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BEFORE THE 

POSTAL RATE COMMISSION 

--x 

In the Matter of: 

POSTAL RATE AND FEE CHANGES : Docket No. R97-1 

___- - -_-_- -___ - x 

Third Floor Hearing Room 

Postal Rate Commission 

1333 H Street, N.W. 

Washington, D.C. 20268 

Volume 27 

Thursday, February 26, 1998 

The above-entitled matter came on for hearing, 

pursuant to notice, at 9:30 a.m. 

BEFORE: 

HON. EDWARD J. GLEIMAN, CHAIRMAN 

HON. W. H. "TREY" LeBLANC, III, COMMISSIONER 

HON. GEORGE W. HALEY, COMMISSIONER 

HON. GEORGE A. OMAS, COMMISSIONER 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 
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Washington, D.C. 20005 
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Washington, D.C. 20260 

On behalf of American Business Press: 
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14491 

PROCEEDINGS 

19:30 a.m.1 

CHAIRMAN GLEIMAN: Good morning. We continue 

hearings in Docket R97-1 today. We are scheduled to receive 

testimony from Alliance of Independent Store Owners and 

Professionals, Witness Otuteye; Magazine Publishers of 

America, Witnesses Little and Glick; Newspaper Association 

of America, Witness Donlan; McGraw-Hill and Companies, 

Witness Hehir, National Newspaper Association, Witnesses 

Heath and Speights; National Association of Presort Mailers, 

Witness MacHarg; and ValPak, Carol Wright, Witness Haldi; 

and then we have rescheduled for today Advertising Mail 

Marketing Association, Witness Schick. 

Does any participant have a procedural matter to 

raise before we begin today? 

[No response. 1 

CHAIRMAN GLEIMAN: Well, I want to thank you all 

for not having any procedural matters to raise today. 

Ms. Hanbery. if you would identify your witness so 

that I can swear him in. 

MS. HANBERY: Thank you. Godfred Otuteye from 

Money Mailer. 

Whereupon, 

GODFRED OTUTEYE, 

a witness, was called for examination by counsel for the 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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1 Alliance of Independent Store Owners and Professionals and, 

2 having been first duly sworn, was examined and testified as 

3 follows: 

4 CHAIRMAN GLEIMAN: Please be seated, and if you 

5 could flip the mike on, there's a switch on the side of it. 

6 Counsel, whenever you are ready. 

7 DIRECT EXAMINATION 

8 BY MS. HANBERY: 

9 Q Mr. Otuteye, I am going to hand you two copies of 

10 Direct Testimony of Godfred Otuteye on behalf of the 

11 Alliance of Independent Store Owners and Professionals, 

12 identified as AISOP-T-1. Would you identify this as 

13 testimony prepared by you and under your direction? 

14 A It is. 

15 Q And is it -- if you were asked to testify to the 

16 matters in that testimony, would that testimony be true and 

17 correct as of today? 

18 A Yes, it is. 

19 MS. HANBERY: Chairman, we would ask that this 

20 testimony be received and transcribed into the record. 

21 CHAIRMAN GLEIMAN: Are there any objections? 

22 [No response.] 

23 CHAIRMAN GLEIMAN: Hearing none, Mr. Otuteye's 

24 testimony and exhibits are received into evidence and I 

25 direct that they be transcribed into the record at this 
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DIRECT TESTIMONY OF GODFRED OTUTEYE 

ND BU- 

I am the Executive Vice President and Chief Operating Officer of Money Mailer, Inc. I 

joined the company in February, 1992. Previously I served as the Chief Operating Officer for 

DATADESK, a leading edge keyboard and input device manufacturer. I have an MBA from the 

University of Southern California and a BA in applied mathematics from Harvard University. 

Money Mailer is a member of the Alliance of Independent Store Owners and Professionals 

(AISOP) and a number of our customers are also AISOP members. 

Money Mailer is a privately owned company started by our founder, Kris Friedrich, in 

1979. Our company’s vision and mission is: 

To help businesses get and keep more customers 
and to help consumers save money every day. 

Money Mailer does business in the United States, Canada, and other nations. Our 

corporate headquarters are in Garden Grove, California. We have approximately 250 franchisees 

or licensees that provide direct mail advertising services to our 30,000 advertising customers. 

Money Mailer’s franchise network currently covers 30% of the United States. Locally 

zoned saturation mail advertising through a shared mail coupon envelope is the primary business 

of our company and our franchisees. We also offer solo mail advertising services and a program 

targeted to new movers. 

SCV 

I am testifying on behalf of AISOP to explain the importance of affordable saturation mail 

advertising to small businesses. Over 90 percent of our customers are small businesses whose 

ability to get started, survive, and grow depends on reaching consumers residing in their local 

market area. In addition. most of our franchisees are themselves small businesses. Our 
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experiences in working with our small business customers are not unique, but are representative 

of hundreds of thousands of similar small businesses throughout the country. 

Affordable postal rates are a key factor for both our own business and those of our 

customers. For this reason, on behalf of AISOP, Money Mailer, our 250 franchisees, and our 

30,000 customers, we support the rates proposed by the United States Postal Service for Enhanced 

Carrier Route (ECR) saturation mail and the reduction in the pound rate for that type of mail. My 

testimony addresses the following matters from a marketplace perspective: 

1. The nature and needs of small business advertisers. 

2. The benefits of saturation mail advertising services in meeting those needs. 

3. The price sensitivity of ECR saturation mail, both from the perspective of small 

business advertisers and our own business. 

4. The benefits of affordable saturation mail rates to mailers, advertisers, and the 

Postal Service in generating not only saturation mail volumes but other mail volumes as well. 

5. The marketing disincentive of the current high ECR saturation pound rate, and the 

benefits of the proposed pound rate in stimulating new volumes and postal revenue. 

AFFORDABLE SATURATION MAIL RATES 
ADVEBTISEBS 

I understand that one of the questions the Commission asks in considering a Postal Service 

proposal is, “How will this affect Aunt Minnie?” I passionately believe that companies like 

Money Mailer, that provide saturation shared mail services, are helping America’s small firms get 

in business and compete. These businesses are the Aunt Minnies of America. 

More than 90% of our customers are “mom and pop” businesses. Many are sole 

proprietors or tradespeople who make a living by offering services to customers. These 

advertisers include professionals like realtors and dentists and service providers like manicurists, 
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seamstresses, snow removal contractors, and chimney sweeps. The “gross sales” of these small 

businesses are tire equivalent of wages. The manicurist that does nails for $20 per service thinks 

long and hard about paying $350 to mail a coupon. 

Our retail customers usually have a single store and employ fewer than 10 employees. 

These neighborhood businesses typically draw on customers in a three to five mile radius from 

their business. Most print and electronic media cover too broad a territory, and cost too much, 

to be effective for these stores. 

Because our customers need to reach consumers who live near their businesses, we divide 

our advertising coverage into zones averaging about 10,000 households. We work closely with 

our customers to tailor their advertising coverage to their individual marketing areas and their 

limited advertising budgets. Some customers may mail to the same zones every time, while 

others, especially those with the most limited budgets, may rotate single-zone mailings among 

different zones over the course of the year, or even mail only once a year to one or two zones. 

The average buy for a Money Mailer customer is 1.7 zones, or about 17,000 households, mailed 

two or three times a year. Our average customer’s annual advertising expense with Money 

Mailer’s shared mail envelope program is $1,200 to $1,700. That may not seem like a lot of 

money in the context of these proceedings, but it is often a major financial decision for our 

customers. 

The best way to show how Money Mailer and the Postal Service work together to help 

small business is by example: 
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Get Star&d 

Closet Encounters started in the Washington, DC area as a new concept business selling 

closet organizing products and services. The entrepreneur who started the business had invested 

a lot of money in a beautiful new store. But when our Money Mailer sales representative called 

on the store, there were virtually no customers. 

Like many small business owners, this entrepreneur had put everything he had into opening 

a business but had little capital left for promotion and advertising. Although this new business 

owner knew he had to do something to bring in customers, price and terms were of critical 

importance. To help him, Money Mailer allowed the Closet Encounters customer to purchase a 

coupon ad with installment payments. His coupon brought customers into the store and helped 

his business “take off.” This customer became a regular advertiser. To attract and retain many 

of our customers, we offer term payments. Often, we must discount our prices. We truly are 

partners in our customers’ success. 

es Need MailSngto 

Many of our customers could not stay in business without mail advertising. The pizza 

business, for example, depends on coupons to generate customer calls and sales. The independent 

fast food, family restaurant, and carry out food businesses also depend on Money Mailer and the 

Postal Service to survive. But these businesses are all intensely cost conscious. Because they 

compete with large concerns that pay a much lower percentage of overall expenses to advertise 

(due to the efficiencies of more locations and greater buying power), the independent food business 

is one of our most penny pinching customers. 

We have a family owned carry out and delivery Chinese restaurant that is typical of this 

advertising customer. Everyone in the family works in the restaurant. The owners, and their 

employees, do not speak English as a first language. All of their business comes in by telephone. 
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Because their menu is extensive, customers need to have the menu in front of them to place an 

order. We recommend to advertisers like this that selections be numbered to overcome language 

barriers and make it easier to take orders. 

This restaurant needs to get menus in customers’ hands to survive. But because cost is 

critical, the business cannot afford to mail its full-size 8%” x 11” menu in every coupon envelope. 

To stretch their advertising dollars as far as possible, they do a coupon size ad with some menu 

features into one zone and do a full page 89’2” x 11” menu into another. They stagger the zones 

every mailing to get maximum coverage. As a service to this customer, Money Mailer also does 

overrun printing so that the restaurant can put copies of its menu in the bag with each order. 

This customer would like to send its full menu into two zones with each mailing, but 

cannot afford to. This customer simply will not pay a cent more to advertise. If our prices go up, 

the response of customers like this is to cut back on their ads or to stop advertising all together. 

A new franchise business named Furniture Medic used Money Mailer to open its business. 

Furniture Medic is a mobile unit service that comes to consumers’ homes to fix burn holes in 

carpet, repair damaged linoleum or countertops, reinforce broken chair legs, etc. The owner of 

a Furniture Medic franchise worked with a Money Mailer sales representative to pick the most 

promising territory and zone for starting his business. The business succeeded because the 

advertiser offered a great service and because Money Mailer helped him select the most productive 

zones to get started. The owner has now expanded his fleet by adding new mobile units and works 

closely with us to open and develop new territory. 

Does Evervthingfor but Deliver 

Most small businesses lack the resources for a marketing or advertising department, and 

while they are good at running their businesses, most lack marketing expertise. Money Mailer 

5 
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tills this need. We act as the printer, designer, marketing department, and often financial analyst 

and consultant for our customers. 

Our franchisees work with advertisers to design and proof the ad. This includes making 

suggestions on the products and services to offer. Sometimes, our efforts can help turn a business 

around. This happened when a little upholstery shop owner complained to his Money Mailer sales 

representative that his coupon did not work and he could not afford to do more advertising. Our 

sales representative analyzed the ad and decided the shop needed a coupon with more than one 

promotion. The ad had been featuring big ticket items that only interested a few customers, He 

needed a low price item that could draw more customers. 

In the course of discussing the shop owner’s business needs and problems, our 

representative learned that the upholsterer had numerous bolts of remnant fabric left over from 

prior jobs. Working together, they designed an offer where the shop could reupholster dining 

room chairs for $30 a chair--fabric and service included! Future coupons included this good 

value, low ticket item as well as another service. This ad has been working beautifully. The 

upholsterer, who is a Korean immigrant to this country, is typical of many of the first generation 

entrepreneurs who rely on Money Mailer and the Postal Service to help them earn a living or start 

a business to support themselves and their families. 

There are other national, regional, or local businesses that provide shared mail programs 

or coupon books that are distributed other than by the U.S. mail. We want and need to offer more 

in price and service to keep and retain our customers. An example of one of the initiatives we 

launched to do more for our small business customers is our H.O.T! (Home Office Travel) 

Coupon?’ internet site. In 1996, each customer that bought a coupon in our shared mail program 

was given an opportunity to have its coupon displayed on our internet page for free. We are 

constantly striving to come up with new ways to g&c value to our customers to keep their 
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business. We invested a lot to develop and promote our internet site and gays it to our advertisers. 

To keep and retain customers in a competitive environment, Money Mailer, like our advertising 

distribution competitors, has to do more and charge less. 

PRICE- 

The price sensitivity of our saturation mail business is due to several factors. 

For our small business customers, the amount they can spend on advertising is constrained 

by their limited budgets. Most small businesses are already paying relatively more to reach their 

customers than their big business competitors. An independent pizza parlor might spend twice as 

much, as a percentage of overall sales, than its national chain competitor. Small businesses are 

particularly prone to respond to a price increase by cutting back, or eliminating, their advertising. 

For our national and regional business customers, competition from other media plays a 

much larger role. Although national and regional businesses appreciate the ability of saturation 

mail to reach every home in a geographic area, these businesses have the economic bargaining 

power and number of geographic locations to make it cost-effective to use other mass media. Big 

advertisers have a variety of print and electronic media choices. Larger companies usually work 

with fixed media budgets and demand stable prices and discounts over an agreed to (contractual) 

period of time. When postal rates go up, the response of our non-postal competitors is to offer 

these big advertisers even better deals and deeper discounts. To get and hold the business of 

national and regional businesses, we have to offer much more attractive pricing. These are the 

customers that are very difficult for Money Mailer and its franchisees to attract or retain because 

postal distribution is generally more expensive than other mass media. 

From Money Mailer’s standpoint, we have learned from bitter experience that we cannot 

absorb or pass on large postal rate increases. The 14.4% postal rate increase of January, 1995 had 

a devastating affect on our company and our system. 
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Between 1992 and 1995, Money Mailer was on track to see its business double. The large 

and unexpected increase in saturation mail rates of over 14% in January, 1995 resulted in a big 

step backward for our company in number of franchisees and mail volumes. Volumes for our 

saturation shared mail envelopes are lower for 1997 than they were in 1994. 

In human terms, the 1995 postage rate increase hurt many of the small businesses that make 

up our franchise system. Under our system, the responsibility for paying the 14.4% postage rate 

increase was passed on to our franchisees. 

Most of the franchisees in the Money Mailer system are individuals or husband and wife 

teams. A typical franchisee might mail six or seven times a year into four or five zones of 10,000 

homes each. Our franchisees have to find and serve a large number of customers to make their 

business a success. 

As of 1994, a typical franchisee in our system might do $200,000 in gross sales per year. 

When postal rates went up by over 14% in January, 1995, this added an additional $5,000 in 

overhead to a typical franchisee. This may not seem like a lot of money in the world of postal 

finance, but it was the straw on the camel’s back for many people in our system. 

The shared mail coupon business is very price competitive. In the past five years, prices 

have not increased. In general, they have fallen by 10% to 20%. Most franchisees could not pass 

on increased postage costs to their customers. Our franchisees had to swallow ail or part of the 

increased postage rates. Many of our franchisees found their gross profits cut by almost 50% in 

1995. Throughout 1995 and 1996, we saw franchisees cut back on areas mailed and number of 

mailings. Some could not survive. They quit! 

In 1995 and 1996, Money Mailer experienced its highest franchisee failure rate. Many left 

our system. Most of our franchisees tried to make up for their lost profits with higher revenues 

by selling more coupons. To fill the envelope to the break point, most franchisees found they had 
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to offer deep discounts or special pricing to sell the last spots in the envelope. Sales beyond the 

break point often seemed counterproductive to our franchisees because of the high pound rate. 

Prior to reclassification, there was tremendous interest and pressure in the system to switch 

our distribution out of the mail. Some franchisees wanted us to explore ways to eliminate high 

postal costs through newspaper distribution or private delivery. We believe our advertisers get 

the best response rate when our envelopes are sent in the mail. But concerns about unpredictable 

or unreasonable postal rate increases keep us mindful of other options. 

Our company name and logo makes it clear that we are committed to distributing our 

product through the United States Postal Service. We show this on our letterhead: 

MONEY MAILERa 
SUCCESS IS IN THE MAIL. 

We do not want to switch our envelope distribution to newspapers or private delivery. But 

this business is tremendously price competitive. Most of our sales are to small businesses that 

appreciate our ability to provide a turnkey product that is targeted to their geographic market. In 

major metropolitan areas we have numerous competitors offering this type of service. Our 

competitors might include other national or local coupon envelope or shared mail programs that 

distribute by the United States Postal Service. Our mail competitors share the same high fixed 

costs we pay to be part of the mail stream. We also face fierce competition from daily 

newspapers, weekly newspapers, and free distribution papers like shoppers that may be d,istributed 

by mail, private delivery, or in racks. These papers often sell “run of press” coupons in a booklet, 

magazine, or tabloid that is inserted in the paper. Because many of these papers have very low 

distribution costs, they can always beat us in price. 
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This is one of the reasons it is often impossible to pass on cost increases to our customers. 

When postal Costs go up, our non-postal competitors know this is the time to fight hardest for the 

business. 

REASONABLE RATES FOR ECR SATURATION MAIL 

Money Mailer’s saturation shared mail coupon envelope program is our core business. It 

gives local businesses a cost-effective way to do mass media advertising to geographic zones near 

their business. 

Money Mailer has developed and is promoting two’other advertising programs. We have 

a “new mover” program called “Home At Last e” that targets the approximately 15% of new 

households that move into a community each year. The Home At Last” envelope contains 

advertising of particular interest to people that just moved like cable TV and curtain and carpet 

installation as well as general advertising from businesses that are hoping the new resident might 

“try me” first. Because of the highly targeted nature of this mail, the price for participation in this 

envelope is much higher than our saturation mailings. To give the envelope the greatest value and 

impact possible, our advertisers are all requested to give consumers a substantial deal or discount. 

This gives our Home At Last@ envelope the same appeal to consumers as a visit from the 

neighborhood Welcome Wagon. 

Another new mail program we offer is our solo direct mail sent either as saturation to all 

households or to a customer mailing list. The advertiser’s goals in terms of timing of the ad, and 

impact, might be such that a solo saturation mailing makes more sense (and is worth the higher 

cost) than buying a coupon in our shared mail envelope. The announcement of a new store 

opening, or a special seasonal promotion, would present timing concerns that could not be 

accommodated by our shared mail program. Increasingly, our solo mailings are not done on a 
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saturation mail basis but to a mailing list that is created by Money Mailer on a custom basis for 

each advertiser to cultivate and develop “loyal” customers. 

As part of our consultative selling approach, Money Mailer explains to our advertisers that 

80% of the revenues for a typical retail or service business comes from 20% of its customers. If 

a retailer can identify these “loyal” customers, and develop special marketing approaches and 

mailings to them, it can increase the business done by existing “loyals” and increase their number, 

In some businesses, it is easy to identify loyal customers. The barber, veterinarian, and 

manicurist keep records or appointment books. These can be used to create a mailing list of 

“loyal” customers. For other businesses, we can compile this information through credit card 

receipts, and customer recognition recommendations that we make to produce a list of “loyal” 

customers. Because the response rate from mailings sent to “loyal” customers is higher than the 

response rate of a general, mass media type ad sent in our shared mail envelope, an advertiser can 

justify higher postage and printing costs for solo mailings to loyal customers. The development 

and maintenance of a customized mailing list for our advertisers is one of the value added services 

Money Mailer offers to its customers. 

Although our new mover and solo mail programs are still in their infancy, they have 

generated almost $2,OOO,OC!G in postage revenue for the United States Postal Service in the last two 

and a half years. The success and growth of these programs depend in large part on the success 

and growth of our shared mail program. Most of our customers see the coupon sent in our shared 

mail envelope as their primary advertising vehicle to reach the mass audience of consumers. 

When our customers have success in our shared mail program, they are more receptive to trying 

other forms of direct mail like the new mover and solo programs. Saturation mailings are what 

turn potential consumers into customers of a business. If our advertisers do not have an affordable 
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way to bring in new customers, they are not willing to spend more ad dollars to reach a more 

limited audience--even where it is a very promising audience like new movers or loyal customers, 

Our development and promotion of the new mover and solo mail programs are examples 

of Money Mailer’s belief that the United States Postal Service is the best way for local businesses 

to get and keep customers. With reasonable and stable rates for our saturation shared mail 

program, we can attract and sell advertisers on the mail as a media. This brings additional 

revenues to the United States Postal Service in the form of higher value, higher rate postal 

products. For example, mailings to loyal customers may be sent by first class letters or postcards.. 

The type of mail sent depends on the volume and density of the mailing list. A small business 

might send as few as 50 first class pieces. For a bigger business, or a business with a large 

customer base, a mailing list of loyal customers might qualify for high density ECR. 

We believe there is tremendous opportunity for growth for Money Mailer both 

geographically in the United States and through the breadth of postal products we offer. The key 

to our success and growth, and for new volumes for the United States Postal Service, remains 

affordable postage rates for ECR saturation mail. 

