliminating part of the source of darnage,

did not eliminaie other sources of damage such as the delivery point barcode sorters (DBCSs). -

We affirned that we are-also striving to find an economical and customer—focused solution
within our current operational environment.

New Envelope Designs. Wil stated that it was not economically viable for Netflix or any other

N F © ‘3 matler to convert to a series of ever-evolving envelope designs. Netflix has spent miliions of

ol

dolfars updating its fulfillment operations using its current envelope design. Making extensive
changes to that envelope design would thus require costly retooling of its automated systems.

We replied that Netflix would not need to modify extensively its current envelope design other
than using a stiffer paper and repositioning the disc. In fact, we méntioned that Engineering
had tested some stiffer Netfix designs weighing 1.2 and 1.3 cunces last year that machined
well on our letter-sorting equipment,

At the conclusion of the teleconference, Netflix requested a second teleconference for the following
Monday, September 26, to discuss further the proposed experimental classification,

Sepfember 26 Teleconfarence (Foliow-Up)

Chief Cperating Officer N Fo ‘,{UBF ol b

Netflix participants:

Senior Diractor, Postal Operations
, Attormey
. L Attomn

Before wa startad the discussion on the proposed experimental classification, we mentioned that the
Postal Service was working with Netflix to update the postage statement data to reflect the new May 2005
edition of Form 3601-R for First-Class Mail. We explained that using ttiis new edition would help us
account for the return mail in a consistent way ancl benefit Netﬂlx by correctly reporting Ks actual velumes
and postage costs, .

AFCS Number 1 Issue. _repeated the same message from the prevlous teleconferehce: the
overriding issue for Netflix concemned disc damage on the AFCS. The experimental classification with its
machinability criteria woulld not help Netflix overcome this issue, If Nefflix mail were to be processed on
the AFCS as proposed in the experiment, he estimated that it would adversely affect postal revenue and
compel Netflix {o transfer nearly two-thirds of its marketing funds to the purchase of replacement discs.
At the same {ime, breakage rates under a fully automated environment could cost Netflix 2 million dellars
over the next five years. By transferring projected marketing funds to disc replacement, Netflix might
possibly lower postal revenue by $1.3 to $1.4 bilion over the same five-year perlod because of slower
growth In subscriber enrofiments and associated mail volumes.

Testing conducted by Netflix tends o indicate that the breakage rate on the AFCS is nearly four times as
much as damage on the DBCSs. WP pointed out the number. of bullwheels on the AFCS around which
the mail must pass sxceeds the number on the DBCS and that the severity of the turn angles on the
AFCS diverter gates fends to be more severe than those on the PBCS. He befeved that part of the
solution lay in automating the culling process or modifying the current AFCS upgrade. (il atso
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mentioned that Netflix had been testing mail with QIR for possible suggestions on modifying the
equipment,

We mentioned that one possible solution was designing pleces that traveled out as letter-size pieces, but
were then reconfigured for the return as flat-size pieces, bypassing the AFCS. Although Netflix
expressed interest in this novel concept that offered an automated handling process, Netflix did not want
to pay the additional $0.12 surcharge for First-Class Mail flat-size pieces weighing 1 ounce and less.
Under the experiment, however, the pieces would weigh more than 1 ounce and therefore would not be
subject to the surcharge. We also mentioned that, as other RDM mailers had recommended, perhaps
only part of a participating maller's mail be part of the experiment. Even though Netflix had questioned us
about this very concept before, we replied that several other mailers felt that only partially participating
might be prudent for their busines;_ vsS- IS \

L ELl — stated that there were many more steps involved than simply pulling the
\)5 -\ 53 mail at the AFCS operations. Each of these steps adds certain labor costs. Wl said that what the US -/ S 3
Postal Service needed was a machinable piece that was handled on all letter-sorting equipment and that
would be easily sorted into bins on the DBCS and then collected for delivery to the customer.