A REDUCTION IN THE PRESENT POUND RATE 
WILL BE BENEFICIAL FOR OUR MAILERS 

The present pound rate acts as a disincentive for our franchisees to sell more, or,,heavier, 

pieces into our shared mail envelopes. The impact of the present pound rate on our business is 

like a high marginal tax rate. It does not make economic sense for our company and I do not 

believe it makes good economic sense for the United States Postal Service. 

To understand how this works, let me explain our business. For a franchisee in our system 

to do well, he or she strives to “fill” the envelope to the pound rate break point. The franchisee 

might be able to fill part of the envelope with local businesses that will buy coupons “at retail.” 
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It is unlikely, however, that remaining sales, particularly sales to bigger accounts, can be made 

at retail prices. 

This is a situation where the pound rate is a real hurdle for our business. If a franchisee 

has five zones, and the envelope is under the pound rate break point in some of these zones, the 

franchisee really has an incentive to offer deals to fill those envelopes. But if these advertisers 

want to cover zones where the envelope is almost full, the franchisee may find he or she is 

working too hard to make a sale that only benefits the Postal Service. 

Other problems we face with the present pound rate are the high costs associated with 

putting bigger pieces or heavier pieces in our envelope. Our standard coupon weighs a tenth of 

an ounce. This can have sufficient impact for most of our customers. But our customers would 

like it if we could offer more varied ads at reasonable prices. A take-out and delivery restaurant 

might want to reproduce its menu. This could weigh as much as four or five coupons. If our 

envelope is underweight, we can do this and offer the customer a deal. If the envelope goes 

overweight or the customer wants multiple zones, we have a pricing dilemma. Similarly, Money 

Mailer sells a magnet ad that can be placed on the refrigerator. This ad is very popular with our 

customers. But the magnet weighs four times more than a coupon. This gets our mailings into 

the pound rate real fast. 

Our pricing dilemmas are compounded when we have different franchisees wanting to do 

cross-sales with other franchisees in our network. This should be a way for Money Mailer to 

reach more customers and serve more regional or national businesses. This should be a win-win 

proposition for Money Mailer and the United States Postal Service. But the high pound rate makes 

it too much trouble in too many circumstances for our franchisees to set prices that make sense. 

I am aware of many franchisees that basically “stop selling” when they near a full envelope. It 

is simply too much work for too little benefit to sell more ads. 
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The present pound rate makes it harder for Money Mailer and its franchisees to expand our 

market coverage. It would be easier to provide our standard coupon service for local businesses 

if we could also do larger and more varied ads for businesses in that community, and national 

concerns. Our ability to offer the prices demanded by big business for their media is sorely 

limited by the present pound rate. 

My experience with Money Mailer’s business, and that of our franchisees, causes me to 

conclude that the present high pound rate is repressing the Postal Service’s pound rate revenues. 

I believe the relief in the pound rate proposed by the United States Postal Service will reduce the 

disincentives found in the present pricing structure and will ultimately result in our generating 

more mail pieces and pound rate volumes, and revenues, for the Postal Service. 

CONCLUSLQN 

Money Mailer’s core business is to help local businesses get and keep more customers. 

The Postal Service has a delivery network in place to help us connect local merchants to the 

consumers in their neighborhood. The stable rates proposed by the Postal Service for our 

saturation mailings will allow us to continue to serve our existing 30,000 customers. It will also 

allow new and existing franchisees to brave the risks of expanding their business. 

Currently, we are serving less than one-third of the businesses we could reach in this 

country. Reasonable rates will allow us to open new territory with our shared mail programs and 

will create additional mail revenues for Money Mailer and the United States Postal Service through 

our new mover and solo direct programs. Most importantly, these rates will help US, and the 

United States Postal Service, do more to help our small business customers. It will be more 

affordable for the family owned restaurant to mail its entire menu. Our franchisees, and our 

customers, will not see a rate hike that makes them say, “I can’t afford the mail.” 
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The decision on the rates Money Mailer and its customers will pay is in the hands of this 

Commission. On behalf of shared mail businesses like Money Mailer, and the thousands of small 

businesses we serve, I hope I have given you some reasons to approve the United States Postal 

Service proposals. 

I hereby certify that I have this date served the foregoing document on all participants of 

record in this proceeding in accordance with section 12 of the Rules of Practice. 

December 29, 1997 
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CHAIRMAN GLEIMAN: Mr. Otuteye, I believe you and 

your counsel had an opportunity to examine the package of 

what we call designated written cross-examination. Those 

are the answers that you provided to questions earlier. 

THE WITNESS: Yes, we have, Chairman Gleiman. 

CHAIRMAN GLEIMAN: And if you were asked those 

questions today, would your answers be the same as those you 

previously provided in writing? 

THE WITNESS: That is correct. 

CHAIRMAN GLEIMAN: That being the case, I am going 

to provide two copies of the designated written 

cross-examination of the witness to the reporter and direct 

that it be accepted into evidence and transcribed into the 

record at this point. 

[Designation of Written 

Cross-Examination of Godfred 

Otuteye, AISOP-T-1, was received 

into evidence and transcribed into 

the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 1997 Docket No. R97-1 

DESIGNATION OF WRlll-EN CROSS-EXAMINATION 
OF ALLIANCE OF INDEPENDENT STORE OWNERS AND 

PROFESSIONALS 
WITNESS GODFRED OTUTEYE 

(AISOP-Tl) 

w 
Advo, Inc. 

lnterrooatories 

AAPSIAISOP-Tl-1-9, 11-12. 15 
NAAJAISOP-Tl -l-2, 6-8 

Mail Order Association of America AAPS/AISOP-Tl-I-15 
NAAIAISOP-Tl-2-8 

Newspaper Association of America NAAIAISOP-Tl-1-5 
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Respectfully submitted, , 

Marg%ret P. Crenshaw 
Secretary 
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Interroaatorv: 

AAPSIAISOP-Tl-1 

AAPSIAISOP-Tl-2 

AAPSIAISOP-Tl-3 

AAPSIAISOP-T1-4 

AAPSIAISOP-Tl-5 

AAPSIAISOP-Tl-6 

AAPSIAISOP-Tl -7 

AAPSIAISOP-Tl-8 

AAPSIAISOP-Tl-9 

AAPSIAISOP-Tl-10 

AAPSJAISOP-Tl-11 

AAPSIAISOP-Tl-12 

AAPSIAISOP-Tl-13 

AAPS/AISOP-Tl-14 

AAPSIAISOP-Tl-15 

NAAIAISOP-Tl-1 

NAAJAISOP-Tl-2 

NAAIAISOP-Tl-3 

NAAIAISOP-T1-4 
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AAPS/AISOP-TI-I , At page 5, you testify that your restaurant customer cannot afford to send its 
full menu into two zones but mails a coupon&e ad into one zone and the ti&page menu into 
another. With respect to this testimony, please answer the following questions: 

(4 How much does the coupon weigh? 

@I How much does the menu weigh? 

(c) What do you charge for mailing the coupon? 

(4 What do you charge for mailing the menu? 

(4 What is the typical or range ofweights for the set in which the coupon and menu are mailed? 

(Cl What is the average number of pieces per set? 

The example given in my testimony referred to an actual family owned oriental restaurant, but was 
illustrative of a situation faced by many of our franchisees’ restaurant customers where they would 
like to mail a larger/heavier piece, but price constraints make it ditlicult for them to do so. This 
answer will give the general range of weights and prices charged by franchisees in our system in this 
type of situation. 

(4 

0) 

The coupon weighs approximately l/lOth of an ounce 

An 8% x 11 ti&size page menu might weigh from approximately 200th of an ounce to 
approximately one-halfan ounce depending on whether paper or a type of card stock is used. 

(4 We do not charge for “mailing the coupon.” Our pricing includes design printing, mail 
distribution, and servicing the customer’s account. It also includes placement ofthe coupon 
on the Internet. Each individual franchisee is free to set his or her own rates. Discounts or 
a reduction in rates are given for volume and frequency. In the example in my testimony 
involving a small business that had been a loyal customer of the franchisee for many years, the 
price charged was a “package price” for mailing a coupon and a menu on a frequent basis. 
Because of the longstandig business relationship between our franchisee and this restaurant, 
this restaurant customer is getting a ride along or package price for her menu and coupon 
mailing that is discounted approximately 30% 6om the average range of rates charged by our 
franchises. The average charges of our franchises for a coupon mailing to one zone of 10,000 
homes is approximately $250 to $350. Lower prices are usually charged to get a first time 
customer to try the mail, to induce an existing customer to mail an additional zone, and to 
medium to larger customers buying throughout the region, The coupon price for a regional 
buy ranges 6om $150 to $250. The pricing to national accounts is substantially lower ($30 
to $100) and may involve advertisers that supply the advertising piece. 
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(4 As discussed above, Money Mailer does not “charge for mailing” a menu. Our prices would 
include design, printing, distribution, and servicing the account. In the example given in my 
testimony, the desire of our franchisee to help this struggling family business resulted in the 
business getting a discount of approximately 30% off typical prices. This restaurant customer 
is not getting a separate charge for mailing the coupon and mailing the menu. In a more 
typical situation throughout our system, the charge for distriiuting an 8% x 11 page menu to 
one zone would depend on the type of paper used for the piece and whether or not we had 
mailed the piece in the past. If it is a Srst time maihig, it is nectary for us to charge a 
special printing set up fee to get the menu to fit on an 8% x 11 standard format. Our typical 
print set up charge is a one-time fee of $90. The printing, distribution, and account servicing 
charges paid by the customer for distributing the menu to one zone thereafter would range 
from approximately S460 for a 2IlOths of an ounce piece to S560 for a menu printed on 
heavier card stock that is approximately 4/1Oths of an ounce. 

(4 2 to 4 ounces, Our system wide average weight for our coupon envelopes is .I757 pound or 
2.211 ounces. 

If system wide extremes of high and low piece counts are excluded, the average number of 
pieces in our envelopes ranges from 25 to 28 pieces. 
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AAPYAISOP-TI-2. Have you run into any situations in which a small retailer is unwilling to place 
his advertisement in a package containing the advertisement of a competitor with lower prices? 

This occasionally happens but it is rarely an impediment to an advertiser buying an ad in a Money 
Mailer envelope. The number one consideration of small retailers in determining to place ads in our 
envelope is the price and their return on investment. Our shared mail advertising is no diierent than 
any other advertising media. Competitors’ billboards are Seen on the same street and newspapers 
can-y display and insert advertising where competitors often appear on the same page. Even when 
advertising giants like Coca-Cola buy spots on TV, they have little or no control about Pepsi ads 
running moments later. 

Price resistance is the biggest obstacle we face in selling a coupon to the small retailer. 
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AAPSIAISOP-TI-3. At page 8, you refer to the “14.4 percent postal rate increase of January, 
1995. . . .” Please provide quantk&e support for this statement, including the postage for a typical 
Money Mailer mailing prior to the increase and for an identical mailing tier the increase. 

Prior to January, 1995, most ofMoney Mailer’s mailings were at the basic saturation rate of 12.4 
cents. After January, 1995, the basic saturation rate increased to 14.2 cents for a typical Money 
Mailer saturation mailing below the break point. This resulted in an increase of 14.5% for our typical 
mailings. With drop ship discounts, our system wide average postage rate increase was 
approximately 14.4%. 
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AAPIYAISOP-Tl-4. At page 8, you state that, between 1992 and 1995, Money Mailer “was on track 
to see its business double.” What does this mean? Double by when? 

My testimony was based on the business our company was doing with the United States Postal 
Service before the 14.4% postage rate increase we experienced in 1995. Our postage payments for 
saturation mailings to the Postal Service for 1992 through 1994 (a period of rate stability) were as 
follows: 

1992 $7.1 million 
1993 $9.0 million 
1994 $11.8 million 

Our business was on track to have the volume of saturation mailings we did in 1992 double by 
approximately 1996 or 1997. 

5 
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NSIAJSOP-TI-5. Did the rate changes made on July 1, 1996, in connection with the 
reclassification case affect your business? Please explain. 

The rate changes ofJuly 1,1996 had a positive affect on our business but we have still not recovered 
from the setback ofthe January, 1995 14.4% postal rate increase. This is discussed in my testimony. 
The rate changes of reclassitication sent a signal to our business, and our franchisees, that the Postal 
Service was making an effort to be a cost-effective provider of distribution services for saturation 
advertising. This has helped us rebuild some of the business we lost. The rate changes of 
reclassitication resulted in Money Mailer developing incentive programs for franchisees to increase 
~the frequency of their mailings and to expand into additional territory. 

6 



14519 
ALSOP WITNESS OTUTEYE RESPONSES TO AAPS 

AAPVAISOP-Tl-6. At page 8, you state that the volumes for your saturation mail envelopes are 
lower in 1997 than they were in 1994. What was the typical or range of weights and number of 
pieces per envelope for each year 1994 to 1997? 

The chart below shows what happened to our mail volumes when postage rates went up in January, 
1995. As a result of prior commitments made by our franchisees to mail, the affect of the postage 
rate increase, and the attrition of&anchisees in our system, began in 1995 and continued throughout 
1996. The benefits of reclassi6cation helped us rebuild contidence in the Postal Service as a vendor. 

# of Saturation Shared 
Year Mail Envelopes Mailed parrae of Weieht Ranee ofPieces 

1994 9,922,ooo 1.7 to 3.7 ounces 16 to 36 

1995 10,825,OOO 1.7 to 3.7 ounces 16 to 36 

1996 9,33 1,000 1.6 to 3.6 ounces 15to35 

1997 8,703,OOO 2.0 to 4.0 ounces 20 to 40 

7 
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AAPSIAISOP-TI-7. At page 9, you state that some of your fi-anchisees could not sunive and quit. 
Did another company replace them? In the areas in which your franchisees quit, are small retailers 
without any options for low-cost delivery of advertisements? 

In most cases where franchises quit, no other company “replaced them” The markets where 
Canchisees quit covered the whole spectrum Corn large, highly developed metropolitan areas where 
advertisers have a variety of advertising choices (icludiig other saturation mail coupon programs) 
to areas where small retailers were let? without a comparable option for low cost delivery of their 
advertisements. 
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AAPSIAISOP-TI-8. At page 9, you state that “sales beyond the breakpoint often seemed 
counterproductive to our !?anchisees because of the high pound rate.” 

(4 

@I 

(4 

(4 

@I 

(4 

What is theweight of a typical coupon carried by one of your franchisees? 

For the pound rates that were in e&t both prior to July 1,1996, and after July 1, 1996, what 
was the cost of additional postage at the pound rate for mailing one additional coupon? 

What was the typical charge by your franchisees to advertisers wishing to have such a coupon 
mailed? 

The typical weight of a coupon is l/lOth of an’ounce. 

We cannot look at the pound rate alone to determine the additional cost for postage when a 
franchisee adds an additional coupon to the package that converts our package from a letter 
size mailing under the break point to a mailing that pays postage at the pound rate. Because 
pieces entered at over the break point must pay the surcharge for flats, the additional cost for 
postage at the pound rate for mailing one additional coupon includes the flat surcharge as well 
as postage at the pound rate. The approximate cost for additional postage and the flat 
surcharge that needed to be paid before reclassification for adding an additional coupon to 
the package that brought us over the break point was .63 cents. After July 1, 1996, the 
combined cost of postage for that additional coupon is approximately .8l cents, 

Your hypothetical question assumes that we have a franchisee that knows it is making an 
advertising sale that wilI add just one coupon to the package that will push the package from 
below or at the break point to the pound rate. This would not be a “typical” situation for a 
franchisee. If this was to occur, the franchisee would make sure that the price it charged 
would be sufficient to cover the extra charges due to postage and the other costs of doing 
business. What makes this entire situation diflicult for our franchisees and our system is that 
the last sales made to fill up the envelope are seldom “typical” sales. The full retail price 
charged by a franchisee to a typical local merchant mailing to one to three zones of 10,000 
homes per zone might range from $275 to $350. This is our “typical” retail pr$e for an 
advertiser making a small buy. 

By the time a franchisee is making a sale that may fill the envelope so that it might exceed the 
break point, the franchisee is usually not making “typical” “full retail” sales. The franchisee 
has already sold as many coupons as he or she can at “retail” to the small merchant. The last 
sales into the envelope are likely to be sales like the following: 

(1) Sales to larger or regional businesses that can demand a lower rate for coupon 
advertising because we are competing with the rates charged for other media. The 
rates paid for high volume advertisers covering a broad geographic area VpicaW 
range Corn $150 to $250. National advertisers receive even lower rates ranging from 
$30 to %lOO. 
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(2) Sales made to advertisers who want to sell untypical pieces that weigh more than the 
standard coupon. 

(3) Sales made to advert&s being offered a discount to experiment with mailing into an 
additional zone or a new territory. 

Because of the nature of our busiiess, where advertisers often make decisions at the last 
minute, it is not possible to accurately predict when a mailiig will exceed the break point. 
This also is true because some advertisers want to mail to zones where there is more than one 
franchisee involved. Multiple zone sales create special problems for us in pricing as some fair 
compensation or commission needs to be paid to another t?anchisee who will have a coupon 
added to the envelope. This is part of what makes it so diflicult to address your question. 
A franchisee might be offering a signilicant discount to get a new advertiser into its mailing 
program. Ifthe f?anchisee has lots of room in its envelope, it might offer a price of $225. If 
the advertiser then decides it wants to mail into a zone that is at or near the break point 
handled by another franchisee, the combined costs of the second sale for postage, printing, 
and payment to the other franchisee, may be equal to or exceed the entire second zone price. 

Because the sales that are likely to fill the envelope beyond the break point are not “typical” 
and often involve larger advertisers, larger pieces, or multiple zones and franchisees, the 
combined impact of the high pound rate plus the surcharge for pieces that weigh more than 
the break point often make sales beyond the break point counterproductive. 
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AAPYAISOP-Tl-9. At page 10, you describe a “Home at Last” program. 

(4 

@I 

(4 

@I 

At what rate is this program mailed? 

Would you favor a rate change that decreased rates for saturation ECR and increased rates 
for other Standard mail? 

Automation rate 3 digit or 5 digit. 

From the standpoint of our business, the saturation ECR rate is most important to our 
business health and success. Affordable saturation ECR rates help us generate other types 
of standard mail like our Home at Last and solo mail programs. Because of the uniquely 
targeted and higher value of mailings sent to new movers, our customers and our franchisees 
are better able to pay higher rates for this type of mail than can be paid for saturation ECR 
mail which is less targeted and competes with a greater variety of other mass media 
advertising. However, my testimony is in support of the United States Postal Service 
proposal. I am not advocating any further rate change or shifting of rates between standard 
mail and saturation ECR. 

11 
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AAPSIAISOP-TI-IO. At page 11, you describe a program that mails to a customer mailing list. 

(4 Are such mailings typically mailed at the piece rate or the pound rate? 

(3) Would you favor a rate change that reduced the pound rate but increased the piece rate? 

(a) Piece rate. 

(b) My testimony is in support of the rates proposed by the Postal Service. We are not 
requesting or submitting testimony in favor of a different rate proposal. 
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AAPS/AISOP-Tl-I 1. At page 13, you testified that the present pound rate does not make “good 
economic sense for the United States Postal Service.” Does this mean that it could attract more 
business with a lower pound rate? Please explain. 

Yes. See pages 13 through 15 of my testimony. 
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AAPSIAISOP-TI-12. At page 13, you discuss a situation in which the envelope is under the 
breakpoint in some zones, and the franchisee “really has an incentive to offer deals to fill those 
envelopes.” Please confirm that, as they fill those envelopes up to but not exceeding the breakpoint, 
there are added costs to the Postal Service to process and deliver the envelopes but no additional 
revenues for the Postal Service. In your view, does this make good economic sense for the Postal 
Service? 

I cannot wr&rm that adding additional pieces to envelopes under the break point adds additional cost 
to the Postal Service. It is my understanding that there are Postal Service studies that support the 
existing rate structure for standard mail and suggest that the costs for mail up to the break point have 
very little relationship to weight. Ifthere are any additional wsts, I would expect these costs to be 
very small. 

It is the nature of our business that Money Mailer and its franchisees do better as more advertisers 
and coupons are added to our envelopes. As Money Mailer and its franchisees do well, we are able 
to expand the number ofmailings we do and the geographic areas we serve. This makes good sense 
for both Money Mailer and the Postal Service. 

I would stress in responding to this question that Money Mailer and its franchisees assume the risk 
of paying all the postage due for its mailings whether or not the envelopes are “f%ll enough” for the 
franchisees to break even. Your question seems to suggest that the Postal Service is not benefitting 
from our franchisees that have “full” envelopes. Our franchisees do not get a reduction in postage 
or a rebate if they fail to sell enough coupons to cover their postage, printing, and expenses of 
running a business. 
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AAPS/A!SOP-TI-13. You also testify in the same paragraph at page 13 that if advertisers want to 
cover zones where the envelope is almost fiA!, the fknc!tkee may find that he or she is waking too 
hard “to make a sale that only benefits the Postal Service.” Please provide a!! necessary data and 
calculations to support this statement that an additional sale of a coupon benefits only the Postal 
Setvice ifthe incremental weight of that coupon is charged at the pound rate. 

See my answer to AAPSIAISOP-Tl-8. 
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AAPSIAISOP-TI-14. You testify at page 13 that you face We high wsts associated with putting 
bigger pieces or heavier pieces in OUT envelope.” Are you refening just to postage costs or to internal 
handling costs as we!!? Ifthe latter, please explain why your handling wsts increase with heavier or 
bigger pieces. 

I was just referring to the additional postage costs 
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AAPS/AISOP-Tl-IS. At page 14, you state that many ofyour franc!tisees basically “stop selling” 
when they “nx a ful! envelope.” For a coupon weighing one-tenth of an ounce, which is what you 
say at page 13 your standard coupon weighs, wn!irm that the incremental postage at a 55.2 cent 
pound rate is 0.345 cents a piece, or $3.45 per thousand. How much do your franchisees charge to 
mail 1,000 coupons? 

I cannot cordinn that the incremental postage for an additional coupon is .345 cents a piece. Most 
of Money Mailer’s mai!ings are not drop shipped and our incremental costs for postage at the break 
point alone, without consideration of the flat surcharge, is .4143 cents per piece. The .4 cent 
surcharge for pieces entered above the break point brings the additional postage related costs for one 
more coupon to approximately .81 cents. 

Our kanchisees do not “charge” to mai! 1,000 wupons. See my answers to AAPSIAISOP-Tl-1 and 
AAPS/AISOP-Tl-8 for a more detailed discussions of our pricing. 
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NAA/AISOP-Tl-I. For the most recent fiscal year, please provide the following data on the 
Standard A mailings of your company. (Ifprecise data are not available, estimates can be provided.) 

a. What was the total volume of Standard A mail for the most recent fiscal year? 

b. What percentage of your volumes were shared mail packages versus solo mail advertising? 

C. What percentage of your shared mail packages qualified for the letter rate? 

d. What was the average weight of your shared mail packages? 

e. What percentage of your shared mail packages were dropshipped to: 

i. the destination BMC, 
ii. the destination SCF, and . . . 111. the destination delivery unit. 

f. What percentage of your shared mail packages were entered at the saturation rate? 

Et What percentage of your shared mail packages were entered at the high density rate? 

h. What percentage of your total mailings were entered at the pound rate? 

i. What percentage of your total mailings, if any, qualified for Standard A Non-Profit rates? 

i What percentage of your total mailings were entered as Standard A Regular (non-ECR) mail? 

a. 

b. 

C. 

90,626,404 

Approximately 97.5% shared mail, 2.5% solo 

All of our shared mail packages are letter size but mail entered at the pound rate does not 
qualify for the letter rate. See answer to lh. 

d. .1757 pounds 
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e. i. 
ii. . . . 
lu. 

less than 1% 
approximately 30% 
less than 1% 

E Approximately 80% 

g. Approximately 15% 

h. Approximately 20.3% 

i. None 

i Less than 1% 
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NAA/AISOP-TI-2. Please list Money Mailers’ principal competitors in its shared mail coupon 
business. Please indicate which of these competitors rely on the Postal Service to deliver their 
product. 

Our principal competitors include: 

1. 
2. 

3. 
4. 

5. 
6. 

Daily newspapers with classified ads and free-standing inserts. 
Weekly, community, and specialty newspapers with display ads, class&d ads, and free- 
standing inserts. 
Shoppers and flyers delivered door-to-door. 
National and regional direct mail advertising programs including, Val-Pak, SuperCoups, 
United Coupon, and Advo. These companies rely on the Postal Service to deliver their 
product. 
Yellow Pages and directories. 
Coupon magazines and coupon booklets published by a variety of small, local companies. 
Some of these may rely on the Postal Service to deliver their product. 

3 
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NAA/AISOP-TI-3. Please list Money Mailers’ principal competitors in its solo mail advertising 
services. Please indicate which of these competitors rely on the Postal Service to deliver their 
advertising product. 

Our principal competitors in the delivery of solo mail advertising services are generally local 
companies with a direct mail or letter shop business. Val Pak ah.0 operates a solo mail business. 
Companies offering solo mail advertising services rely on the Postal Service to deliver their 
advertising product. 

4 
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NAA/AISOP-Tl-4. Please List Money Mailers’ principal competitors in its program targeted to new 
movers. Please indicate which of these competitors rely on the Postal Service to delivery[sic] their 
product. 

The principal competitors of our new mover program are Welcome Wagon, Getting To Know You, 
and regional telephone companies. Most of these businesses do not rely on the Postal Service to 
deliver their product. 

5 
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NAA/AlSOP-TI-5. Please refer to your testimony at page 8-9. Did factors other than postal rates, 
such as increases in the prices of paper, contribute to the “big step backward for [your] company” 
in number of fkanchisees and mail volumes in 1995 and 1996? Please discuss. 

Increases in paper prices did contribute to the reduction in franchisees and mail volumes for our 
company in 1995 and 1996. However, Money Mailer was able to negotiate with our paper suppliers 
and vendors to better control the timing and amount of these price increases. Money Mailer as the 
fi-anchisor absorbed the cost of paper increases in its printiig and mail preparation pricing structure 
and these prices were not passed on to our franchisees as additional costs. It is frustrating for us as 
a company that our largest vendor, the United States Postal Service, can increase prices in a way that 
is unpredictable and uncontrollable. The price increase of 1995 of more than 14% was passed on 
directly to our franchisees and had the biggest impact on their ability to stay in business and mail 
volumes, 

6 
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NAA/AISOP-Tl-6. Is it in your interest to maintain a viable alternative delivery option even if you 
do not choose to use it? 

Ifthe point ofthis question is to suggest that the rates for the United States Postal Service should be 
higher than they need to be to help or stimulate the economic viability of the alternate delivery 
business, we are not interested. It is our desire to have the United States Postal Service be an 
efficient and effective vendor at affordable prices. 

7 
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NAA/AISOP-TI-7. Do you believe that your customers get a better response rate when their 
advertisements are mailed than when they are delivered with a newspaper? 

This question cannot be accurately answered as written. You are asking me to make an apples and 
oranges type of comparison The type of advertisement our customers deliver through Money Mailer 
is a geographically targeted, four color coupon. Most newspapers do not offer this same type of 
advertising service or product. 

Absolute response rates do not mean anything as such, in advertising. What matters is the return on 
investment to the advertiser, the response in relationship to the investment. Even in our own 
envelope, a home improvement contractor gets a very different response rate than a hamburger 
restaurant, Viewed this way, businesses advertise in the newspaper because they get an acceptable 
rate of return and businesses use direct mail because they get an acceptable rate of return. As 
discussed in my testimony, the turnkey, geographically targeted advertising service offered by Money 
Mailer to small busiiess often gives local merchants their most affordable and most efficient buy for 
their advertising dollar. Ever increasing postage rates for the mail diminish the return of our 
advertisers on their investment and make it more difficult for small business to be able to afford to 
advertise. 

8 
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NAAIAISOP-TI-8. Are the prices that you charge customers usually more or less than the prices 
charged to them by newspapers? 

Once again, this question cannot be meaningfully answered as written. (See my answer to 
NAAIAISOP-Tl-7.) What matters is price per lead or price per order from the ad. Again I believe 
businesses advertise where they do because they find these numbers acceptable. The home 
improvement contractor might be able to place a classified ad in a newspaper for one-tenth of the cost 
of a one-zone coupon in Money Mailer. A four-color insert delivered with the paper might cost the 
same contractor 10 times more than a Money Mailer coupon. Depending on the circulation, 
penetration, and readership of the paper, these newspaper advertising choices may, or may not, 
provide acceptable rates of return for the advertiser and be a meaningful, competitive choice for the 
business. 

The point of my testimony remains that increases in postage prices raise the cost per lead for our 
clients and can have the affect of driving business away from us and the United States Postal Service. 

9 
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CHAIRMAN GLEIMAN: Does any participant have 

additional written cross-examination for this witness? 

[No response.] 

CHAIRMAN GLEIMAN: There doesn't appear to be any. 

No participant submitted a request for oral 

cross-examination of this witness. Does any participant 

wish to cross-examine the witness today? 

[No response.1 

CHAIRMAN GLEIMAN: There doesn't appear to be 

anybody who wishes to cross-examine. 

Do the Commissioners have any questions for the 

witness? 

[NO response.] 

CHAIRMAN GLEIMAN: No questions from the bench. 

That being the case, Mr. Otuteye, we appreciate your 

appearance today and your contributions to our record, and 

if there is nothing further, you are excused, sir. 

THE WITNESS: Thank you very much. 

[Witness excused.1 

CHAIRMAN GLEIMAN: Mr. Cregan, would you identify 

your witness so that I can swear him in? 

MR. CREGAN: MPA calls Christopher Little 

Whereupon, 

CHRISTOPHER M. LITTLE, 

a witness, was called for examination by counsel for 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 



1 Magazine Publishers of America, on behalf of the Alliance of 

2 Nonprofit Mailers, American Business Press, the Coalition of 

3 Religious Press Associations, Dow Jones & Co., Inc., The 

4 McGraw-Hill Companies, Inc., the National Newspaper 

5 Association, and Time Warner, Inc. and, having been first 

6 duly sworn, was examined and testified as follows: 

7 CHAIRMAN GLEIMAN: Please be seated, sir. 

a MR. CREGAN: For the record, my name is Jim 

9 Cregan, representing MPA. 

10 DIRECT EXAMINATION 

11 BY MR. CREGAN: 

12 Q Mr. Little, do you have in front of you a document 

13 designed MPA-T-1, Direct Testimony of Christopher M. Little 

14 on Behalf of Magazine Publishers of America, Alliance of 

15 Non-Profit Mailers, American Business Press, Coalition of 

16 Religious Press Associations, Dow-Jones and Company, Inc., 

17 the McGraw Hill Companies, Inc., National Newspaper 

18 Association and Time-Warner, Inc.? 

19 A I do. 

20 Q Was this document prepared by you or under your 

21 supervision? 

22 A Yes, it was. 

23 Q Do you have any revisions to this document today? 

24 A No, I don't. 

25 Q If you were to testify orally today,~ would your 
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testimony be the same? 

A Yes, it would be. 

MR. CREGAN: Mr. Chairman, I am going to hand two 

copies of this document designated MPA-T-1 to the reporter, 

and I ask that the testimony of Mr. Little be admitted into 

evidence. 

CHAIRMAN GLEIMAN: Are there any objections? 

[No response.] 

CHAIRMAN GLEIMAN: Hearing none, Mr. Little's 

testimony and exhibits are received into evidence, and I 

direct that they be transcribed into the record at this 

point. 

[Direct Testimony and Exhibits of 

Christopher M. Little, MPA-T-1, was 

received into evidence and 

transcribed into the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 



14542 

BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, D.C. 20268-0001 

POSTAL RATE AND FEE CHANGES, 1997 DOCKET NO. R97-1 

DIRECT TESTIMONY 
OF CHRISTOPHER M. LITTLE 

ON BEHALF OF 
MAGAZINE PUBLISHERS OF AMERICA 
ALLIANCE OF NONPROFIT MAILERS 

AMERICAN BUSINESS PRESS 
COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

DOW JONES & CO., INC. 
THE MCGRAW-HILL COMPANIES, INC. 

NATIONAL NEWSPAPER ASSOCIATION 
TIME WARNER, INC. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

14543 
INTRODUCTION/SCOPE AND PURPOSE 

My name is Christopher M. Little, and I am the President of the Meredith 

Corporation Publishing Group (Meredith). A brief description of my background, and of 

my company, is appended to this testimony. 

I serve as the Chairman of the Government Affairs Council of the Magazine 

Publishers of America (MPA) and as Secretary of the association. I am testifying, 
however, not just on behalf of MPA, but also on behalf of the Alliance of Nonprofit 
Mailers, American Business Press, the Coalition of Religious Press Associations, Dow 

Jones 8 Co., Inc., the McGraw-Hill Companies, Inc., the National Newspaper 

Association, and Time Warner, Inc. It’s an honor - and a pleasure, given our track 

record of strong disagreement on many postal rate issues - to be testifying on behalf of 

a unified industry. 

At the outset, I wish to express the industry’s recognition of, and appreciation 

for, the Postal Service’s proposal for a relatively modest average rate increase for 

Periodicals, However, two overriding concerns have forged our alliance and fueled the 

industry’s unprecedented cooperation in this proceeding: (1) the continuing and 

potentially explosive problem of, in our view, the unexplained and excessive increases 

in reported mait processing costs for Periodicals over the past decade; and (2) the 

steadfast position taken by the Postal Service in previous proceedings that there is no 

problem. My task is to present the facts that have generated such alarm in all 

segments of our industry. Together with that of my colleague Keith Crain (ABP-T-l), 

my testimony provides a ‘policy” framework for your consideration of the testimony of 

our industry’s “expert” witnesses. 

MAIL PROCESSING COST TRENDS FOR PERIODICALS 

I am a businessman. I know that controlling the costs of producing and delivering 

my product to my customers is critically important to my business. If those costs are 

out of control, I want to know why; and I want action plans put in place to bring the 

costs back under control. I would hope that the Postal Service feels the same way. As 

you read the rest of this testimony, I would like you to keep in mind our continuing 

frustration in dealing with the Postal Service on the Periodicals cost problem. In each 

1 
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13 

of the past two rate cases (and now in this One), the Postal Service has presented data 

purporting to show that Periodicals costs were increasing far faster than costs for Other 

mail and far faster than wages. In each case, Periodicals mailers contested the 

accuracy of these results. We made strong arguments that our costs were overstated. 

We tried to get from the Postal Service an explanation of w& our costs were 

supposedly increasing so rapidly. And, in each case, the Postal Service responded, 

essentially, that it did not know why - it was just what the data showed. 

We have waited in vain for an end to the trpward spiral in these costs. And we 

continue to wait, also in vain, for an explanation. 

At the risk of appearing to present myself as a POStal expert (which I’m not), let 

me now try to paint this disturbing picture with some very basic graphs and charts. 

Figure 1 shows the trend line for overall unit costs of Periodicals (as reported in the 

Figure 1 
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Attributed Postal Costs Per 
Mail Class 
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Postal Service’s annual Cost Segments and Components and Cost and Revenue 

Analysis reports) and similar trend linesfor other major mail classes,(First-Class Mail, 

Standard A, and Standard B)‘. As you can readily see, unit costs for Periodicals, as 

’ All charts and (igums am based on data from these two Postal Service annual reports. The Ufln Cost 
figUraS are normalized to FY 1996 volume pmportions by subclass. Wage data am fmm National PaYmll 
Hour Summary Report. 
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14545 
calculated by the Postal Service, have increased far more rapidly than costs for any 

other class over the past decade. 

Figure 2 illustrates the total percentage cost increases over this period: 67 

percent for Periodicals; 51, 40, and 35 percent for First-Class Mail, Standard A, and 

Standard B, respectively. 

Figure 2 

Change in Unit Attributable 
Costs 1988 to 1998 

nrrt PerIodicaIr Standard A Standard B 

An examination of some basic statistics, as illustrated in Figures 3 and 4 below, 

quickly reveals the major cause of this dramatic increase in overall, reported 

Periodicals costs: mail processing. I understand that when so-called~ ‘piggybacked 

costs (a supervision, equipment, and facility costs) are included, mail processing 

accounts for more than 50 oercent of the costs attributed to Periodicals. And, 

unfortunately for us, it is these very costs that have skyrocketed for Periodicals - out of 

all proportion to the mail processing costs for other classes. 

Over the 1 l-year period from fiscal year 1966 through fiscal year 1996, 

Periodicals mail processing unit costs have increased 71 percent, while those for First- 
Class Mail, Standard A, and Standard B have increased by 3520, and 31 percent 

respectively. Figure 3 shows the trends in mail processing unit costs for Periodicals 

versus other classes. Figure 4 shows the total percentage cost increase for mail 
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Unit Mail Processing Costs Per 
Mail Class 
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Figure 4 

Change in Unit Mail Processing 
Costs 1986 to 1996 

I Rrst Perlodkals Standard A Stndard B 

5 

6 Finally, not only are Periodicals mail processing costs increasing 

7 disproportionately to those of other classes, they are increasing disproportionately to 

8 increases in USPS wage rates. As everyone knows, USPS is a very labor-intensive 

9 organization. About 60 percent of its costs are labor-related, and one would expect 

IO that at worst (assuming .- contrary to fact - that there has been no increase in mailer 
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worksharing and automation) mail processing costs wou!d increase at a rate roughly 

similar to that for wages. This has not been the case. Figure 5 shows that, over the 

1 t-year period, USPS wage rates have increased by 41 percent while, again, the costs 

of processing Periodicals have increased to a far greater extent - 71 percent. 

Figure 5 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Periodicals Unlt Mall Processing Costs 8, 
Waae Rate Increase 

-m-PerIodicaIr -Wages 

Equally disturbing are data reported, I understand, in witness Stralberg’s 

testimony (TW-T-1) which show drastic declines fin productivity. For example, he 

reports an 18 percent decline in the productivity of equipment used to process 

Periodicals -flats sorting machines. 

‘As a businessman I have to ask, “How can this be? ” These cost increases and 

productivity declines have occurred despite many efforts by Periodicals mailers to 

prepare their mail more efficiently than ever before, through increased levels of 

presortation, palletization, and drop shipping, and despite many USPS operational 

initiatives, such as installation of flats sorting machines, that were supposed to lead to 

lower costs. It appears to me that Periodicals are being processed less efficiently 

today than they were ten years ago. 
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USPS’S REFUSAL TO ACKNOWLEDGE THE PROBLEM 

The Periodicals industry has tried, unsuccessfully so far, to obtain a USpS 

acknowledgement that there is a problem. Witness Cohen (MPA-T-2) discusses in 

detail past efforts in this regard. The Commission knows that industry participants 

raised these concerns in the R90-1 and the R94-1 omnibus rate cases. Indeed, l 

understand that the PRC initiated an inquiry in 1992, but had to abandon the effort, 

reluctantly, because of the Postal Service’s refusal to cooperate. 

In his testimony, my colleague Keith Crain (ASP-T-I) discusses a recent meeting 

between representatives from the Periodicals industry and senior USPS officials, 

including the Postmaster General. There have been others, but we still have been 

unable to move the USPS to acknowledge once and for all that there is a problem. 

In this case, to its credit, the USPS attempts to improve its costing methodology. 

The fundamental problem set forth at the beginning of this testimony, however, 

remains unsolved. I understand that, even under this new methodology, mail 

processing costs for Periodicals appear to be increasing disproportionately without 

logical explanation. As witnesses Cohen (MPA-T-2) Stralberg (TW-T-l), and Shew 

(DJ-T-l) demonstrate, the new approach advocated by USPS to distribute mail 

processing costs, unless significantly modified, will only exacerbate the problem. 

The Periodicals industry has pleaded with the Postal Service to explain what is 

happening with mail processing costs. In the past, the answer has always been the 

same: the cost numbers are right; we just cannot explain them. Recently, we have 

heard expressions of wncem by various postal officials. I am encouraged by this. But 

we must deal with the reality and the immediacy of Docket R97-1; and, as witnesses 

Crain and Cohen indicate, all that we have in hand right now is the promise of a study 

which - no matter what its scope, methodology or results -will have no impact onthis 

proceeding. 

THE PROPOSED RATE tNCREASE 

The USPS proposes a relatively modest overall rate increase for Periodicals. 

That increase, however, depends on a relatively low cost coverage for regUlar rate 

Periodicals of 107 percent. Of course, the Postal Reorganization Act, through the 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

14549 

‘ECSI provision,” suggests a relatively low coverage for Periodicals. Witnesses 

Stralberg, Shew, and Cohen offer methods and reasons for attributing certain mail 

processing costs that, in the end, could increase the coverage for the class and still 

retain the modest overall rate increase. I’m not a ratemaking expert, but it seems to me 

that the proposal for a low coverage - and a modest rate increase - is certainly 

reasonable, not only in light of the ‘ECSI” factor, but also in light of a decade of 

serious, unanswered questions about mail processing cost increases for Periodicals. 

Our experts say that our costs have been, and still are, badly overstated. The 

Postal Service doesn’t really have a definitive explanation for the statistical phenomena 

I’ve summarized in this testimony. Either way, it seems to us, the Periodicals industry - 

a united Periodicals industry - is fully justified in asking for your careful consideration 

of this important matter. 