Netflix responded that the Postal Service had tested and approved the machinability of their return current
mailpiece in 2002. [A letter was issued from Mailing Standards stating that the pieces were not completely
automation-compatible but that they were not subject to the nonmachinable surcharge under existing
Domestic Mail Manual standards.]

We responded that we believe that minor changes have been made to the original envelope design; the
return portion does not process well on equipment because of the floppy leading edge. We also added

. that all machinability criteria need to be reviewed and revised, possibly in conjunction with the next
omnibus rate case as done with the R2000-1 rate case.

NSA and Volume Discounts. Wil the external lawyer engaged by Netflix, suggested an NSA in
QO\Z’ which Netflix would not receive postage discounts as such, but simply continue to receive the special /UF O '3
N handling in our opening operations for the return mail. MM added that Netfiix might consider a :
small additional charge for the special handiing. The Netflix attorney SR then added that
perhaps Netflix would be willing to pay a higher rate of $0.01 per piece for the manually culled return
pieces. WP then mentioned the idea of volume discounts, stating that the Postal Service Governors
had the authority to grant volume discounts.

co> ) mcntioned that the Postal Service should see how much Netflix is saving the company by

N . using caller service and managing a large number of expedited plant loads via Netflix transportation. He
believed that those savings should be considered in allowing the special service that the Postal Service -
provides in culling Netflix mail before it reaches the AFCS. He also recommended our looking at a niche -

. classification that was volume sensitive. Once a mailer reached a certain volume level, the mailer could
then have special handling.

We replied that an NSA could certainly be reconsidered. Any changes in pricing, however, would need to
be filed with the Postal Rate Commission. It was not something we could unilaterally do. However, we
reminded Netflix again that it is not unique in the use of caller service or providing transportation. We
mentioned that other companies particularly large banks and other financial institutions, have been long
time users of caller service and lock box drop shipments. In fact, we reminded Netflix that those
companies willingly paid for those services for the value of receiving return mail more rapidly.

We also explained that Netflix was looking at bottom-up costing based on current processes that could
change over the course of time. In regard to a niche classification that was volume sensitive, we replied
that the issue is not volume but machinability. For example, if a small-volume mailer produced
nonmachinable pieces that jammed and damaged equipment because that mailer did not receive special
handling, then we have accomplished nothing. In fact, mail from the small-volume mailers could become
more problematic because it is not readily identifiable. A jam is a jam, regardless of the mail owner. In
addition, we explained that the Postal Service had the responsibility of workmg with all mailers, large-
volume or small-volume.

c ol? P =rpreciated the ongoing work by the Postal Service to find a workable solution, but he felt the
(\’ - ball was back in our court. We explained that we would relay the information to Mike for further
discussion and development. ¢ AR
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GameFly . L€ oo &

September 22 Teleconference /

We updated GameFly Wosed experimental classification. Although GameFly prepares and
mails 1ts pieces as flats stated that GameFiy wouid be willing to parlicipate in the

experiment for part of its mall. He said that doing this would allow GameFly to validate the viability of
letter-size mail for its product.

We explained that, because an experimental classification would require data collection, we would need
to reserve one of fwo numbers available on the PLANET Code used on the Confirrn system for both the
outgoing and the incoming retum pieces, GameF dy uses Confirm for order fulfiliment because it
has only the one distribution hub in Los Angeles, mentioned that he continued to have some
oroblems with the proper scanning of the PLANET Codes on the return pieces. We agreed to help
GameFly. isolate ZIP Codes with poor scanning performance and work with the varicus P&DCs to provide
direction on how GameFly pieces are to be processed on flat-sorting equipment,

» Task: Confirm Scanning. Analyze pattern of scans and issue a standard operating procedure

{SOP) to the field explaining how to process GameFly pieces.
Lead Oue: update at 10/17/05 meetlng

\_354'5‘4
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Discussion Points and Tasks

{b) Postage Statement Workaround for Prepaid Returns FO - 00l
—'-"-—"_—_-/

_r worked with_ (PostalOne! team) to draft and lssue instructions to the

business mail entry units and field acceptance personnel on procedures for correctly entering the prepaid
returns part of the RDM mailings presented by the four authorized companies. Operations Integrations
Specialists and the Account Managers for the RDM mallers will also receive the information. The fina}
instructions was issued on September 14 through the electronic I Nowsictter.