I respectfully urge the Commission to approve only moderate rate increases for 

Periodicals, certainly no higher than those proposed by the Postal Service; and I ask 

the Commission to do whatever it can to encourage the Postal Service final/y to solve 

the problem I have described. 

7 
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I I. 

9 Prior to becoming Magazine Group president, Little was vice president and 

10 publishing director responsible for Better Homes and Gardens magazine, as well 

.~I as for the database, production and circulation operations of the Magazine Group. 

12 Before joining Meredith in October 1992, Little had been president of Cowles 

13 Magazines, Inc., since 1989. At Cowies, he was responsible for its 20 titles, among 

14 them Country Journal, American History Illustrated, Horse & Rider and Vegetarian 

15 Times. 

16 Prior to joining Cowles, Little served in various capacities with The Washington 

17 Post Company, including president of Newsweek magazine, chief financial Officer 

18 of Newsweek, president and publisher of the Everett (Wash.) Herald, and vice 

19 president and counsel for The Washington Post. His background also includes 

20 experience on Capitol Hill as a congressman’s top aide, private law practice and a 

21 stint at the Environmental Protection Agency. 

APPENDIX 
TO TESTIMONY OF CHRISTOPHER M. Lll-l-LE 

(MPA-T-l) 

Bioqraohv 

Christopher M. Little is president of the Meredith Corporation Publishing Group. 

Little is responsible for the strategic direction and day-today management of all of 

Meredith’s magazine and book operations. The Publishing Group is the 

corporation’s largest business unit. Previously, Little had served as President of 

the Meredith Magazine Group, beginning in July 1994. He assumed his current 

position in July 1995 when book publishing and magazine operations at Meredith 

were combined into one operating group. 
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Little, who was reared in Texas, earned his bachelors degree from Yale and his law 

degree from the University of Texas. He also completed the senior executive 

program at Stanford University Graduate School of Business. 

4 Little has testified before the Postal Rate Commission in one other proceeding. In 

5 Docket No. MC91-3, he appeared as a witness on behalf of the Magazine 

6 Publishers of America. 

7 II. Meredith Corooration 

8 Meredith Corporation is one of America’s leading media companies. Founded in 

9 1902 by Edwin Thomas Meredith, the company began as the publisher of 

10 Successful fanning magazine. Today, Meredith employs more than 2,000 people 

11 and its magazines reach approximately 65 million U.S. readers annually. 

12 Meredith publishes a variety of home and family magazines, including Better 

13 Homes and Gardens, Country Home, and Midwest Living. Books published by 

14 Meredith include more than 200 home and family, craft, and special interest books 

15 - including the Better Homes and Gardens Cook Book, which remains one of the 

16 most familiar and widely owned hardcover books ever published. 

ii 
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CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon all 

participants of record in this proceeding in accordance with section 12 of the Rules of 

Practice. 

December 30, 1997 
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CHAIRMAN GLEIMAN: Mr. Little, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, they would be. 

CHAIRMAN GLEIMAN: That being the case, I am going 

to provide two copies of the designated written 

cross-examination of Witness Little to the reporter and 

direct that it be accepted into evidence and transcribed 

into the record at this point. 

[Designation of Written 

Cross-Examination of Christopher M. 

Little, MPA-T-1, was received into 

evidence and transcribed into the 

record. 1 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 1997 Docket No. R97-1 

DESIGNATION OF WRlll-EN CROSS-EXAMINATION 
OF MAGAZINE PUBLISHERS OF AMERICA 

WITNESS CHRISTOPHER M. LllTLE 
(MPA-Tl) 

&3eJ 

United States Postal Service 

lnterroqatories 

USPSIMPA-Tl-1-34 

Respectfully submitted, 

rgaret P. Crenshaw 
Secretary 
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Interroaatow: 

USPSIMPA-Tl-1 

USPSIMPA-Tl-2 

USPSIMPA-Tl-3 

USPSIMPA-Tl-4 

USPS/MPA-Tl-5 

USPSIMPA-Tl-6 

USPSIMPA-Tl-7 

USPSIMPA-Tl-8 

USPSlMPA-Tl-9 

USPSIMPA-Tl-10 

USPSIMPA-Tl-11 

USPSIMPA-Tl-12 

USPS/MPA-Tl-13 

USPSIMPA-Tl-14 

USPSIMPA-Tl-15 

USPS/MPA-Tl-16 

USPSIMPA-Tl-17 

USPSIMPA-Tl-16 

USPS/MPA-Tl-19 

USPSIMPA-Tl-20 

USPSIMPA-Tl-21 

USPSIMPA-Tl-22 

USPSIMPA-Tl-23 

USPSIMPA-Tl-24 

USPSIMPA-Tl-25 

USPSIMPA-TI-26 

INTERROGATORY RESPONSES OF 
MAGAZINE PUBLISHERS OF AMERICA 

WITNESS CHRISTOPHER M. LITTLE (Tl) 
DESIGNATED AS WRITTEN CROSS-EXAMINATION 

Desiqnatina Parties: 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 
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Interroqatorv: 

USPSIMPA-Tl-27 

USPSIMPA-Tl-28 

USPSIMPA-Tl-29 

USPSIMPA-Tl-30 

USPSJMPA-Tl-31 

USPSIMPA-T1-32 

USPSIMPA-Tl-33 

USPSIMPA-Tl-34 

Desiqnatinq Parties: 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-1. For each year fiscal year (or calendar year if fiscal year is unavailable) 
from 1966 to present, please provide a list of publications published by Meredith 
Corporation Publishing Group and mailed at secondclass regular or periodical regular 
rates. 

Response: 

A chart containing this information is attached hereto and designated “Response to 

USPS/MPA-TI -1”. 



Response to USPS/MPA-Tl-1 
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MAGAUNE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-Tl-2. For each fiscal year (or calendar year if -fiscal year is unavailable) from 
1988 to present, please for each publication listed in response to interrogatory number 1 
the following information: 

(a) The number of issues mailed. 

(b) The average number of editions (versions) per issue. 

(c) An indication of the kind or type bf each version. 

Response: 

As indicated in the objactions filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPS/MPA-Tl-2-23”. 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSlMPA-TM. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the total volumes mailed at secondGlass regular or 
periodical regular rates for each publication listed in response to interrogatory number 1. 
USPSIMPA-Tl-4. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed at secondclass regular or periodical 
regular required presort rates for each publication listed in response to interrogatory 
number I. 

Response: 

As indicated in the objections tiled by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-Tl-2-23”. 

4 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRlSTOPHER LllTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-4. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed at secondclass regular or periodical 
regular required presort rates for each publication listed in response to interrogatory 
number 1. 

Response: 

As indicated in the objections tiled by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-Tl-2-23”. 

5 
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MAGAZINE PUBLISHERS OF AMERICA WlTNESS CHRlSTOPHER Llll-LE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tld. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1988 to present, please provide the volumes mailed at second-class regular or periodical 
regular 3digit cityl5digit presort rates for each publication listed in response to 
interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-199’7. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSRJIPA-Tl-2-23”. 
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MAGWNE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tt-6. For each fiscal year (or calendar year tffiscal year iS unavailable) from 
1988 to present, please provide the volumes mailed at secondclass regular or periodical 
regular carrier route presort rates for each publication listed in response to interrogatory 
number 1. 

Response: 

As indicated in the objections filed by MPA on February 2,1998. Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPWMPA-TI-2-23”. 



MAGAUNE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-7. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed at secondclass regular or periodical 
regular destination delivery oftica discount rates for each publication listed in response to 
interrogatory number I. 

Response: 

As indicated in the objections tiled by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

“Responses to USPSIMPA-Tl-2-25’. 

14564 
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MAGAZINE PUBLISHERS OF AMERlCA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-6. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed at secondclass regular or periodical 
regular destination SCF discount rates for each publication listed in response to 
interrogatory number I. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-Tl-2-23”. 
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MAGAZINE PUBLISHERS OF AMERICA WlTNESS CHRlSTOPHER Lll-l-LE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-n-9. For each fiscal year (or calendar year if fiscal year is unavailable) 
from 1986 to present, please provide the volumes mailed at secondclass regular or 
periodical regular high density discount rates for each publication listed in response to 

interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSJMPA-TI -2-23”. 

10 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LllTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-10. For each fiscal year(orcalendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed at second-class regular or periodical 
regular saturation discount rates for each publication listed in response to interrogatory 
number I. 

Response: 

As indicated in the objections tiled by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-TI-2-23”. 
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MAGAZINE PUBLISHERS OF AMERlCA WlTNESS CHRlSTOPHER LI-ITLE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-TI-I I. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the required presort volumes mailed at second class 
regular or periodical regular prebarwded letter size discount rates for each publication 
listed in response to interrogatory number I. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-l 997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-TI -2-23”. 
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MAGAZINE PUBLISHERS OF AMERlCA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-Tl-12. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed at secondclass regular or periodical 
regular prebarwded flat size discount rates for each publication listed in response to 
interrogatory number I. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-l 997. That information is provided by individual 

title, and in summary fon, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-Tl-2-23”. 
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MAGAZINE PUBLISHERS OF AMERlCA WTNESS CHRlSTOPHER Lll-l-LE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-Tl-13. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the 3digit city&digit volumes mailed at second class 
regular or periodical regular prebarwded 3digit letter size discount rates for each 
publication listed in response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-l 997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-TI-2-23”. 
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MAGAZINE PUBLISHERS OF AMERICA WlTNESS CHRlSTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-14. For each fiscal year (or calendar year tffiscal year is unavailable) from 
1986 to present, please provide the 3digit cityEdigit volumes mailed at second class 
regular or periodical regular prebarwded S-digit letter size discount rates for each 
publication listed in response to interrogatory number I. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period lQQ4-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-TI-2-23”. 
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MAGAZINE PUBLISHERS OF AMERtCA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tt-16. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1988 to present, please provide the 3digit cityI5digit volumes mailed at second class 
regular or periodical regular prebarcoded flat size discount rates for each publication listed 
in response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-I 997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

“Responses to USPSIMPA-TI -2-23”. 
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MAGWNE PUBLISHERS OF AMERlCA WlTNESS CHRlSTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSlMPA-Tl-16. For each fisdal year (or calendar year if fiscal year is unavailable) from 
IQ86 to present, please provide the volume, total weight and advertising weight mailed at 
secondclass regular or periodical regular rates for zones i 812 for each publication listed 
in response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2,1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by. individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSRvlPA-TI-2-23”. 
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MAGAZlNE PUBLISHERS OF AMERICA WlTNESS CHRISTOPHER LllTLE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-TI-17. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volume, total weight and advertising weight mailed at 
second-class regular or periodical regular rates for zone 3 for each publication listed in 
response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2,1998, Meredith is providing 

mailing information for the period lQQ4-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPWMPA-TI-2-23”. 
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MAGAZINE PUBLISHERS OF AMERICA VVtTNESS CHRtSTOPHER LITTLE 
RESPONSES TO INTERROGATORtES OF USPS 

USPSIMPA-Tl-18. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1988 to present, please provide the volume, total weight and advertising weight mailed at 
second-class regular or periodical regular rates for zone 4 for each publication listed in 
response to interrogatory number I. 

Response: 

As indicated in the objections filed by MPA on February 2,1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSMPA-Tl-2-23”. 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-19. For each fiscal year (or calendar year iffiscal year is unavailable) from 
1966 to present, please provide the volume, total weight and advertising weight mailed at 
secondclass regular or periodical regular rates for zone 5 for each publication listed in 
response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-Tl-2-23”. 

20 
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~MAGAiINE PUBLISHERS OF AMERICA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-20. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volume, total weight and advertising weight mailed at 
secondclass regular or periodical regular rates for zone 6 for each publication listed in 
response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-TI -2-23”. 
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MAGAZINE PUBLISHERS OF AMERlCA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-TI-21. For each fiscal year (or calendar year iffiscal year is unavailable) from 
1986 to present, please provide the volume, total weight and advertising weight mailed at 
second-class regular or periodical regular rates for zone 7 for each publication listed in 
response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2,1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-Tl-2-23”. 
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MAGAZINE PUBLISHERS OF AMERICA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-22. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1988 to present, please provide tha volume, total weight and advertising weight mailed at 
secondclass regular or periodical regular rates for zone 8 for each publication listed in 
response to interrogatory number I. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

“Responses to USPS/MPA-Tl-2-23”. 

23 
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MAGAZINE PUBLISHERS OF AMERICA WlTNESS CHRISTOPHER LIlTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-23. For each kal year (or calendar year If fiscal year is unavailable) from 
1986 to present, please provide the average percentage of nonadvertising content mailed 
at second-class regular or periodical regular rates for each publication listed in response 
to interrogatory number 1. 

As indicated in the objections filed by MPA on February 2,1998, Meredith is providing 

mailing information for the period 1994-1997. That information is provided by individual 

title, and in summary form, in the compilation of documents attached hereto designated 

‘Responses to USPSlhJPA-Ti-2-23”. 
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Magazine Publishers of America Witness Christopher Little 
Responses to USPS/MPA-Tl-2-23 

[Consisting of 2 pages (i and ii) of summary information 
and 21 pages of individual title information.] 

[All volume figures are annual copies in thousands.] 
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Meredith Corporation 2nd Class Postage 
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Meredith Corporation Postage Statistics 
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Meredith Corporation Postage Statistics 
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Meredith Corporation Postage Statistics 
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Meredith Corporation Postage Statistics 
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Meredith Corporation Postage Statistics 
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Meredith Corporation Postage Statistics 
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Meredith Corporation Postage Statistics 
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Meredith Corporatidn Postage Statistics 
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MAGAZINE PUBLISHERS OF AMERICA WtTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-24. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1996 to present, please provide the volumes mailed on pallets at second-class regular or 
periodical regular rates for each publication listed in response to interrogatory number 1 
by the following pallet presort levels: 

(4 5digit pallets 

(b) 3digit pallets 

(c) SCF pallets 

(d) ADClSDC pallets 

(6 BMC pallets Mixed-BMC pallets. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main’file of two publications 

for calendar year 1997. That information (for Better Homes and Gardens [BHG] and 

Country America) is contained in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-Tl-24-28”. 
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MAGAZINE PUBLISHERS OF AMERtCA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tt-25. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1988 to present, for those volumes mailed on pallets at secondclass regular nr periodical 
regular rates for each publication listed in response to interrogatory number 1, please 
provide the average number of pieces per pallet by the following pallet presort levels: 

(a) 5digit pallets 

W 3digit pallets 

(c) SCF pallets 

(d) ADClSDC pallets 

(e) BMC pallets Mixed-8MC pallets. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main file of two 

publications for calendar year 1997. ,That information (for Better Homes and Gardens 

[BHG] and Country America) is contained in the compilation of documents attached 

hereto designated ‘Responses to USPSIMPA-TI-24-28”. 
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MAGAZiNE PUBLISHERS OF AMERiCA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORlES OF USPS 

USPSIMPA-Tl-26. For each fiscal year (or calendar year lffiscal year is unavailable) from 
1988 to present, for those volumes mailad on pallets at second-class regular or periodical 
regular rates for each publication listed in response to interrogatory number I, please 
provide the average pallet weight by the following pallet presort levels: 

(4 5digit pallets 

(b) 3digit pallets 

(c) SCF pallets 

(d) ADClSDC pallets 

(e) BMC pallets Mixed-BMC pallets. 

Response: 

As indicated in the objections filed by MPA on February 2, I998, Meredith is 

providing infonnation in response to this interrogatory for the main file of two publications 

for calendar year 1997. That information (for Better Homes and Gardens [BHG] and 

Country America) is contained in the compilation of documents attached hereto designated 

‘Responses to USPSIMPA-TI-24-28”. 
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MAGAZINE PUBLISHERS OF AhlERlCA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORtES OF USPS 

USPSIMPA-TI-27. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1988 to.present, please provide the volumes mailed in sacks at secondclass regular or 
periodical regular rates for each publication listed in response to interrogatory number I 
by the following sack presort levels: 

(4 Carrier route(s) sacks 

(b) Firm sacks 

(c) 5digit sacks 

(d) 3-digit unique city sacks 

(e) S-digit sacks 

(f) SCF sacks 

(g) ADClSDC sacks 

(h) Mixed sacks. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing infomIation in response to this interrogatory for the main file of two publications 

for calendar year 1997. That information (for Better Homes and Gardens [BHG] and 

Country America) is contained in the compilation of documents attached hereto designated 

‘Responses to USPWMPA-TI-24-28”. 
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MAGAZINE PUBLISHERS OF AMERlCA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-V-28. For each fiscal year (or calendar year if fiscal year is 
unavailable) from 1986 to present, for those volumes mailed in sacks at second- 
class regular or periodical regular rates for each publication listed in response to 
interrogatory number 1, please provide the average number of pieces per sack by 
the following sack presort levels: 

(a) Carrier route(s) sacks 

(b) Firm sacks 

(c) E-digit sacks 

(d) S-digit unique city sacks 

(e) S-digit sacks SCF sacks 

(g) ADCISDC sacks 

(h) Mixed sacks. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response.to this interrogatory for the main file of two 

publications for calendar year 1997. That information (for Better Homes and Gardens 

[BHG] and Country America) is contained in the compilation of documents attached 

hereto designated ‘Responses to USPSRvIPA-TI-24-28”. 
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Magazine Publishers of America Witness Christopher Little 
Responses to USPSIMPA-Tl-24-28 

[Consisting of 12 pages of information regarding Better Homes and Gardens 
and 6 pages of information regarding Country America.] 
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Copies on Pallets 
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I I CARRIER 
ROUTE 

USPSIMPA-Tl-24 Copies on Pallets 2903645 
USPSMPA-Tl-25 Avg. Pieces per pallet 753 
USPSIMPA-Tl-26 Avg. Pallet Weight 776.602 

Total Pallets 1214 
USPSIMPA-Tl-27 Copies in Sacks 2392 
USPShtPA-Tl-26 Avg. Pieces per Sack ,R 

Total Sacks 
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USPS&lPA-Tl-24 Copies on Pallets 
USPSIMPA-Tl-25 Avg. Pieces per pallet 
USPSIMPA-Tl-26 Avg. Pallet Weight 

Total Pallets 
USPSIMPA-Tl-27 Copies in Sad6 
USPSiMPA-Tl-20 Avg. Pieces per Sack 

Total Sacks 1 
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MAGAZtNE PUBLISHERS OF AMERICA VVtTNESS CHRtSTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tt-29. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed in trays at secondclass regular or 
periodical regular rates for each publication listed in response to interrogatory number I 
by the following tray presort levels: 

(a) Carrier route(s) trays 

(b) Firm trays 

(c) 5digit trays 

WI 3digit unique city trays 

(e) 3dig it trays SCF trays 

(g) ADClSDC trays 

(h) Mixed trays. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main file of two publications 

for calendar year 1997. No trays were used. 
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MAGAZINE PUBLISHERS OF~AMERICA WITNESS CHRISTOPHER LllTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-30. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1966 to present, for those volumes mailed. in trays at second,class regular or periodical 
regular rates for each publication listed in response to interrogatory number 1, please 
provide the average number of pieces per tray by the following tray presort levels: 

(4 Carrier route(s) trays 

6’) Firm trays 

03 6digit trays 

W s-digit unique city trays 

(e) adigit trays SCF trays 

(g) ADUSDC trays 

(h) Mixed trays. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main file of two publications 

for calendar year 1997. No trays were used. 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRlSTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-11-31. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, please provide the volumes mailed in bundles at secondclass regular or 
periodical regular rates for each publication listed in response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main file of two publications 

for calendar year 1997. This information with regard to “bundles” is being compiled and 

will be provided in a supplementary response to USPSIMPA-Tl31. 



MAGAZINE PUBLISHERS OF AMERlCA WlTNESS CHRlSTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-32. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1986 to present, for those volumes mailed in bundles at second-class regular or periodical 
regular rates for each publication listed in response to interrogatory number I, please 
provide the average number of pieces per bundle. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main file of two publications 

for calendar year 1997. This information with regard to ‘bundles’ is being compiled and 

will be provided in a supplementary response to USPSIMPA-TI-32. 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Ti-33. For each fiscal year (or calendar year tftiscal year is unavailable) from 
1986 to present, please provide the volumes mailed at secondclass regular or periodical 
regular rates that were plant loaded in USPS provided transportation for each publication 
listed in response to interrogatory number I. 

Response: 

As indicated in the objections filed by MPA on February 2, !998, Meredith intends 

to provide information in response to this interrogatory for calendar year 1997. The matter 

is being researched and a supplementary response to USPWvlPA-Tl-33 will be provided. 
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MAGAZINE PUBLISHERS OF AMERICA WlTNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-34. Please also provide all data furnished in response to interrogatories 
1 through 33 above in electronic format. 

Response: 

A disk will be provided to the Postal Service and filed as a Library Reference 

(MP/i-LR-4). 

35 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
SUPPLEMENTARY RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-31. For each fiscal year (or calendar year tffiscal year is unavailable) from 
1966 to present, please provide the volumes mailed in bundles at secondclass regular or 
periodical regular rates for each publication listed in response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main tile of two publications 

for calendar year 1997. This information with regard to ‘bundles’ is contained in the 

compilation of documents attached hereto designated “Responses to USPSIMPA-Tl-31- 

32”. 
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MAGAZINE PUBLISHERS OF AMERICA WlTNESS CHRISTOPHER LITTLE 
SUPPLEMENTARY RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Tl-32. For each fiscal year (or calendar year tf fiscal year is unavailable) from 
1996 to present, for those volumes mailed in bundles at secondclass regular or periodical 
regular rates for each publication listed in response to interrogatory number 1, please 
provide the average number of pieces per bundle. 

Response: 

As indicated in the objections filed by MPA on February 2, 1998, Meredith is 

providing information in response to this interrogatory for the main file of two publications 

for calendar year 1997. This information with regard to “bundles’ is contained in the 

compilation of documents attached hereto designated ‘Responses to USPSIMPA-Tl-31- 

32”. 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LllTLE 
SUPPLEMENTARY RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-Ti-33. For each fiscal year (or calendar year if fiscal year is unavailable) from 
1966 to present, please provide the volumes mailed at second-class regular or periodical 
regular rates that were plant loaded in USPS provided transportation for each publication 
listed in response to interrogatory number 1. 

Response: 

As indicated in the objections filed by MPA on February 2, 1996, Meredith is 

providing information in response to this interrogatory for calendar year 1997. The 

attached table, designated ‘Response to USPSIMPA-Tl33”, sets forth 1997 volumes for 

Meredith publications plant loaded in USPS provided transportation. 
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CHAIRMAN GLEIMAN: Does any participant have 

additional written cross-examination for the witness? Ms. 

Duchek? 

MS. DUCHEK: Yes, Mr. Chairman, the Postal Service 

would like to additional designate Mr. Little's answers to 

USPS/MPA-T-1-35 and 36. I have two copies of each, which I 

will hand to the witness. 

CHAIRMAN GLEIMAN: Please approach the witness 

then. 

Mr. Little, you have had an opportunity to examine 

the additional designated written cross-examination? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: And if the questions were asked 

of you today, would your answers be the same as those you 

previously provided in writing? 

THE WITNESS: Yes, they would be. 

CHAIRMAN GLEIMAN: That being the case, if you 

would please provide the copies to the reporter, Ms. Duchek. 

I will direct that the additional designated 

written cross-examination of this witness be accepted into 

evidence and transcribed into the record at this point. 

[Additional Designation of Written 

Cross-Examination of Christopher M. 

Little, MPA-T-1, was received into 

evidence and transcribed into the 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-35. In response to USPSIMPA-TI-24-28, Meredith Corporation provided 
information for the main file of two publications for calendar year 1997. 

a. Please describe generally how Meredith Corporation’s mailings are prepared and 
how that preparation has changed for each of the last ten years. 

b. Please indicate, by year, the changes in make-up such as changes in average 
bundle size, changes in containerization, and the average number of bundles and 
pieces per container. 

c. Please indicate in percentage terms, what savings, if any, Meredith Corporation has 
experienced in its mail preparation costs (excluding postage) due to changes in the 
make-up of its mailings. 

d. Even if a percentage cannot be calculated for such savings, as requested in 
subpart (c) above, please indicate whether or not Meredith Corporation has 
experienced savings. 

Response: 

(a) Such detailed information as we possess, which pertained to calendar years 1994- 

1997, was provided in response to interrogatories USPSIMPA-Tl-1-33. Generally, the 

Meredith Corporation Publishing Group has, over the years, prepared its mailings to 

conform to the requirements published by the Postal Service in the Domestic Mail Manual. 

As those requirements have changed, Meredith’s mailing practices have changed. I am 

confident this practice will continue. 

(b) Such detailed information as we possess, which pertained to calendar year >997, was 

provided in response to USPSIMPA-Tl-24-28. With regard to the matter of “make-up” 

generally, it may be helpful to point out that in recent years Meredith began using the co- 

mailing services of Quad Graphics. Quad Graphics’ co-mailing operation dramatically 

increases the number of pallets, increases the average weight per pallet, decreases the 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

number of sacks, and improves the level of sortation as compared to what the individual 

titles would experience if mailed separately. I also expect that co-mailing increases the 

average bundle size. 

(c)-(d) I do not know of any non-postal savings that Meredith has experienced as a result 

of changes in its mail preparation over the last four years. I am aware of several things 

that have increased our costs: 

-We started using automated polywrap in order to make our poly- 

wrapped copies automation compatible. Automatable poly costs 

approximately 50% more than non-automatable poly. Prior to making our 

polywrapped copies automation compatible, we had to redesign most of our 

renewal and billing envelopes. We use our renewal and billing envelopes 

as the address carrier. A redesign was required because we had to increase 

the size of the window to allow for a barcode. This required us to redesign 

the outer envelope in some cases and to redesign the order form in most 

cases. A great deal of time and effort was required by our production and 

creative staffs to make this happen. 

-We started having our subscription file go through two separate 

postal sortation software files to increase the amount of non-carrier route 

mail with barcodes. 

-We increased the number of copies we drop ship to sectional center 

facilities which increased freight costs. 
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MAGAZINE PUBLISHERS OF AMERICA WITNESS CHRISTOPHER LITTLE 
RESPONSES TO INTERROGATORIES OF USPS 

USPSIMPA-TI-36. In response to USPSIMPA-TI-24-28,Meredith Corporation provided 

pallet and sack information for the main file of two publications for calendar year 1997. If 

possible, please provide a similar table of pallet and sack information only for mail that was 

dropshipped to destination. 

Response: 

This information is not available. 
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CHAIRMAN GLEIMAN: No participant requested oral 

cross-examination of Witness Little. Does anyone wish to 

cross-examine today? 

[No response. 1 

CHAIRMAN GLEIMAN: There doesn't appear to be 

anyone who wants to ask you any questions. 

Let me just add at this point that it is obvious 

that some witnesses, yourself, Mr. Little, and Mr. Otuteye, 

obviously did quite a good job in responding to the written 

cross-examination and answered all the questions that other 

parties might have had. 

But if there is no cross-examination -- 

COMMISSIONER LeBLANC: I have one question. 

CHAIRMAN GLEIMAN: One question from the bench. 

Perhaps one question from the bench. 

COMMISSIONER LeBLANC: Maybe two, stretch it to 

two. 

Mr. Little, you talk in your testimony, page 1, 

where you say the steadfast position taken by the Postal 

Service in previous proceedings that there is no problem, 

and that is concerning mail processing costs for 

periodicals. Then in the~very back of the testimony, you 

talk about, "1 respectfully urge the Commission to approve 

only moderate rate increases for periodicals." And there 

was a number of questions asked -- not a number, but a few 
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questions asked by the Postal Service concerning this. But 

my question would be moderate to you? 

THE WITNESS: Well, I think what the Postal 

Service has proposed is moderate, given the time since the 

last increase. And I think, given the effort that we have 

made to make our mail more efficient, I think that it is 

appropriate. And the Postal Service has asked for it. Our 

concern is simply that, although they have asked for a 

moderate increase, their costing system seems to be showing 

what we would say are illogical results, and our concern 

would be that an increase might be based on illogical cost 

information rather than on what would seem to us to be 

appropriate here. 

COMMISSIONER LeBLANC: Well, my question is then, 

given that last statement, then is what they are proposing 

moderate still, in your opinion? 

THE WITNESS: What they are proposing as a rate 

increase for periodicals, I would consider moderate. 

COMMISSIONER LeBLANC: Even though you say here 

its steadfast position that there, in effect, is no problem, 

coming from them? 

THE WITNESS: Well, their position is that they 

believe that we should not receive a significantly higher 

rate increase than the other classes, and I agree with that. 

But in order to get to that, to support that conclusion, 
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1 they have to give us a relatively low coverage. And so, 

2 although I appreciate their sentiments about where they 

3 think we ought to come out, we are very troubled about how 

4 they have to get there, and don't think it is necessary to 

5 get there. And my concern would be that someone would look 

6 not at their conclusion, but at some of the ways in which 

7 they got there, and disagree with the way they got there. 

8 COMMISSIONER LeBLANC: Thank you very much. 

9 Thank you, Mr. Chairman. 

10 CHAIRMAN GLEIMAN: Any other questions from the 

11 bench? 

12 [No response.] 

13 CHAIRMAN GLEIMAN: Follow-up as a consequence of 

14 questions from the bench? 

15 [No response.] 

16 CHAIRMAN GLEIMAN: If not, that brings us to 

17 redirect. Mr. Cregan, would you like some time with your 

18 witness? 

19 MR. CREGAN: No redirect, Mr. Chairman. 

20 CHAIRMAN GLEIMAN: That being the case, I want to 

21 thank you, Mr. Little. We appreciate your appearance here 

22 today and your contributions to our record. And if there is 

23 nothing further, you are excused. 

24 THE WITNESS: Thank you, Mr. Chairman. 

25 [Witness excused.] 
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CHAIRMAN GLEIMAN: I like to think it is because 

the witnesses did a good job, but looking out the window and 

seeing all the bright sun and knowing that it is going to be 

60 degrees, I wonder if all the members of the Bar weren't 

prescient about the weather today and don't want to get out 

onto the golf course or something this afternoon. 

Our next witness is from the National Newspaper 

Association of America. Excuse me. 

Mr. Baker, if you could identify your witness. 

MR. BAKER: The Newspaper Association of America 

calls Michael Donlan. 

Whereupon, 

MICHAEL DONLAN, 

a witness, was called for examination by counsel for the 

Newspaper Association of America and, having been first duly 

sworn, was examined and testified as follows: 

CHAIRMAN GLEIMAN: Please be seated. 

DIRECT EXAMINATION 

BY MR. BAKER: 

Q Mr. Donlan, I am handing you two copies of a 

document entitled, "The Direct Testimony of Michael Donlan 

on Behalf of the Newspaper Association of America," and 

marked as NM-T-2. And was that document prepared by you or 

under your supervision? 

A Yes, it was. 
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Q And do you have any changes to make to that~ 

document? 

A There is one typographical change. There is one 

typographical change I would like to make at this time. On 

Table 4 on page 6, from the title of that table, I would 

like to cross off the words "and delivery", and that's the 

only change I have. 

Q And with that change -- and would you mark those 

changes on those two copies? 

A Yes, I will. 

Q And with that change, if you were to testify here 

today, would that be your testimony? 

A Yes, it would. 

MR. BAKER: Mr. Chairman, I move the admission of 

this testimony into the record as evidence. 

CHAIRMAN GLEIMAN: Are there any objections? 

[No response. 1 

CHAIRMAN GLEIMAN: Hearing none, Mr. Donlan's 

testimony and exhibits are received into evidence, and I 

directthat they be transcribed into the record at this 

point. 

[Direct Testimony and Exhibits of 

Michael Donlan, NAA-T-2, was 

received into evidence and 

transcribed into the record.] 
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1 AUTOBIOGRAPHICAL SKETCH 

2 My name Is Michael Donlan, and I am a Senior Associate with Industrial 

3 Economics, Inc. of Cambridge, Massachusetts. I have been employed by Industrial 

4 Economics for approximately five years. I am a regulatory economist, with expertise in 

5 utility restructuring and rate setting. I have worked on rate setting issues in the electric 

6 utility industry, and have assisted in the analysis of the restructuring of Pennsylvania 

7 Power and Light and West Penn Power. This is my first appearance before the Postal 

8 Rate Commission. I received a Bachelor of Arts from Dartmouth College in 1989, and a 

9 Masters in Business Administration from Stanford University in 1995. 

10 SUMMARY OF TESTIMONY 

11 On behalf of the Newspaper Association of America, I was asked to review the 

‘2 analysis included as Exhibit A in USPS-ST-44. “Standard Mail (A) Mail Processing ECR 

13 Costs.” The Postal Service originally tiled this analysis as Library Reference H-109. 

14 This testimony presents the results of my review. 

15 In Exhibit USPS44A. Postal Service Witness McGrane provides estimates of the 

16 mail processing costs for Standard A Commercial Enhanced Carrier Route (ECR) 

17 “walk-sequenced” and “non walk-sequenced” mail. On the basis of these cost 

18 estimates, Postal Service Witness Daniel (USPS-T-29) calculates the unit mail 

19 processing costs for ECR mail. Relying upon the unit costs computed by Witness 

20 Daniel, Postal Service Witness Moeller (USPS-T-36) proposes increases in the presort 

21 discounts for ECR high density and saturation letters and non-letters. Based upon my 

22 review of these data and analyses, I conclude that the proposed increases in the 

23 presort discounts are not justified and I recommend that the Commission maintain the 

24 current discounts for these categories of mail. 
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1 

2 

10 . Section Ill analyzes the effect of the recent reclassification changes on the 

11 unit cost differences between walk-sequenced and non walk-sequenced 

12 commercial ECR non-letters. Analysis of data provided by the Postal Service 

13 indicates that the cost difference between walk-sequenced and non walk- 

I4 sequenced non-letters has declined by approximately 0.7 cents per piece 

15 since reclassification. 

16 . Section IV identifies a methodological problem underlying the proposed 

17 discounts for letter mail: Delivery point-sequenced (DPS) mail processing 

18 costs have been incorporated into the Postal Service analysis, yet the 

19 savings in in-office carrier costs associated with DPS mail have nat been 

20 estimated or recognized in the Postal Service’s cost analyses. Therefore, the 

22 Postal Service cost estimates overstate the actual cost difference between 

22 basic and high-density/saturation letter mail. 

The remainder of my testimony iS divided into four sections: 

. Section I presents the proposed discounts for the commercial ECR subclass. 

. Section II summarizes the methodology used by Postal Service Witness 

McGrane to separately calculate mail processing, costs for the presort tiers 

within ECR mail. As indicated in this summary, the Postal Service has never 

before attempted to separately estimate these costs, nor has Witness 

McGrane provided any statistical or other measures of uncertainty in his 

analysis. As a result, the Postal Service has not demonstrated that these 

cost estimates are reliable. 
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I. PROPOSED COMMERCIAL ECR RATE INCREASES 

As shown in Table 1, the Postal Service’s proposed rates for the commercial 

ECR subclass result in larger percentage increases for basic letters and non-letters 

than for high-density and saturation letters and non-letters. 

Table 1 

COMPARISON OF PROPOSED AND EXISTING COMMERCIAL 
ENHANCED CARRIER ROUTE RATES’ 

Proposed Rate Existing Rate Percentage 
(9 ($1 Change 

Letters 
Basic 
High-Density 
Saturation 

0.164 0.150 
0.143 0.142 
0.134 0.133 

Non-letters 
Basic 
High Density 
Saturation 

0.164 
0.153 0.147 +4.08% 
0.141 0.137 +2.92% 

’ Sources: Proposed rates (Docket No. R97-1, USPS-T-36); Existing rates 
(United States Postal Service, DomesticMail June 8, 
iW7l Rates q ravided in the table do not reflect drooshiooino discounts ,--.,. .._.__ r ._ --- ~.~ ~~~~ 
and are for pieces below the breakpoint 

- 
I 

As shown above, the rate increase is greatest for ECR basic letters. The proposed 

percentage rate increase for ECR basic letters is more than 12 times the proposed rate 

increase at the highdensity and saturation tiers. Within the non-letter rate structure, 

the proposed percentage rate increase is also higher at the basic tier, although the 

disparity among tiers is smaller. 

3 
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1 These differences in rate increases result from the proposed increases in the 

2 presort discounts for high density and saturation mailers shown in Table 2 below. 

Table 2 

COMPARISON OF EXISTING AND PROPOSED DISCOUNTS FOR 
HIGH-DENSITY AND SATURATION COMMERCIAL ECR MAIL 

Proposed Existing 

Letters 
High-Density 
Saturation 

Cumulative Cumulative 
Discount from Discount from 

Basic Basic 
(cents) (cents) 

2.1 0.6 
3.0 1.7 

Percentage 
Change 

+162.5% 
+76.5% 

Non-letters 
High Density 
Saturation 

1.1 0.6 +37.5% 
2.3 1.8 +27.8X 

3 The greatest percentage increase in the discounts is for commercial ECR high-density 

4 letters (162.5 percent) and saturation letters (76.5 percent). Increases in the discounts 

5 for commercial ECR highdensity and saturation non-letters are 37.5 percent and 27.8 

6 percent, respectively. 

7 Postal Service Witness Moeller based these discounts upon differences in the 

8 mail processing and delivery costs provided by Postal Service Witness Daniel (Exhibit 

9 USPS-29C). Table 3 compares the proposed discounts with the estimated cost savings 

10 for the commercial ECR presort tiers. 

11 As can be seen from the table, Postal Service Witness Moeller passes through 

12 virtually all of the presort cost savings for ECR letter mail. The passthroughs for 

13 commercial ECR non-letters are 39.8 percent at the high density tier and 52.0 percent 

14 at the saturation tier. 

4 
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1 The above cost saving estimates are based upon differences in the mail 

2 processing and delivery costs at the different tiers. Prior to this proceeding, mail 

3 processing costs were assumed to be the same for the basic, high-density and 

4 saturation presort tiers; that is. the mail processing differential was assumed to be zero 

5 between all three tiers. (See the testimony of Postal Service Witness Moeller, USPS-T- 

6 36, page 29 and Witness Takis, Docket No. MC951, USPS-T-12.) Thus, historically 

7 the high density and saturation discounts have been based upon estimated differences 

8 in delivery costs only. In this proceeding, the Postal Service has estimated differences 

9 in the mail processing costs between the different tiers. 

10 As shown in Table 4 below, the Postal Service estimates that mail processing 

11 unit costs for the basic presort tier are more than four times the mail processing unit 

12 costs for the high-density and saturation presort tiers. 

Table 3 

COMPARISON OF PROPOSED DISCOUNTS AND ESTIMATED COST SAVINGS 
FOR HIGH-DENSITY AND SATURATION COMMERCIAL ECR MAIL 

Proposed 
Cumulative 

Discount From Estimated 
Basic Tier Cost Savings Percentage 

(cents) (cents) Passthrough 
Letters 

High-Density 2.1 2.1996 95.5% 
Saturation 3.0 3.1066 96.6% 

Non-letters 
High Density 
Saturation 

1.1 2.7616 39.8% 
2.3 4.4226 52.0% 

5 

,:I . ..rn.~, ,,~ 
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Table 4 

COMPARISON OF ESTIMATED MAIL PROCESSING Am 
UNIT COSTS FOR THE COMMERCIAL ENHANCED CARRIER ROUTE 

SUBCLASS IN R97-1 AND MC951 
Mail Processing Costs 

(cents) 
R97-1 MC951 

Letters 
Basic 2.0693 1.2050 
High-Density 0.4777 1.2050 
Saturation 0.4777 1.2050 

Non-letters 
Basic 
High Density 
Saturation 

2.7552 1.4153 
0.6856 1.4153 
0.6856 1.4153 

1 Thus, for the first time, the Postal Service has separately estimated the mail processing 

2 costs for the presort tiers within ECR mail. These unit costs are derived by dividing the 

3 total mail processing costs calculated in USPS44A by the mail volumes from Library 

4 Reference H-145. 

5 II. SUMMARY OF POSTAL SERVICE COST ESTIMATION METHODOLOGY 

6 In Exhibit USPS44A, Postal Service Witness McGrane separates mail 

7 processing costs for Standard ECR mail into costs for “walk-sequenced” mail, which 

8 include the high density/saturation presort tiers, and costs for “non walk-sequenced” 

9 mail, which include the basic presort tier. He makes this separation on the basis of the 

10 endorsements recorded on the In-Office Costing System (IOCS) direct tallies for ECR 

11 mail. Witness McGrane computes total mail processing costs for the different tiers of 

12 ECR mail as follows: 

Sources: Docket No. R97-1. USPS-29C, page 2, revised 10/l/97; 
Docket No. MC95-1. USPS-12C. page 2. revised 6/7/95. 
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Witness McGrane first groups the ECR mail processing IOCS direct tallies 

according to mail processing cost pool. subclass/shape (i.e., Commercial and 

Non-Profit ECR letters and non-letters) and walk-sequence status. For example, 
in Table 1 of Exhibit USPS44A, the mail processing costs associated with the 

direct tallies for Standard (A) Regular ECR letters total $4,854,000 for non walk- 

sequenced letter mail and $127,000 for walk-sequenced letter mail for barcode 

sorters. (See Exhibit USPS44A, Table 1, page I, line 1.) 