Currently, use of the May 2005 edition of the postage statement PS Form 2600-R remains optional for
RDM mailings, creating several problems for proper data collection and volume and revenue .
reconciliation. Untii new postage rates and fees are adopted in early 2006, firms that develop presort
software (which also generates postage payment documentation) are not inclined to update thelr
programs used by these mailers,

‘
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Blockbuster , (ﬁ
September 23 Teleconference 6@ -0l

Blockbuster participaritz- 6 B- o (f

We updated Blockbuster about the proposed experimental classiﬂcatior*responded that
Blockbuster agreed with trying to find an automated solution to the round-trip mail. He said that
Blockbuster wouid want to include its retail store mail in the experiment along with the mail from the
distribution centers. He stated that Blockbuster was still seekmg a simple postage payment system for
the retail stores.

Disc Damage.-expressed concern about damage to the discs in the current Blockbuster design.
He reported an overall damage rate of 3% with the newer envelope designs, with about a 2.8% rate for
pieces mailed from the distribution centers compared with 5% for pieces mailed from the retail stores.

We replied that mail from the retail stores goes through the culling operations twice, on the outbound and
on the inbound. Mail presented from the distribution centers goes through those operations only once, on
the inbound. We also conjectured that mail deposited into collection boxes could be subject to damaged
from heavier mailpieces aiso being deposited into the boxes.

Confi rm. mentioned that Blockbuster was current!y expenmentmg with using Confirm on the return
pieces. . T

We stated that we were pleased that Blockbuster saw the business value in Confirm. We explained,
however, that because Confirm would be a required feature of the expenmental classification for data
collection, that we would need to claim one or two numbers available in the PLANET Code for identifying
envelope designs.

Postage Payment. The Blockbuster business model leverages Inventory in its distribution centers with
inventory in its chain of franchised retail stores. This combination of distribution centers and retail stores
has now created an urgent need to find a centralized postage payment system. About 1,000 of the 4,500
stores nationwide curreritly handle online orders received from the order center in Dallas, and that
number continues to climb weekly as more stores on added to the online program.

eported that the retail stores process 30 to 120 orders a ffixing First-Class Mail postage to
the outgoing and the incoming return pieces. We mentioned to! hat our Business Service Network
{BSN) records indicate many start-up problems with Blockbuster mailpieces not bearing postage found in
collection boxes. @ G-.0)

oped that the Postal Service could devise a satisfactory postage payment system to streamline
payment processes for Blockbuster and allow the retail pieces to participate in the proposed experimental
classification.

We replied that we would form an ad-hoc group to revisit the issue and work through the national account
manager to keep Blockbuster updated, After we completed a !lst of requirements, we would then present
them to Blockbuster for review and comment.

> Task: Centralized Imprint Posfage Pa’yment. Form ad-hoc team to restudy and develop

requir ts for establishing a centralized imprint'postage payment system for retail mail.
Lead% Due: update at 10/17/05 meeting.
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September 23 Teleconference

Butler participant. (N

we updated (Il about the proposed experimental classification. We remindec @il that,
because nothing has been approved at this stage by our executive committee or the board of governors,
everything we discussed was subject to change and, at the same time, confldential. responded that
he agreed with the general direction and purpose of the proposed experimental classification but had
concerns about the following features:

»  Weight. recommended that the ceiling should be 1.5 ounces, not 1.3 ounces. He
believed that two-tenths of an ounce could be critical in achieving the optimal machinable piece
that machined well and protected the disc from damage on either the DBCS or the AFCS. He
said that during the experiment that we might find that 1.3 ounces do not suffice to reach our
goal of the ideal piece, creating a similar situation now found with the 1-ounce hurdle.