8 

9 

IO 

11 

12 

13 

14 

Witness McGrane then.computes the percent of the direct costs associated with 

non walk-sequenced versus walk-sequenced mail. For example, the direct 

tallies for non walk-sequenced letter mail for barcode sorters represent 97.5 

percent ($4,854.000 divided by the sum of $4.854,000 and $127,000) of the total 

letter direct tallies for this MODS pool. The remaining 2.5 percent ($127,000 

divided by the sum of $4,854.000 and $127,000) of the direct tallies in this cost 

pool are associated with walk-sequenced mail. 

15 

16 

17 

18 

I. 

2. 

3. 

4. 

In the next step of his analysis, Witness McGrane uses the percentages of direct 

tallies (97.5 percent and 2.5 percent in the example provided above) to allocate 

total volume variable mail processing costs for each cost pool to walk-sequenced 

and non walk-sequenced mail. 

19 

20 

21 

The variable mail processing costs are then summed across the mail processing 

cost pools to arrive at the total mail processing costs for walk-sequenced and 

non walk-sequenced ECR letters and non-letter mail. 

22 Witness Daniel then relies on these total mail processing cost estimates to derive the 

23 unit mail processing costs for ECR basic and saturation/high density mail. 
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1 It is important to note that neither Postal Service Witness McGrane nor Witness 

2 Daniel provides any statistical or other measure of uncertainty that indicates the 

3 appropriate level of confidence to place on the results of the cost analyses.’ ln 

4 addition, the Postal Service has never before developed mail processing cost estimates 

5 by distributing IOCS tallies’ to MODS cost POOIS for ECR walk-sequenced and non 

6 walk-sequenced mail.’ Thus, no comfort can be taken based upon consistent patterns 

7 from historical data, since no such data exist. Overall, the Postal Service has failed to 

8 provide any supporting evidence that the cost estimates produced in Witness 

9 McGrane’s and Witness Daniel’s analyses are reliable. 

10 

11 

12 

13 

Ill. RECLASSIFICATION IMPACTS 

Witness McGrane relies upon Base Year 1996 data for his analysis. Yet, as the 

Commission is well aware, reclassification changes went into effect on July 1, 1996. As 

a result of reclassification, preparation and entry requirements for ECR letters and flats 

’ Witness McGrane states that he has “no opinion as to the standard errors of 
the unit cost estimateIs)” derived in Exhibit USPS44B. (Response to Interrogatory 
NAA/USPS-ST44-19.) As the same data are relied upon to derive the unit cost 
estimates computed based upon data in Exhibit USPS-44A, the same problem exists 
for these unit cost estimates. 

2 Witness McGrane’s analysis relies solely on IOCS data. Since ECR mail 
bypasses many mail processing steps, there are a limited number of mail proces,sing 
direct tallies for this mail. 

3 When questioned regarding the adequacy of the data in Exhibit 44A, Witness 
McGrane stated that he is not troubled by a “thinness of tallies problem because similar 
analysis over past years has produced fairly similar results.” (Tr. Volume 15, p. 7770, 
lines 8-23.) This statement appears unfounded, for no such similar analysis has been 
oerformed orior to this oroceedino. 

8 
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1 were changed. According to Postal Service Witness McGrane, the major changes 

2 included: changes in the required endorsements; letter shaped mail was required to be 

3 presented in trays; pallet makeup was,made optional at 250 pounds; and ECR basic 

4 mail was required to be presented in line of travel order (Response to Interrogatory 

5 NAA/USPS-ST44-3). As described below, available data indicate that reclassification 

6 has affected ECR mail processing costs. 

7 The Base Year 1996 data used in Witness McGrane’s analysis consists primarily 

8 of information collected prior to the implementation of the reclassification changes. 

9 Postal Service Witness McGrane confirms that data for 10.5 Accounting Periods (APs) 

10 were collected prior to reclassification, while data for the remaining 2.5 APs were 

11 collected after reclassification. (Response to Interrogatory NAAJJSPS-ST44-2.) As 

12 presented in Cross-Examination Exhibit NAA-XE-1 (Tr. Volume 15. page 7765) and as 

13 replicated here in Table 5 below, there is a substantial difference in the cost data 

14 between the pre-reclassification and post-reclassification periods. 

15 As shown in Table 5, the cost difference between walk-sequenced and non walk- 

16 sequenced non-letters has declined by approximately 0.7 cents per piece since 

17 reclassification. (Tr. Volume 15. page 7763, lines 2-7.) However, instead of 

18 recognizing the cost changes resulting from reclassification. the Postal Service relies 

19 upon the data from the entire period, which gives the greatest weight to pre- 

20 reclassification data. (Tr. Volume 15, page 7763, lines g-11.) Further, Witness 

21 McGrane admits that postal workers could get more efficient as they gain experience 

22 with the new requirements. (Tr. Volume 15, page 7763, lines 22-5 and page 7764, 

23 lines l-3,) This additional experience could lead to further declines in the unit, cost 

24 difference. 

9 
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Table 5 

COST DIFFERENCES BETWEEN WALK SEQUENCED AND NON-WALK SEQUENCED 
STANDARD A COMMERCIAL ECR NON-LETTER MAIL 

Unit Cost 
Total Cost Volumes (cents/PC) 

Pre-Reclass ification (before Julv 1. 1996) 

Non Walk-Sequenced Non-Letters 
Walk-Sequenced Non-Letters 

Unit Cost Difference 

163,178 6.685.291 
18,895 6329,506 

Post-Reclass ificw Julv 1. 1996) 

Non Walk-Sequenced Non-Letters 
Walk Sequenced Non-Letters 

29.915 1.777.605 
3,706 1.699.084 

Unit Cost Difference 1.465 

1 Therefore, the data used by Witness McGrane to estimate mail processing costs 

2 by walk-sequence status are not representative of current operating conditions. 

3 Furthermore, since Witnesses Daniel and Moeller rely on these data, their estimates of 

4 mail processing unit costs and the proposed discounts do not properly account for the 

5 impact of new ECR preparation and entry requirements. 

6 IV. INCONSISTENT TREATMENT OF DPS COSTS AND BENEFITS 

7 Data issues are not the only significant problem with Postal Service‘s derivation 

8 of proposed discounts. As described below, the Postal Sen/ice methodology accounts 

9 for increases in mail processing costs related to delivery point sequencing (DPS) but 

IO fails to account for DPS-related delivery cost savings. As a result, ECR basic letter 

11 mailers are charged for additional DPS costs but do not receive credit for DPS cost 

12 savings. 

IO 

,..,r- i7~ 
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5 “Our delivery units have worked closely with the p/ants to increase 
6 the amount of DPS mail. They have worked together to identim 
7 and capture bundles of non-barcoded Enhanced Carrier Route 
8 (ECR) Basic letters in order to barcode them at the plant. By doing 
9 so, they have been able to incorporate these pieces into the 

10 carriers’ DPS mail, thus eliminating the need for manual casing. As 
11 barcoding non-barcoded ECR basic letters has become a common 
12 practice and as the number of LIPS zones has increased, the value 
13 of ECR Basic letters has diminished.” 

14 Thus, the Postal Service has purposefully identified.~and captured ECR basic 

15 letters in order to barcode them and incorporate them into carriers’ DPS mail. This 

16 processing results in additional mail processing costs for ECR basic letters, an 

17 observation confirmed by Postal Service W~itness McGrane in response to Interrogatory 

18 NAAAJSPS-ST44-IO(b). (See also Tr. Volume 15, page 7771, lines 16-25 and page 

19 7772, lines l-3.) The Postal Service willingly incurs this additional cost to achieve 

20 subsequent in-office carrier cost savings, as the need for manual casing of this mail is 

21 eliminated. (Tr. Volume 15, page 7772, lines 4-6.) 

22 Yet, while Witness McGrane recognizes the additional mail processing costs 

23 incurred for ECR basic letters, neither he nor any other Postal Service witness adjusts 

24 the delivery costs to account for the associated savings in carder in-office costs. Postal 

25 Service Witness Hume addresses carrier in-office costs savings due to the 01% 

26 program, but assumes the percentage of DPS mail is zero for all ECR letters and non- 

27 letters in his analysis (USPS-18B. page 6). Postal Service Witness McGrane 

28 recognizes this omission in his response.to Interrogatories NAAAJSPS-ST4ClO(c) and 

29 (e), stating that “I am not aware of any Postal Service witness whose testimony 

Postal Service efforts to increase the amount of DPS mail have resulted in an 

increase in ECR basic mail processing costs relative to the high density and saturation 

tiers, as noted by Postal Service Witness Moden in his direct testimony (USPS-T-4, 

page 8, lines 15-21): 

11 
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1 addresses city carrier in-office cost savings due to delivery point sequencing of ECR 

2 basic mail.” (See, also, Tr. Volume 15, page 7772, lines 16-21.) 

3 By ignoring offsetting delivery cost savings for DPS letters, the Postal Service 

4 cost estimates overstate the actual cost difference between basic and high- 

5 density/saturation letter mail. As a result, the discounts proposed by Postal Service 

6 Witness Moeller are based on incorrect cost information to the detriment of ECR basic 

7 letter mailers. 

8 CONCLUSION 

9 In this proceeding, the Postal Service has for the first time calculated mail 

10 processing costs for the presort tiers within ECR mail. Historically, the Postal Service 

11 assumed no difference in mail processing costs among the ECR presort tiers. The new 

12 analyses result in processing unit costs for the commercial ECR basic presort tier that 

13 are more than four times the unit costs for the high-density and saturation presort tiers. 

14 As a result, the Postal Service has proposed increases in the discounts for high-density 

15 and saturation mail. 

16 Based upon my review of the supporting data and analyses. I conclude that the 

17 proposed increases in the discounts are not justified. The Postal Service has not 

18 demonstrated that its analysis reliably measures cost differences among ECR presort 

19 tiers. In addition, the available data do not represent current operating conditions. 

20 Finally, the analytical approach used by the Postal Service accounts for DPS-related 

21 mail processing costs but ignores offsetting delivery cost savings. For all of these 

22 reasons, I recommend that the Commission maintain the current discounts. 

12 

-..- ,.n-~~ 
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CHAIRMAN GLEIMAN: Mr. Donlan, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

MR. BAKER: Mr. Chairman, he examined the 

documents that were on the Postal Service counsel's table, 

Are those the set that you are referring to? 

CHAIRMAN GLEIMAN: I believe that they have the 

same set that I have. We can go through a list of the 

designations, if you would like, but I believe we have the 

same package. 

MR. BAKER: Very well. 

CHAIRMAN GLEIMAN: If these questions were asked 

of you today, would your answers be the same as those you 

previously provided in writing? 

THE WITNESS: Yes, they would. 

CHAIRMAN GLEIMAN: That being the case, I am going 

to provide two copies of the designated written 

cross-examination of the witness to the reporter and direct 

that it be accepted into evidence and transcribed into the 

record at this point. 

[Designation of Written 

Cross-Examination of Michael 

Donlan, NAA-T-2, was received into 

evidence and transcribed into the 

record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 

,,-- ~-,~~ ,,.,, I”“’ 
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NEWSPAPER ASSOCIATION OF AMERICA 
WITNESS MICHAEL DONLAN 

ANSWER TO INTERROGATORY OF 
ADVO, INC. (ADVOINAA-T2-1) 

ADVOINAA-T2-1. Please refer to your Table 5, comparing pre-reclassification and 
post-reclassification unit costs for ECR non-letters. Please confirm that the 0.7 cent 
reduction in the unit cost difference you calarlate is due pn’matily to the post- 
reclassification reduction in the unit costs of ECR non-walk sequenced non-letters. 

Confirmed. for the particular data sample used to develop Table 5. 

-l- 
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a. 

b. 

C. 

NEWSPAPER ASSOCIATION OF AMERICA 
WITNESS MICHAEL DONIAN, 

RESPONSE TO INTERROGATORIES OF 
UNITED STATES POSTAL SERVICE (USPSINAA-T2-I-6) 

USPSINAA-T2-1. Please refer to Table 5 on page 10 of your testimony. 

Please confirm that Table 5 is intended to report pm- and post-reclassification mej/ 
processing cost differences between walk sequenced and non-walk sequenced 
Standard A commercial ECR nonletter mail. If not confirmed, please explain. 

Please confirm that mail processing cost difference between walk-sequence and 
non-walk sequenced Standard A commercial ECR nonletter mail that is reported 
on page 1 of Exhibit USPS-29D is 2.0193 cents (2.2630 cents - 0.2637 cent). If 
not confirmed, please explain and give corrected figures. 

Confirm that you report a “post-reclassification” unit mail processing cost difference 
between non-walk sequenced nonletters and walk sequenced nonletters of 1.465 
cents. If not confirmed, please explain and give the correct figure. 

(0 

(ii) 

(iii) 

(iv) 

04 

(vi) 

Confirm that the 1.465 cent figure measures the unit cost only between July 
1, 1996 through the end of Fy 96. If not confirmed, please explain. 

What is the total number of days over which the 1.465 cent figure is 
measured? 

Confirm that the 1.465 cent figure in subpart (c) is 0.5543 cent less than the 
figure to which you are referred in subpart (b). If not confirmed, please give 
the correct figure. 

Do you believe that the implementation of classification reform contributed, 
at least in part, to the 0.5543 cent differential between the figures reported 
in subparts (b) and (c)(iii)? Please explain your response. 

If your answer to subpart (c)(ii) is affirmative, which of ,the new 
requirements of dassiffcation reform, as you discuss at page 9 of your 
testimony, do you believe contribute to a reduction in the mail processing 
cost difference between non-walk-sequenced and walk-sequenced ECR 
mail? Please discuss letter and nonletter shaped mail separately. 

Are there any other factors of which you are aware or that you believe 
would explain or contribute to the 0.5543 cent differential to which you are 

-l- 



. * . 14686 

NEWSPAPER ASSOCIATION OF AMERICA 
WITNESS MICHAEL DONLAN 

RESPONSE TO INTERROGATORIES OF 
UNITED STATES POSTAL SERVICE (USPS/N&T2-l-6) 

referred in subpart (c)(iii)? If so, please identify all such factors and explain 
how they would contribute to the 0.5543 cent cost differential. 

ResDonse: 

(a) Confirmed. 

(b) Confirmed. 

(c) Confirmed. As noted in my testimony, this figure was reproduced from 

Cross-Examination Exhibit NAA-XE-1 (Tr. Volume 15, page 7765). 

Postal Service Witness McGrane verifies the accuracy of the unit cost 

difference at Tr. Volume 15. pp. 7762-3. 

(0 

(ii) 

(iii) 

(iv) 

04 

Confirmed. 

According to Postal Service Wwess McGrane, the post- 
reclassification period contained approximately 2 112 accounting 
periods or approximately 70 days. 

Confirmed. 

My testimony does not attempt to explain the causes of the unit 
cost differences between the pm-reclassification and post- 
reclassitication periods. Based upon the limited data avail,able, 
there exists a difference in the unit costs between the two periods. 
This cost difference suggests that reclassification may have 
affected mail processing costs. 

I have not analyzed the underlying causes of the reduction in the 
mail processing unit costs. 

-2- 
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NEWSPAPER ASSOCIATION OF AMERICA 
WITNESS MICHAEL DONLAN. 

RESPONSE TO INTERROGATORIES OF 
UNITED STATES POSTAL SERVICE (USPSINAA-T2-l-6) 

(vi) I have not analyzed the underlying causes of the reduction in the 
mail processing unit costs. 

-3- 
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NEWSPAPER ASSOCIATION OF AMERICA 
WITNESS MICHAEL DONLAN 

RESPONSE TO INTERROGATORIES OF 
UNITED STATES POSTAL SERVICE (USPSINAA-T2-l-6) 

USPS/NA&T2-2. Please refer to the post-reclassification unit mail processing 
cost difference between non-walk sequenced nonletters and walk sequenced nonletters 
of 1.465 cents that is reported in Table 5 of your testimony. 

a. Prior to the filing of your testimony on December 30, 1997, did you consider that 
there may be seasonal mailing patterns that affect the mail processing unit cost of 
ECR mail? 

b. If your. answer to subpart (a) is affirmative, please provide citations to any 
information that you considered in this regard. 

C. If your answer to subpart (a) is affirmative, what conclusions did you draw from the 
information that you considered? 

ResDonse: 

(a) As indicated in my response to Interrogatory USPSINAA-T-2-lc(iv), I did 

not attempt to explain the causes of the unit cost differences reported in 

Table 5 of my testimony. 

(b) Not applicable. 

(c) Not applicable. 

-4- 

, 
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NEWSPAPER ASSOCIATION OF AMERICA 
WITNESS MICHAEL DONLAN. 

RESPONSE TO INTERROGATORIES OF 
UNITED STATES PCSTAL SERVICE (USPSINAA-T2-l-6) 

USPSINAA-T2-3. Please refer to page 6 footnote 3 of your testimony. In 
commenting upon witness McGrane’s statement regarding the thinness of tallies, you 
state, “[witness McGrane’s] statement appears unfounded, for no such similar analysis 
has been performed prior to this proceeding.’ 

a. In drawing the wnclusion that you make in footnote 3. did you consider any other 
information other than Transcript volume 15 p. 77707 If so, what did you 
consider? Please provide citations to all information that you considered. 

b. Is your statement intended to convey that no similar analyses have been 
performed by any person prior to this proceeding, or does your statement simply 
intend to convey that you have not seeir any similar analyses? Please explain 
your response. 

C. Doesn’t witness McGrane’s statement that you quote in footnote 3 state that 
previous analyses have been performed? Please explain any negative response. 

ResDonse: 

(4 My statement in footnote 3 at page 6 is based upon the testimony of 

Postal Service Witness Moeller and discussions with my colleague, NAA 

witness Sharon Chown. 

Witness Moeller states in his direct testimony (USPS-T-36) at page 

29, lines 7-14 that: 

‘An updated study used by witness Daniel (USPS-T- 
29) uses h+Offica Cost System data to help ascertain 
the relevant mail processing cost differences. In 
previous proceedings, the differential was based 
solely on delivery cost differences. This new 
methodology allows for a more comprehensive 
analysis of the cost differentials. The study groups 

-5- 
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NEWSPAPER ASSOCIATION OF AMERICA 
WITNESS MICHAEL DONLAN 

RESPONSE TO INTERROGATORIES OF 
UNITED STATES POSTAL SERVICE (USPS/N&T2-l-6) 

High-Density and Saturation together for cost 
measurement purposes, so the reported mail 
processing difference between High-Density and 
Saturation is zero. However, this is an improvement 
over previous studies which assumed that the mail 
processing cost differential was zero between a// 
three tiers.” (emphasis added) 

I am not aware of any previous analyses of the mail processing cost 

differences between walk-sequenced and non-walk-sequenced mail, 

Also, Ms. Chown informed me that, to the best of her knowledge, no such 

studies have been performed prior to this proceeding. 

0) My statement is intended to convey that, to the best of my knowledge, no 

similar analyses have been performed by the Postal Service prior to this 

proceeding. 

(c) Witness McGrane’s statement implies that similar analyses have been 

performed previously. However, it is possible that Witness McGrane 

misspoke. It is my understanding that the Postal Service previously has 

filed analyses of mail processing costs by weight increment, similar to the 

analysis included in Exhiblt 448. It is possible that Witness McGrane was 

inadvertently referring to those studies when he made the statement at Tr. 

Volume 15, page 7770. To the best of my knowledge, the Postal Service 

has not filed any previous studies similar to the study in Exhibll44A. 

-6- 
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USPSINAA-T24. At page 6 lines 1-3 of your testimony, you state that “neither 
Postal Service Witness McGrane nor Wtiness Daniel provides any statistical or other 
measure of uncertainty that indicates the appropriate level of confidence to place on the 
results of the cost analyses.” 

a. 

b. 

C. 

d. 

e. 

Prior to the date of filing of your testimony, did you review any estimates of the 
statistical reliability of mail processing casts? 

Please confirm that coefficients of variation for mail processing writs by subclass 
were presented in Table 6 of USPS-T-12, and these lnduded coefficients of 
variation for Standard (A) ECR mail. 

With regard to Table 6 of USPS-T-12, does lt appear that in general, the coefficient 
of varfation is inversely proportional to the estimated mail processing cost of the 
subclass? If your answer is negative, please explain. 

Would it be reasonable to assume that the coefficient of variation for the cost 
estimates presented in Exhibit USPS44A would be similar to the coefficient of 
variation presented in Table 6 of USPS-T-12 for categorfes that have a similar 
magnitude of cost? If your answer is negative, please explain. 

Please confirm that the coefficient of variation of the cost estimate for the period of 
time in the base year after redassification would be much higher that the 
coefficient of variation of the cost estimate for the entire fiscal year. 

ResDonse: 

Before answering the question, it should be noted that my statement at page 6 of 

my direct testimony refers to the lack of standard errors of the unit cost estimates, while 

-7- 
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this question deals with the standard errors (or wefficients of variation) associated with 

total mail processing costs. 

(4 

W 

w 

(d) 

(4 

Prior to the filing of my testimony, I had read the direct testimony of Postal 

Service Witness Degen (USPS-T-12) which provides information on the 

statistical reliability of mail processing costs. 

Confirmed. 

In general, yes. 

No. Although it is possible that the coefficients of variation are similar, it is 

also possible that they are not. By collecting additional post- 

reclassification data, this question could be answered definitively without 

the need for this assumption. 

Not confirmed. While the post-reclassification cost estimate is based 

upon less data than the cost estimate for the entire fiscal year, the post- 

reclassification coefficient of variation could be lower, equal to or higher 

than the coefficient for the entire year. 

-8- 
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USPSINAA-T2-5. Please refer to your testimony at page 1, lines 22-24. You state 
that you, “conclude that the proposed increases in the presort discounts are not justified 
and [you] recommend that the Commission maintain current discounts for these 
categories of mail.” 

a. 

b. 

C. 

d. 

e. 

Please refer to Attachment I to this interrogatory. Please confirm that Attachment 
1 embodies your recommended discounts, i.e., the maintenance of the current 
discounts for ECR. If not confirmed. please explain. 

Please ‘wnfirm the accuracy of Attachment 1. If not confined, please explain 
your response. 

Please attach a copy of Attachment 1 to your response or, if you do not confirm 
subpart (b), please attach a corrected wpy’of Attachment 1. 

Please refer to Attachment 2 to this interrogatory. Please confirm that Attachment 
2 shows the effective proposed rates using your recommendation that the 
Commission maintain the current diswunts for ECR. If not confirmed. please 
explain. 

Please attach a copy of Attachment 2 to your response or, lf you do not confirm 
subpart (d), please attach a corrected copy of Attachment 2. 

ResDonse: 

(a) Confirmed. 

(b) I wnfinn that the discounts shown in Column (4), lines 2. 3,7 and 8 of 

Attachment 1 are the current discounts that I recommend maintaining. 

(cl Attachment 1 has been attached to this response. 

(d) Not confirmed. My testimony addresses the appropriateness of the 

proposed increases in the discounts for ECR high density and saturation 

-9, 
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mail. My testimony concludes that those increases are not justified and 

recommends maintaining the current discounts. I do not recommended a 

particular rate structure for Standard A ECR mail in my testimony. The 

ECR rate structure is likely to be affected by many other issues outside 

the scope of my testimony. 

(e) Attachment 2 has been attached to this response. 

-lO- 
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NCTlktbrS: 
l&Sic 
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3smartion 
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Ll?tlUS: 
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;z 
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10 slbtow 12364204 70.646 
11 T&l 32424241 226.959 
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(-w w-1 @Jw (Milliins) (Millions) 

(1) (2) (4) 6) 6) V) 
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. . ‘..! .* 8. .I ._ 
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Propomd Rata (9 

Minimum per pioca rites 
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Autommkn 0.146 0.155 6.2% 
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SJtumtkn - 0.133 0.145 8.0% 
Nonkuu 0.137 0.144 6.1% 

0.018 0.053 
prpoud 0.683 0.530 

HbhD-W WW 0.010 0.045 
wpwnd 0.663 0.530 

SmlJ- P=pircs 0.000 0.035 
0.663 0.530 

DeWdon EnWy Discounb 
-- 

prw P-prer 
-pirtr 0.013 0.015 

D6cP 0.018 0.018 
Dw 0.023 0.023 
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USPSINAA-T2-6. Please refer to page 12 lines 26-21 of your testimony. You 
state, “the analytical approach used by the Postal Service accounts for DPS-related mail 
processing costs but ignores offsetting delivery cost savings.” 

a. 

b. 

C. 

d. 

e. 

Please confirm that your statement applies only to letter shaped mail. If not 
confirmed. please explain. 

Please confirm that your statement applies only to letter shaped mail that is 
*automation compatible,” i.e., capable of being processed on automation 
equipment. If not confirmed, please explain. 

Please confirm that in order for the Postal Service to receive any savings in - 
delivery for ECR Basic letters that are processed on automation, such pieces must 
be successfully barcoded. if they are not already correctly customer barcoded. If 
you do not confirm, please explain. 

Please confirm that in order for the Postal Service to receive any savings in 
delivery for ECR Basic letters that are processed on automation, such pieces must 
be successfully sequenced on delivery barcode sorters. If you do not confin, 
please explain. 

Please confirm that ECR Basic letters that are successfully sequenced on 
automation to delivery sequence consist of only a subset of ECR Basic letters. If 
not confinned, please explain. 

ResDonse: 

(a) Confinned. It is clear from the discussion at pages IO-12 of my testimony 

that DPS-related costs and savings apply to letter shaped mail only. 

(b) Confirmed. 

(c) Confirmed. 

(d) Confirmed. 

-ll- 
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(e) Confirmed. Based upon Postal Service Wiiness Moden’s testimony, I 

expect that the subset of ECR basic letters that are successfully delivery 

point sequenced is significant. Witness Moden states that: 

“As barcoding non-barcoded ECR basic letters has 
become a common practice and as the number of 
DPS zones has increased, the value of ECR Basic 
letters has diminished.” (USPS-T-4, page 8, lines 19- 
21) 

-12- 
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CHAIRMAN GLEIMAN: Does any participant have 

additional written cross for this witness? 

[No response.] 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross-examination. One participant, Advo, requested oral 

cross-examination of Witness Donlan. Does any other party 

wish to cross-examine the witness? 

[No response.] 

CHAIRMAN GLEIMAN: Mr. McLaughlin. 

MR. MCLAUGHLIN: In the spirit of the morning, we 

have no further questions. 

[Laughter.] 

CHAIRMAN GLEIMAN: I have a suspicion I might be 

right after the duffers in the group. 

Questions from the bench? 

[No response.1 

CHAIRMAN GLEIMAN: No questions from the bench. 

If that is the case then, Mr. Donlan, I want to thank you. 

We appreciate your appearance here today and your 

contributions to the record. And if there is nothing 

further, you are excused. 

[Witness excused.1 

CHAIRMAN GLEIMAN: Our next scheduled witness, 

Michael Hehir, has filed testimony on behalf of McGraw-Hill 

and Companies, Inc. The Commission received no request for 
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oral cross-examination of this witness and, as in previous 

instances when no requests were filed, and the parties have 

indicated their willingness, we have moved ahead based on 

statements of authenticity to enter testimony into the 

record. 

Mr. Bergin, are you prepared to move Mr. Hehir's 

testimony into evidence at this point? 

MR. BERGIN: Yes, Mr. Chairman. We do have a 

declaration from Mr. Hehir, and the declaration does attest 

that the testimony filed in this case entitled "Direct 

Testimony of Michael K. Hehir on Behalf of the McGraw-Hill 

Companies," designated MH-T-1, was prepared by Mr. Hehir or 

under his direction and supervision. 

He adopts it as his own with one minor change. 

That is on page 8, line 9, simply changing the word "volume" 

to "capacity" which does not affect the substance of the 

testimony. And Mr. Hehir also confirms in his declaration 

that he has reviewed the Interrogatories posed to him in 

this proceeding, six Interrogatories by the Postal Service, 

and if he were answering those questions today, his answers 

would be the same. 

I, therefore, move that the testimony of Mr. Hehir 

and attached exhibits be admitted into evidence. 

CHAIRMAN GLEIMAN: Mr. Bergin, do you have 

corrected copies of the testimony with you today? 
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MR. BERGIN: Yes, I have two copies. 

CHAIRMAN GLEIMAN: If you could provide your 

copies of the corrected testimony to the reporter, and I 

will provide my two copies of the designated written 

cross-examination, and also the certificates of 

authenticity, then we will enter the material into the 

record. 

MR. BERGIN: Thank you, Mr. Chairman. 

CHAIRMAN GLEIMAN: I will direct that the written 

cross-examination of Witness Hehir and the designated 

written cross-examination of the witness be admitted into 

evidence and transcribed into the record at this point. 

[Direct Testimony and Exhibits of 

Michael K. Hehir, MT-T-l, and 

Designation of Written 

Cross-Examination of Michael K. 

Hehir, MT-T-l, were received into 

evidence and was transcribed into 

the record. 1 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, D.C. 20268-0001 

POSTAL RATE AND FEE CHANGES, 1997 Docket No. R97-1 

DECLARATION OF THE MCGRAW-HILL COMPANIES’ WITNESS 
MICHAEL K. HEHIR (MH-T-l) IN LIEU OF ORAL TESTIMONY 

1. I am President of the Information Services Group of The McGraw-Hill 

Companies, Inc. (“McGraw-Hill”). 

2. The accompanying written direct testimony filed in my name on behalf 

of McGraw-Hill in this case, designated MH-T-l and entitled “Direct Testimony of 

Michael K. Hehir on behalf of The McGraw-Hill Companies, Inc.“, was prepared 

under my direction and supervision, and I adopt it as my direct testimony in this 

proceeding (although I would prefer to change the word “volume” to “capacity” on 

page 8, line 9 of my testimony). 

3. Upon review of my written responses to interrogatories directed to me 

in this case (USPSIMH-Tl-l-6). I confirm that if those questions were asked of me 

orally under oath on February 26, 1998 in this case, my answers would be the same 

as those previously filed in written form. 

4. I declare under penalty of law that the foregoing, and my referenced 

direct testimony and interrogatory answers in this case, are true and correct to the 

best of my knowledge, information, and belief. 

Dated: % - 2 4 - 48 

,;k;,k,j. 

Michael K. H&hir 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, D.C. 20268-0001 

POSTAL RATE AND FEE CHANGES, 1997 ) Docket No. R97-1 
1 

DIRECT TESTIMONY OF MICHAEL K. HEHIB 
ON BEHALF OF THE MCGRAW-HILL COMPANIES, INC. 

I. Autobiographical Sketch 

My name is Michael K. Hehir. I am President of the Information Services Group of The 

McGraw-Hill Companies, Inc. (“McGraw-Hill”). In that position, which I have held since 

February 1995, I presently manage the following business units of McGraw-Hill: 

. Business Week Group, which publishes Business Week, our largest circulation 
magazine, as well as Business Week Inrernational and Business Week Online; 

. Publications Services Group, which publishes a number of magazines in the fields 
of healthcare (e.g., PosQyaduate Medicine, Hospital Practice, The Physician and 
Sporrsmedicine), aviation (e.g., Aviation Week & Space Technology, Business and 
Commercial Aviation), and other science and technology fields (e.g., Chemical 
Engineering, Modem Plastics, Power, Electrical World); 

. Information Technology and Communications Group, which publishes BITE. 
Data Communications, LAN Times, and rele.com; and 

0 Tower Group International, which provides logistics services and information 
(including transportation, customs brokerage, etc.) to support global distribution 
strategies. 
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I am responsible for more than twenty publications that are mailed at Periodicals Regular rates. 

These publications are quite diverse in terms of their mailing characteristics (i.e., circulation, 

frequency, weight, zone distribution, presort levels, advertising percentage, etc.). They 

comprise most of the core publications among the more than 170 diverse periodicals that 

McGraw-Hill mails at Periodicals Regular rates. 

While I am not an expert on postal matters, I am well aware that our business can be 

significantly impacted by increases in Periodicals rates -- and by late and inconsistent delivery 

of Periodicals mail. I previously testified before this Commission in the MC95-1 reclassification 

case. I presently serve on the Postal Reform Task Force of the Magazine Publishers of America 

(“MPA”). McGraw-Hill is also a member of the American Business Press (“ABP”), and has 

representatives on the boards and key committees of both trade associations. 

I joined McGraw-Hill in 1975 as director of new product development for publications. 

I thereafter assumed increasing responsibility in various financial posts. In 1986, I was 

appointed Vice President for McGraw-Hill’s Energy Sciences Group, and in 1988, I became the 

Executive Vice President, Trading Services, for McGraw-Hill’s Financial Services unit. In 

1990, I was appointed Executive Vice President, Operations, for McGraw-Hill’s Standard & 

Poor’s Financial Information Group. From 1993 to 1994, I served as Executive Vice President 

for the New Ventures unit of McGraw-Hill. Prior to joining McGraw-Hill, I held various 

management posts at Equitable Life Assurance Society and marketing positions at Burroughs 

Corporation and Tymshare, Inc. I hold an M.B.A; in corporate finance from New York 

University and a bachelor’s degree in mathematics from St. John’s University. 
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II. Purpose Of Testimony 

The primary purpose of my testimony is to urge that the rates proposed for Periodicals 

Regular mail in this proceeding are the maximum appropriate rates under the circumstances 

presented. In this regard, McGraw-Hill -- an active independent participant in postal ratemaking 

proceedings for nearly two decades -- is part of a broad coalition of Periodicals mailers and their 

principal trade associations (both MPA and ABP). McGraw-I&11 embraces this industry-wide 

position for reasons that extend beyond the unique educational, cultural, scientific and 

informational (“ESCI”) value of Periodicals mail, and include: 

. Serious questions as to whether more than $90 million in mail processing costs 
(and also significant transportation costs) have been misallocated to Periodicals 
mail -- reflecting supposed cost increases that are highly anomalous in view of the 
increasing worksharing by Periodicals mailers; 

. The level of service accorded to Periodicals mail, which in our experience 
continued to deteriorate in the past two years to levels well below the 
longstanding delivery commitments made by the Postal Service to all Periodicals 
mailers -- and which is a contributing factor in McGraw-Hill’s accelerating use 
of electronic alternatives to the Postal Service for the delivery of certain 
publications, including Business Week; and 

. The significant impact of further increases in Periodicals rates -- particularly for 
high-editorial publications -- in view of: 

00 the substantial rate increases imposed on most periodicals in 1996 as a 
result of the MC95-1 reclassification case, which came on top of the 13.9 
percent increase imposed on Periodicals Regular mail in 1995 as a result 
of the R94-1 rate case; and 

. . a 7.5 percent increase in the price of paper in 1997, and a further 10 
percent cumulative increase in paper prices projected for 1998. 

In past ratemaking and reclassification proceedings, McGraw-Hill has consistently 

provided strong support for appropriate recognition of ECSI values in postal rates, rate design, 

and classifications. While McGraw-Hill does not seek to alter the Periodicals Regular rate 
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design proposed in this case, we do express our concern that the proposed disproportionate 

increase in the editorial pound charge should not become a precedent for the future that would 

undermine the historical commitment (embodied in the Postal Reorganization Act) to promote 

the widespread dissemination of editorial content through the mail. 

III. McGraw-Hill’s Interest In This Proceeding 

McGraw-Hill is a volume user of all classes of mail service for the distribution of 

magazines, newsletters, newspapers, books, and other materials. In 1996, McGraw-Hill 

incurred nearly $70 million in postage for domestic and international mai! service rendered by 

the Postal Service. Of that total, approximately $21 million went for domestic Periodicals 

Regular mail, approximately $23 million for domestic First-Class mail, approximately $14 

million for domestic Standard B mail, and approximately $10 million for domestic Standard A 

mail. While McGraw-Hill has a vital interest in postal rates and classifications generally, our 

focus in this case is upon Periodicals Regular mail. 

The more than 170 diverse publications that McGraw-Hill mails at Periodicals Regular 

rates are in many respects representative of Periodicals Regular mail as a whole. Our 

publications cover a wide range of subjects in the fields of business, finance, science, 

technology, healthcare, and construction. The diverse mailing characteristics of our titles reflect 

the diversity of their readerships in terms of interests, circulation, and geographic dispersion. 

Domestic mailed circulation per issue presently ranges from a high of about 875,000 copies for 

Business Week to a few hundred subscribers for certain financial reports published by McGraw- 

Hill’s Standard & Poor’s Financial Services unit. Average editorial percentage ranges from 100 
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1 percent for our 16 Standard & Poor’s publications to about 38 percent for LAN Times. Our 

2 publications span the gamut from dailies to quarterlies in terms of frequency of publication.’ 

3 McGraw-Hill is also a leading provider of electronic information services. These include 

4 electronic publishing through more than 70 Web sites and other on-line services, accessed via 

5 the Internet and services such as America Online that provide telecommunications links between 

6 computers, as well as CD-ROM titles. As I discuss later in my testimony, electronic delivery 

7 of publications is growing both as a supplement and to some extent as an alternative to hard- 

8 copy delivery by the Postal Service. 

9 N. The Rates Proposed For Periodicals Regular Mail Are The Maximum Appropriate 
10 Rates Under The Circumstances. 
11 
12 A. The Costs Attributed To Periodicals Regular Mall Appear To Be Seriously 
13 Overstated. 
14 
15 1. Mail Processing Labor Costs 
16 
17 The Postal Service itself has recognized that one of the reasons why increases in 

18 Periodicals rates should be constrained is the persisting issue as to the cause and validity of 

19 anomalous allocations of mail processing labor costs to Periodicals mail.* I am gratified to 

20 learn that the Postal Service is finally undertaking to investigate these questions,’ as Periodicals 

21 mailers have urged since 1990 and as this Commission itself urged in 1992. My hope and 

22 

ii 
25 

26 

‘Far profiles of McGraw-Hill publications as of September 1995, see MHC-LR-I filed in Docket No. MC95-1. 
McGraw-Hill has since sold Dorapro and Shephard’s publications and has ceased publication of Open Compuring, 
while launching or acquiring several new publications (e.g., Electrical Power Intemarionol, Healrhcare Infomrics. 
Hospital Procrice. Infocare. Information Technologies for Urilifies, Overhaul and Mainrenonce, and rekcom). 

‘See direct testimony of Postal Service wit&s O’Hara (USPS-T-30), page 30 lines 11-22. page 31 line 22 
through page 32 line 4. See 0130 direct testimony of Postal S&ice witness Moden (USPS-T-i). page 11 line ‘21 
through page 12 line 2. 

29 ‘See Tr. 19-B/8820. 8823.24 (response of the Postal Service 10 inm-rogatories MPAIUSPS-I, 3). 



1 expectation is that the investigation will be thorough and objective -- and will result in a 

2 significantly lower allocation of mail processing costs to Periodicals mail, fully reflecting mailer 

3 worksharing efforts. Commendably, the Postal Service appears to have recognized that 

4 possibility by appropriately constraining the rate increases proposed for Periodicals mail in this 

5 case. 

6 

7 

8 

I am certainly no expert on mail cost issues -- regarding which Periodicals mailers are 

presenting the testimony of witnesses Cohen and Stralberg, among other coalition witnesses. 

As a business executive, however, I am struck by several basic facts that apparently are not 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
21 
28 

disputed: 

. According to the Postal Service’s cost measurement systems (which are 
challenged by witnesses Cohen and Stralberg), since 1986, mail processing labor 
costs per mail piece have supposedly risen much faster for Periodicals mail than 
for any other class of mail;4 

According to those measurement systems, since 1986, labor costs per piece for 
processing Periodicals mail have supposedly risen much faster than Postal Service 
wage rates$ 

Operational realities indicate that less -- rather than more -- labor has been 
required to process Periodicals mail efficiently during this period: 

l * Periodicals mailers have significantly increased their worksharing efforts, 
e.g., presortation, barcoding, palletization, and drop-shipping, in order to 
reduce the cost to the Postal Service of processing Periodicals mail? and 

l * The processing of Periodicals mail has become increasingly mechanized 
-- although for some unexplained reason the productivity of both 

29 ‘See testimony of witness Little (MPA-T-l), pp. Z-4. 

30 ‘See id. at 4-5. 

31 Tee id. at 5. 

6 
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mechanized and manual processing of Periodicals mail (pieces handled per 
manhour) has steadily declined.’ 

During my tenure as President of McGraw-Hill’s Information Services Group, the publications 

that I manage have steadily increased the percentage of their mailed circulation that is presorted 

(to 3/5 digit or finer), barcoded, palletized, and drop-shipped. Lie most Periodicals mailers, 

we continually strive to do everything we can to reduce our postage costs, and facilitate timely 

delivery of our publications, through worksharing that reduces the Postal Service’s costs and the 

time needed to process and transport our Periodicals mail. 

In this light, it seems evident that’something is very wrong with the Postal Service’s 

allocation of mail processing costs to Periodicals mail, and with the methodology underlying that 

allocation. It is for this reason that Periodicals mailers have put aside their rate design 

differences and forged an unprecedented united front in this case. McGraw-Hill urges the 

Commission to consider very carefully the testimony of witnesses Cohen and Stralberg that more 

than $90 million in mail processing costs has been misallocated to Periodicals mail. Further, 

Periodicals mailers should not bear the brunt of any inability on the part of the Postal Service 

to tailor its workforce to the new era of increasingly automated mail processing, which has 

primarily benefitted First-Class mail. If institutional considerations have led the Postal Service 

to retain personnel -- so-called “automation refugees” -- who would otherwise be displaced by 

automation, the resultant cost burden should be assigned to institutional costs rather than imposed 

disproportionately upon Periodicals mailers. 