We responded that we would review this comment. One solution would be the elimination of
the weight criteria as long as dimensional criteria were in place to restrict overall possible.
weight.

e Letter Dimensions. ‘ recommended that we revisit the dimensional requirements and start
with the maximums for length and height now permitted for automation letters, while
maintaining the 1/8-inch maximum thickness. Different dimensions would require different
paper weights to achieve the stiffness and machinability required for these pieces. also
said we need to revisit the concept of a lefter outbound piece with a flat-size Inbound piece.
That recommendation should be included with our experiment.

e Testing and Certification. {iillagreed that the Postal Service should institute a testing and
certification regimen. He believed that we should offer mailers three options: (1) prepare
mailpieces according to printed requirements (those requirements should guarantee that a disc
mailplece would travel through all automated equipment easily and with minimal damage; those
requirements however, should not be construed to guarantee creating a piece weighing
1 ounce or less); (2) purchase commercial envelopes'already tested and certified by the Postal
Service; or (3) request testing of pleces that do not meet printed requirements, at least for
pieces designed under the experimental classification.

We replied that such a three-option arrangement would provide fiexibility, but that we believed
all pieces not already certified should require testing and certification until we had accumulated
sufficient testing and design data to ensure that published standards would always lead to an
automation-compatibie piece.

e Printed Customer Instructions, ‘Jelleved that, in addition to the disc and protective sleeve,
we should permit a separate slip containing printed customer instructions for reconfiguring the
return piece. We responded that instructions could be printed on part of the envelope.

 We mentioned that we were concerned about the addition of material that could lead to
pressure to include advertising material to offset the damage to discs.
» Confirm. il believed that requiring Confirm would place an unnecessary financial burden on

smaller mailers. We replied that participants would not pay for Confirm unless they wanted the
data.

o Barcoding. W firmly insisted that all pieces, whether nonpresorted or presorted, should bear
the appropriate barcode, He believed that we could make that requirement under an
experimental classification.

We replied that such a requirement had been 'previously discussed; under the experiment, we
believed that we could impose it.

e Caller Service. ‘beheved that we should prov;de flexibility in this requirement for small-

volume mailers.
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We replied that although the cost of caller service might seem burdensome, that its use
eliminated delivery and some transportation costs for the return pieces. This efimination of
costs represented a compromise on allowing pieces over 1 ounce.

» Task: Recommendations. Discuss issues with RDM team.
Lead: ._Due: discuss at 10/17/2005 meeting.
Us-152

Postage Statement Workaround for Prepaid Returns

G- 07_3 —contacted all the account managers handling RDM mailers. So far the largest RDM

U mailer has begun the process of modifying its software and output to accommodate the new data items

on PS Form 3600-R. A letter will be sent from Business Mail Support advising RDM mailers of the o - Qv }
availability of the new form and how the Postal Service will work with them, *from (

? - PostalOne! is now working witH— the national account manager for Netflix, on getting the

N software used by that company updated to reflect the new data items, _

> Task: Postage Statement Software. Continue coordinating work with the USPS Account
Managers and the RDM mailers on voluntary addition of two line items for repaid returns.
Lead: Due: provide update at 10/17/2005 meeting.

0- 0O

R T A Lo

IgerngEng;
a) Test of 60-Pound Stock DVD Envelopes

updated the work group on his ongoing testing of the prototypes with a modified
- paperweight of 60 pounds (offset) and slightly shortened length and height of 7-1/2 by 5-1/4 inches.
These prototype pieces weigh 1 ounce on the outbound and 0.93 ounce on the inbound.

L 5,|§q So far.-has tested nearly 2,000 of the 5,000-piece sample Iot, running the pieces through the-full v £ )Sq
cycle and extracting 10% samples after various individual machine runes. - has also provided
Siemens with 300 pieces for testing on the MLR (Multi-Line Replacement) of the Advanced Facer
Canceler System (AFCS). The Siemens test could reveal some additional insights into damage caused
by the belts and the deflector gates on the AFCS. Approximately 100 sample were returned by Siemens
US 4159 1o Engineering through the mail. ¢Illl} plans to complete his tests by the end of next week and begin
) tabulating the damage.

U5,|S‘i

U S - ]S q SR reported that the shorter pieces are producing more flyouts on our processing equipment and the
lighter paper is degrading more rapidly in processing, leading to more paper breakdowns and “foldovers.”
The number of “doublefeeds” and jams is also increasing over the previous heavier weight prototypes
tested at the beginning of the year. Mailpiece length appears to be a critical variable in designing two-
way DVD letter pieces for successful processing. Paperwelight and paper characteristics still require
more analysis.

Disc damage is now becoming the number one issue wittt RDM mailers as more mail is processed on
equipment. For our purposes, a damaged disc is one that is either broken (separated into pieces) or
shows any crack that would prevent proper operation. radiating from the hub (center) of the piece toward
these edges.

> Task: New Envelope Testing. Continue testing and analysis.
Lead: Due: provide. update at 10/17/2005 meeting.

T LS- 159

Respeétfully submitted,
Pricing Strategy

PUBLIC

GFL0000773



N
N
\2\ ".f
i

R— v —————— ot camen aae W v, =
7/’10:7& “KJ /Q?N ’f"’f' gt g A "’D do o5t s‘ﬁm&/, '

< frps fiw‘f Do e e’,f,f wn étiart &Wetwf’f‘ i frvae,

(oo _,_,;ZE,,,;{}? /’ﬁ@ - ﬁloc,i:éa:\:ﬁ;-&f av _

’ * (g{vz//ﬁ/‘vﬁﬁ’/é*f»@%fﬁﬁfﬁ - M “'5{”\»"\ VJJ:“ be < {;f’“ if;“

&
| VA tmcf oA -

> Comd docr' Bt v i G ALOUS Cou VOPONSE

I 00D e fecdogts

e @@i

PUBLIC
|

GFL0000805

T T e T RN N SR Y e - v < o e



'/</e++(;7f > 6 o ¥
Camurrs o 4« PRM

o] UNITED STATES

a1
| POSTAL SERVICE y

| Background

» FY07-08 focus on long-term solution to
growing DVD volumes
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Mike Plunkett, AVF Pricing and Classification the need for intervention
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Status Report and Recommendation on
Filing an Experimental Classification for
Round-trip Disc Mail

Individual Teleconferences with
Mailers and Envelope Manufacturers
21-23 September 2005
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Section 1: Current Status

Volume and Revenue

According fo data from CBCIS, this mailing segment showed average annual
volume growth of 75% between fiscal years 2002 and 2004. Estimated annual
growth of 50% to 55% is expected through fiscal year 2007.

In fiscal year 2004, mail valumes for this segment approached 300 million pieces
and revenue topped $63 million. Projected volumes and revenue for fiscal year
2005 are 480 million pieces and $90 million.

Round-Trip‘ Disc Mail Volume

1:(2)22‘ 7__
5 oo .
é 400 7/ / %

200 / / /

Round-Trip Disc Mail Revenue

$250 )
=-gs.'zoo ZW
S 8150 7 / B
g s100 Z % %
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Section 1: Current Status

Operational Issues

Industry growth is highlighting operational challenges in processing the two-way
envelopes on their return trip. In their return configuration, most of the current
envelope designs do not process effectively on letter-sorting equipment. Many of
the envelopes are:

» Not machinable in letter automation: inadequate design features and
construction cause jams and damage mail.

« Not automation-compatible: some unreadable barcodes and addresses
lower productivity.

Handling Ipstructions

Headquarters instructed the field in December 2003 to run outgoing RDM letters
on automation equipment. No processing instructions have been issued to the
field describing how to handle the return pieces, although the field has been
instructed to dispatch this mail in sleeved EMM trays.

Headquarters Operations conducted plant visits and interviews in early 2005 and
learned that local offices have developed a variety of ways to handie the return
pieces. Some plants pull all identifiable mail in the opening operations and
handle it either manually or in flats processing

Manual handling of these nonmachinable envelopes reduces contribution by an
estimated $2 million each month at current volumes. - '
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mail pieces also indicates that this mail is not entirely processed on
card and letter autornation (see Attachment 8).

" E. The BRM mail pieces processed at some plants are destined for
multiple Netflix addresses. For example; at the Cincinnati P&DC this
mail was destinad for either Lansing, Ml or St. Louls, MO, while at the
Tampa P&DC, this mait was destined for either Duluth, GA or Fort
lauderdale, FL. Is it possible that plant personnel are not aware of this
fact and the maft is being mixed together, given that the mail pieces all
jook the same? In addition, there is always the possibility that Netfiix
customers drop this mail in collection boxes outside their nommal
service area. How do we-address this issue?

F. in recent field observations, this mail has been observed in card/fietter,
flats, and even parce! (SPBS) processing operations. Where should
this mail really be processad and/or where do we want it to be
processed? -

G. Netflix processing Is not solely a plant issue. At some plants, twas
observed that Netflix ma#t arrived from some DUs prepped with the
SPRs, hot the coliestion cards and letlers.

V. RATE-RELATED ISSUES

A. Are Netﬂix'corﬁpeﬁtors being assessed/waived the same postage and
faes in a “falr and equitable” manner?

B. Witness Kinsley's Docket No. R2001-1 festimony (see Attachment 9)
was the basis for the expansion of the nonmachinable surcharge to
include mail pieces containing “rigid or odd-shaped items.” Where did
the "40 pounds around an 11 inch turn” requirement now specified in
DMM 58 Section C050.2.2e come from, as it was not discussed in that
docket? Is it possible this requirement is not strict enough?
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vs- 00"
Washington D.C.

rmr e — T —

B — | (\JF-o\(p
Sent: Wednesday, September 13, 2006 8:45 PM [
To: - Washington, DG VS - I b

.
Ce: _ -washington, DC/{JJJJ P washington, DC_
Subject: Initial Analysis * )5~ 0 S | O 5177 \ N
., VS-05) o -

've finished our inflial analysls, attached, and feel very good that we are on solld ground'to proceed to implementing a single
address for our return places pending your similar analysis.

what you'll find I8 a spread sheet for each 3 digit ZIP for each day we shipped In August, Bottomeline Is that only 1.47% of our
August shipments would be st risk of not belng processed by a P&DC/F, because of the 250 plece density we discussed, where
we do not have a presence. I've giso added & tab for just those ZIPs that are In jeopardy. This Is certainly a risk we are willing to

iake based on the upside of going o a single reum address.

F-o2o0

Let me know i you have any question or if | can provide any other data.

Ly
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. Mail Characteristics Study of DVD-by-Mail
1.0 INTRODUCTION

1.1 Purpose

A growing number of movie viewers and gaming enthusiasts have turned to online DVD rental
companies in recent years. These companies have incorporated the Postal Service into their
business models as a means of providing timely delivery of rented DVDs. DVD mailers send the
DVDs to customers using single piece or presort First-Class Mail. The rental companies prepay
return postage-at single piece First-Class Mail rates, providing their customers with a self-
contained return envelope. The Postal Service has asked Christensen Associates to study the
mail characteristics and processing methods utilized by postal facilities that process these DVD
envelopes, and to recommend best practices for future handling of these growing volumes. The
volume estimates, analysis, and recommendations for processing methods developed during this
DVD-by-mail study are contained in this report.

1.2 Background

Netflix, based in Los Gatos, CA; Blockbuster, based in Dallas, TX; and Gamefly, based in Los
Angeles, CA; account for the vast majority of DVD-by-mail volumes. Taken together, these three
companies were responsible for an estimated 571 million pieces of mail and just under $200
million of Postal Service revenue in FY 2005." The online DVD rental business model involves
monthly subscribers maintaining online lists of DVDs they wish to receive. The rental company
provides the customer with a DVD from the customer’s list via the Postal Service. When finished
with the DVD, the customer retumns it through the mail in the envelope provided by the rental
company. Upon receipt of the retumed DVD from the customer, the rental company mails
another DVD from the customer’s list. When sufficient volumes are presented, the rental
company pays presort First-Class Mail rates for the outbound trip to the viewer, and single piece
First-Class Mail rates for the return trip from the viewer. The return piece carries a Business
Reply Mail marking, for ease of sorting, even though postage has been prepaid.

Netflix serves nearly five million subscribers, utilizing a network of 39 distribution centers sgread
across the country and conveniently located near Postal Service mail processing facilities.
Blockbuster has far fewer dedicated shipping centers, but it also uses its large network of retail
stores to fill the DVD needs of subscribers. :

While the enormous growth in DVD-by-mail subscribers has been a boon to Postal Service First-
Class Mail volume and revenue, the DVD envelopes do present challenges at mail processing
facilities. The mixture of automation equipment at postal plants and the rigid, but at the same
time fragile, DVDs can lead to difficulties. Both the Netflix and Blockbuster envelopes are
designed to be letter automation-compatible, for the outbound trip to the subscriber and the return
trip from the subscriber. Gamefly envelopes are designed to run on flat automation, and are
AFSM 100 compatible.

' Source: FY 2005 PostalOne! (these data do not include Blockbuster's stam péd pieces).

2 Source: www.netflix.com, ] PUBL I1C
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_ Mail Characteristics Study of DVD-by-Mail
Netflix and BlockBuster have complained of damage to DVD envelopes caused by postal
automation equipment. In response, Postal Service personnel contend that envelope design is
the primary reason for damage.

2.0 PRELIMINARY SITE VISITS

In preparation for the data collection effort, investigative site visits were made to mail processing
facilities in Madison, WI; Milwaukee, WI; Chicago, IL; and Palatine, IL. The purpose for these
preliminary site visits was to:

Become familiar with the design of DVD envelopes

Develop a list of the methods used to process both outbound and return DVDs

Examine the extent of damage, rejects, and missorts on automation equipment
Talk with machine operators and mail handlers about DVD-by-mail processing

Determine the feasibility of collecting volume information on DVD envelopes -

® & o o O

During these visits, it became evident that most mail handlers are aware of the issues involved in
processing DVD envelopes. Often, mail handlers cull the easily identifiable bright red (Neitflix)
and yellow (Blockbuster) envelopes from the automated mail stream. Some personnel in mail
processing facilities simply assume these pieces will not run correctly on automation machinery,
or feel that the risk of damage, missorts, or rejects justifies their removal from the automated
processing stream. It was not unusuat to see containers of separated returning DVDs at each

- point in the mail processing flow. '

Mail handlers and machine operators were more than willing to talk about the issues with
processing DVDs. They expressed frustration with each type of Blockbuster and Netflix DVD
envelope they handled, whether designed for the outbound trip to the viewer or the return trip to
the rental company, but the complaint heard more than any other was over the long flap on the
lead edge of the Netflix retumn envelope. The Netflix envelope is much larger than the
Blockbuster envelope (which is just slightly larger than the size of a DVD). While the Netflix DVD
is on the lead edge of the mail piece on its way to the customer, the DVD ends up on the trailing
edge on the retumn trip to the rental company. On the return trip the leading flap has often
become bent, causing damage, rejects, and missorts on automation equipment. Non-DVD mail
pieces can get caught in this large flap and missorted as well.

To demonstrate the broblem, one site ran two trays of collection mail with the return Netflix
envelopes mixed in on their DBCS for us (the operator normally culled all these pieces). Ofthe
93 Netflix DVD envelopes in the two trays:

53 were sorted correctly into a dedicated Netflix bin
35 were missorted

5 were rejected

11 non-Netflix pieces were also found in the Netflix bin

it was difficult to determine the extent of damage to DVDs caused by automation equipment
during these preliminary visits because we observed so little being run. We saw several exposed
DVDs and torn envelopes. Despite being caller service locations for either Netflix or Blockbuster,
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