21 ‘See Tr. I l/5565-66; testimony of witness Stralberg (TW-T-1) at 30. 
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18 8Tr. 13/7189 (response to MHIUSPS-T.2-1 (redirected to witness Patelunas)). 

19 Prr. lg.818744 (response to MHKKPS-I@)). 

20 “See Tr. 713520-22. 

21 “Tr. 145994-95. 

22 “See Tr. 713832.33. 

8 

2. Purchased Highway Transportation Costs 

I understand that while about $137.7 million in purchased highway transportation costs 

was attributed to Periodicals Regular mail in 1995, the Postal Service now attributes some $180 

million of such transportation costs to Periodicals Regular mail for the year 1998.’ The Postal 

Service has acknowledged that the extent of the increase in this cost allocation is unusual, but 

has been unable to provide any satisfactory explanation, other than to suggest that it may reflect 

an anomalous “variation in the statistical estimates.“9 

This question may in turn relate to a broader cost allocation issue -- most of the cubic 

capacity in the purchased highway transportation system is chronically unutilized, and the costs 

of the unutilized capacity are allocated to mail that does not necessarily cause that cost.‘0 We 

believe that this is arbitrary and unfair. As I testified in MC95-1,” the costs of unutilized 

capacity fall disproportionately on those mailers that have ,only limited alternatives to 

transportation by the Postal Service. The Commission should review the issue of whether those 

costs should be treated as “institutional” rather than attributable, either because they are caused 

by unique statutory obligations of the Postal Service (e.g., to provide universal service) or 

because they are, at least to a considerable degree, not volume-variable (a question that the 

Postal Service has not apparently studied).12 
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Even if these issues cannot be fully resolved in this proceeding, the questionable 

allocation of transportation costs to Periodicals Regular mail in this case is an additional reason 

for limiting rate, increases for such mail in this case to those proposed by the Postal Service. 

B. Deficiencies In The Service Provided For Periodicals Mail -- Which Are A 
Contributing Factor In The Growth Of Electronic Delivery -- Should Further 
Constrain Postal Rates For Periodicals. 

1. Service Has Recently Deteriorated To Unacceptable Levels. 

McGraw-Hill participated in the now-defunct Price Waterhouse EX2C Mail Monitoring 

Program, which was established by the Postal Service in 1993 in order to measure systematically 

the extent to which it did or did not meet its delivery commitments to Periodicals mailers. The 

Postal Service had discontinued reporting any EX2C data by the time I assumed responsibility 

for McGraw-Hill’s core publications early in 1995. However, McGraw-Hill contracted with 

Price Waterhouse to obtain EX2C data for the five McGraw-Hill publications that participated 

in the program -- Business Week, Aviurion Week, Engineering News Record (another weekly), 

BITE and Chemical Engineering (both monthlies). We were very disappointed and disturbed 

by the data. 

For example; the EX2C data for January through August 1996 indicated that on average, 

our weeklies were delivered late more than 50 percent of the time, and our monthlies were 

delivered late almost 75 percent of the time. Attached as Exhibit 1 hereto is an October 11, 

1996 letter from Marilyn Sacrestano, Director of The McGraw-Hill Companies’ Corporate 

Distribution operations, to our national account representative at the Postal Service, attaching 

that EX2C data and stressing that “this delivery pattern is unacceptable.” Despite those 

disturbing delivery performance results, the Postal Service canceled the EX2C program less than 
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one month later, purportedly because it did not generate “data that could be used effectively by 

Postal Service field and headquarters management to improve delivery perfomance,“l3 

Needless to say, McGraw-Hill finds this very troubling. We are likewise disheartened by the 

fact that the Postal Service apparently has not retained EX2C data, or any other data relating to 

the extent to which Periodicals (second-class) service standards have or have not been met since 

January 1994.” 

The deficiencies in the service accorded to Periodicals mailers have not abated. Attached 

hereto as Exhibit 2 is the May 2, 1991 letter from Thomas Tully, General Manager of The 

McGraw-Hill Companies’ Postal Affairs and Compliance and National Chairman of the industry- 

wide Periodicals Focus Group, to the Postal Service’s Senior Vice-President for Marketing. Mr. 

Tully emphasized that he and the other members of Periodicals Focus Group “are literally being 

besieged with delivery complaints,” that Periodicals mailers “are frantically complaining about 

extremely poor delivery and service failures,” that it has become “almost impossible for 

[Periodicals mailers] to consistently meet the customer’s needs for reasonable delivery,” and that 

the Postal Service had nevertheless not been responsive to the problem. Lie other Periodicals 

mailers, McGraw-Hill has sought to work collaboratively with the Postal Service in this regard. 

In response to industry prodding, the Postal Service appears to have recognized the 

magnitude of the problem. Last summer, it formed (as part of the Mailers Technical,Advisory 

‘Tr. 19-B/8758 (response to MH-USPS-T30-2 @) (redirected to the Postal Service)). 

“See id. (response to MHIUSPS-T30-2(c) and (d) (redirected to rhe Postal Service)). According to the Postal 
Service. the only exception is an EXZC summary report for the third postal quarter of 1994. Id. Among other 
things, that report indicates that the service deficiency is greatest for Periodicals mailers that make the most use of 
Postal Service transportation -- cross-country service averaged 13 days. despite the Postal Service’s seven-day 
commitment for cross-country service. Id. at 8759. 

I”’ 
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Committee) a joint Industry/Postal Service Periodicals Service Improvement work group, with 

McGraw-Hill’s Mr. Tully leading the industry’s participation. Is The mission of this joint task 

force is to “correct the serious delivery problems plaguing Periodicals.“16 A consensus has 

been reached among task force members that a satisfactory solution can only be reached through 

comprehensive and long-term efforts on the part of all concerned, that support at the top levels 

of the Postal Service is essential, and that despite the demise of the EX2C program, a way must 

be found to measure Postal Service performance in the delivery of Periodicals mail, and to 

redress shortcomings.” 

McGraw-Hill, along with other Periodicals mailers, will continue to do everything it can 

to help the Postal Service overcome those serious service shortcomings, which can detract 

significantly from the value of our publications to our customers. In the meantime, however, 

the unacceptable level of service that has plagued Periodicals mail in recent years is further 

reason for constraining increases in Periodicals postal rates. 

2. The Unacceptable Level Of Mail Service For Periodicals Is A Factor 
Contributing To The Growth Of Electronic Delivery Of Periodicals. 

McGraw-Hill plans to offer subscriptions to Business Week Online (accessible via 

America Online and the Internet) beginning in January’ 1998. Business Week Online will 

combine all of the editorial content from both Business Week and Business Week Internafionaf, 

as well as additional coverage. An advantage of electronic delivery is that it provides assurance 

20 Vee Tr. 19-B/8910-15 (response to NNAAiSPGT30-4 (redirected to the Postal Service)). 

21 ‘Vd.at 8912. 

22 “See id. at 8911-E. 
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that Business Week’s market-moving stories will be distributed quickly and evenly, with the 

result that fewer of our subscribers will be dissatisfied due to untimely delivery. 

The extent to which subscriptions to Business Week Online may displace subscriptions 

to Business Week -- thus displacing delivery of Business Week by the Postal Service -- remains 

to be seen. However, an increasing number of subscribers to Business Week (as well as an 

increasing number of subscribers to other periodicals) will have an attractive electronic 

alternative, to the extent they are dissatisfied with tardy and inconsistent delivery by the Postal 

Service. 

Moreover, the economics of electronic publishing appear very promising. Electronic 

publishing avoids printing and paper costs, as well as postage. Further, to the extent that 

electronic publishing is amenable to electronic marketing, postage savings may include the 

considerable costs of direct mail marketing. While I cannot predict precisely how -- or how fast 

__ the future of electronic publishing will unfold, it is clear that the Postal Service will face 

increasing competition for the delivery of periodicals.‘* 

Indeed, McGraw-Hill already has experience with electronic delivery replacing mail 

delivery of publications. This is rapidly occurring in the case of McGraw-Hill’s F.W. Dodge 

publications, which provide current information about construction projects. The recently 

launched electronic version of the daily Dodge Reporis has experienced exponential growth in 

subscribers, and is already displacing an estimated two million annual pieces of First-Class mail. 

As a result, some Dodge products will become available solely through electronic distribution, 

‘%e potential for such competition. which is now materializing and growing. had been pointed out by other 
witnesses in recent proceedings before the Commission. In Docket No. MC951. see Tr. 26/12361-62 (ABP witness 
Kenealy). In Docket No. R94-1. see USPS-T-Z, pp. 130.31 (witness Tolley). 
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displacing an annual one million pieces of Periodicals mail. The conversion has clearly been 

accelerated by chronic complaints about poor mail service for these time-sensitive publications. 

Unconstrained postal rate increases for Periodicals would further reduce the competitiveness of 

Postal Service delivery of Periodicals mail. 

C. The Proposed Rate Increases For Periodicals Mail Will Have A Significant Impact -- 
Particularly Upon High-Editorial Publications. 

Like most Periodicals mailers, McGraw-Hill has already incurred substantial postal rate 

increases in 1996 as a result of the MC95-1 reclassification case -- on top of the average 13.9 

percent postal rate increase for Periodicals Regular mail in 1995. McGraw-Hill publications are 

generally highly sensitive to postal rate increases. Many of our publications cannot readily pass 

along postal rate increases to subscribers or advertisers in today’s competitive markets. As a 

result, those publications may’ reduce their trim size and paper weight, as Business Week has 

done four times in the last seven years. Postal rate increases in 1998 will be particularly 

difficult to absorb in view of the 7.5 percent increase in the price of paper in July 1997, the 

projected 5 percent increase in paper prices in January 1998, and a further 5 percent increase 

in paper prices projected for July 1998, 

High-editorial publications tend to be particularly vulnerable to postal rate increases as 

they have fewer options for recoupment. We note with concern that the proposed 8 percent 

increase in the editorial pound charge far exceeds the average 3.5 percent increase, for Regular 

Periodicals mail. While we do not seek to alter the proposed rates in this case, we nevertheless 

strongly believe that the proposed decoupling of the editorial pound charge from the zoned 

advertising pound charges in the unique circumstances of this case should not serve as a 

precedent for the future that would undermine the historical commitment -- grounded in the 
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Postal Reorganization Act -- to encourage the widespread dissemination of editorial content 

through the mail. In view of the Postal Service’s past efforts to dilute the importance of ECSI 

values in designing Periodicals rates, the Commission should reaffirm in this case the vital role 

of ECSI values in postal ratemaking. 

v. CONCLUSION 

For all of the foregoing reasons, we urge that the rates proposed by the Postal Service 

for Periodicals Regular mail in this case are the maximum appropriate rates under the 

circumstances presented. 



*Vii0 Fortuna 
unital stltcs Postal savice 
142-02 20th Avenue 
FhJshing,NY 11351 

JkJr Vito: 

.1* 

k 

. 

As you know, the USPS is dixontinuing the Price Waterhouse EX2C Mail Monitoring Program 
in Novemba 19%. We are aware of the new “Advance” tracking program in which we hope to 
participate. The USPS also informed us that no reports would be issued on the EX2C program 
as was originally planned. 

In an effort to work with the USPS to improve delivery to the projected delivery standards for the 
Periodicals mail class (formerly Second Class), we have contracted with Price Waterhouse tom 
obtain the results of EX2C monitoring for our participating publications. The disappointing 
results are summarized below with details on the attached sheets: 

Business Week 46% - 72% on time 
Aviation Week 15% - 58% on time 
Engineering News Record (W’eeWy) 24% - 14% on time 
Byte (Monthly) 15% - 44?; on time 
Chemical Engineering (Monthly) 11% - 21% on time 

Vito, th.is delivery pattern is unacceptable and we must meet IO develop an action plan to improve 
delivery. Copies of these summary results will be disseminated IO the regional and national 2C 
Focus Groups so that we can work with the USPS and the other industry panicipants to develop 
strategies and priorities for improvement. 

If you have suggestions for other ways that we can work together IO achieve improvements. 1 
look forward to discussing them when we meet. Please call me to schedule a meeting 

cc: Lk. Bradley, M. Persiani. T. Tully. Dist. Sta!T 
vetrculation Managers and 2C Focus Groups pa attached List 

. paJ\cc~ IO -tb.-9(, 
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Circulation M~nreerq 
Aviation Week - Paul Duggan 
Business Week - Steve Aster 
Byte - Lynn Lagarise 
Chemical Engineuing - Waker Nohstadt 
Engineering News Record - Eileen tiier 

: ... : T. 

National 2C Focus Group 
Mr. Robert L. Kooken 
National Accwnts 
USPS 
P.O. Box 11466 
New Brunswick NJ 08906-1466 

Rezionrl2C Focus Crouo~ Renional 2C Focus Grouts 
AllePhenvlAtlrntic 2C Focus Grout Great LakesMidwut 2C Focus Groue 
Mr. Felix Smith Mr. Wayne Gardner 
Manager Customer Service Suppon Manager Customer Service Support 
USPS USPS 
53 I5 Campbells Run Road 10750 W. Grand Avenue 
Pittsburgh, PA 15205-7020 Franklin Park, IL 60131-2217 

Ms. Judy Walker 
Manager Customer Service Suppoti 
USPS 
2800 Shirlington Road 
Arlington, VA 22206-7000 

Ms. Karen Loggins - Great Lakes&fidwest 
Manager Customer Service Suppon 
P.O. Box 66602 
St. Louis, MO 63 166-6602 

PaciWV’estern 2C Focus Grow 
Mr. Darrel Diets 
hlanager Customer Senice Suppon 
USPS 
850 Chewy Avenue 
San Mateo. CA 94099-4 100 

South East /South West 2C Focus Groue 
\ir. George Hall 
hfanager Customer Service Suppon 
USPS 
225 N. Humphries Blvd 
hfemphis. TN 38166-0870 

Ruth Brooks 
Manager Customer Senice Suppon 
USPS 
1745 stout St. STE 301 
Denver, CO 8029%7OOO 
---------------------------------------;-- 
NY hletro/North East 2C Focus GmuR 
Charles Mancuso 
Manager Customer Senice Suppon 
USPS 
142-02 2Oth Avenue 
Flushing, NY Il35l-0200 

Ms. Betty Rowe 
hfanager Customer Senice Suppon 
CSPS 
P-0. Box 225459 
Dallas, TX 75222-5459 

Mr. John Basile 
Manager Customer Service Suppon-USPS 
6 GritEn Road N. 
Wmdsor. CT O6OO6-7020 



8, /,.“. ,,l:,l_,,,v, 

14721 

i 

._- ,..._ . -^~----- ._._ - -.- ..-.--..-.. ~..__~ -- -.._ _._A~ 

,AVlATlON WEEK 

ISSUE DATE 

01101/96 36.0 64.0 
01/08/96 15.0 85.0 
01/15/96 44.6 55.4 
Oll22196 37.i 62.3 
01129/96 33.1 66.9 
02105/96 19.0 81.0 
02112196 24.3 75.7 
02/19/96 49.1 50.3 
02126196 33.6 66.4 
03/04/96 30.6 69.4 
03/I II96 35.8 64.2 
03/l 8196 39.2 60.8 
03125196 43.6 56.4 
01/O 1196 34.0 66.0 
04/05/96 33.5 66.5 
O-L’1 .s 96 l5.6 54.1 
01’?1.‘96 23.4 76.6 
O-129 96 51.5 4S.5 
05?‘06.96 37.4 62.6 
OS13 96 37.1 62.9 
05/20/96 50.8 49.2 
05/27/96 57.9 12.1 
06iO3.96 41.5 58.5 
06/I O/96 34.1 65.3 
06/l 7196 43.5 56.5 
06124196 50.1 19.9 
07/01/96 35.7 64.3 
07/08/96 41.1 52.3 
07/l 5196 50.2 19.8 
Oll22196 43.1 56.9 
07/29/96 56.0 44.0 
05!05/96 50.7 49.3 
08/l 2196 30.4 69.6 
08/l 9196 37.4 62.6 
08/26/96 45.3 54.7 

TOTAL % 
ON-TIME 

TOTAL % 
CATE 
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BUSINESSWEEK 

ISSUEDATE 

01/08/96 46.6 53.4 
Ol/l5/96 55.8 44.2 
01122196 53.9 46.1 
01129196 50.2 49.8 
02/05/96 58.7 41.3 
02112196 54.4 45.6 
02119/96 52.3 41.1 
02126196 58.9 41.1 
03/04/96 58.0 42.0 
031lll96 71.8 28.2 
03118196 53.1 46.9 
03/25:96 50.2 49.8 
01.'01/96 60.4 39.6 
O-I.0S.96 61.5 38.5 
01/15i96 55.2 44.8 
01.;22:96 6l.S 38.2 
01/29!96 58.8 41.2 
0%06:96 61.1 38.9 
05:13/96 51.6 42.4 
05,20.?96 60.1 39.9 
Oji27/96 61.1 35.9 
06/03/96 66.9 33.1 
06/10/96 59.1 40.9 
06/17/96 63.8 36.2 
06124196 54.4 45.6 
07/01/96 66.3 33.1 
07/15/96 12.4 27.6 
07/29/96 63.3 36.1 

TOTAL% 

---_.___ 

TOTAL% 
r 
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TOTAL % TOTAL % 
ISSUE DATE ON-TIME ‘LATE 

Ol/Ol/96 20.7 19.3 
02/01/96 38.0 62.0 
03lOll96 30.4 69.6 
04/01/96 33.0 67.0 
05:01/96 44.5 55.5 . 
06/01196 14.9 85.1 ' 
07/01/96 20.5 79.5 
08/01/96 44.2 55.8 
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CHEhilCAL ENGINEERING 

ISSUE DATE 
TOTAL % TOTAL % 
ON -TIME LATE 

01101/96 20.6 79.4 
02lOll96 26.7 73.3 
03/01/96 II.4 88.6 
04lOll96 15.1 84.9 
05/01196 24.4 75.6 
0610 I I96 24.5 75.5 
07/01/96 13.6 86.4 

.-:.‘I-m ,’ 
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EKCINEERIXG NE\t’S RECORD 

ISSUE DATE TOTAL ?‘a TOTAL % 
ON-TIME LATE 

01/01/96 66.4 33.6 
01/15/96 32.8 61.2 
01/22/96 24.6 15.4 
01129/96 50.8 49.2 
02iOY96 74.2 25.8 
02/12/96 38.3 61.7 
02119/96 50.0 50.0 
02126196 64.8 35.2 
03/04/96 51.3 48.7 
03/11/96 44.9 55.1 
03/18/96 19.2 80.8 
03125196 51.4 48.6 
04/01/96 48.2 51.8 
04/08/96 55.3 44.1 
04/l 5196 53.2 46.8 
01/22!96 43.8 56.2 
0-1'29196 36.0 61.0 
05'06!96 54.0 46.0 
05/1?/96 59.9 40.1 
05i20!96 43.2 56.8 
05i27/96 58.8 11.2 
06/03/96 59.1 40.3 
06/10/96 41.3 58.1 
06llll96 41.6 52.4 
06124196 43.8 $6.2 
08105196 52.3 41.1 
08112196 58.2 41.8 
08119196 48.8 51.2 
08126196 43.2 56.8 
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Exhibit 2 

u 
The McGraw J3ZZ Companies 

May 2,199l 

Mr. Allen Kane 
Senior Vice President 
Chief Marketing Office 
THE UNITED STATES POSTAL SERVICE 

475 L’Enfant Plaza 
Washington, D.C. 20260 

Dear Allen: 

The Periodicals Focus Group, serving the Postal Services ten (10) areas, along with 
myself are literally being besieged with delivery complaints. 

In an effort to address these problems, the aached fax. which contains the agenda for the 
Periodicals Focus Group Business Session (Monday, May 19th at 11:45am) at the New 
Orleans Posral Forum, was sent to the five (5) Industry and the ten (10) Postal Co-Chairs 
of the Periodicals Focus Group, of which I serve as the National Industry Chair. 

This is rhe only session at the Forum expressly for Periodicals. Our Program will 
primarily center on Delivery issues. In an attempt to assist the Periodical mailers who are 
frantically complaining about extremely poor delivery and service failures, we have 
established a service panel that will consist solely of United States Postal Scr.%e 
personnel, to try to address the needs of the Group. 

It would certainly help if you, Nick Barr&a and John Wargo could be in attendance. I 
fully understand that there are considerable demands on your time. However, many 
mailers fee!, and perhaps rightfully so, that cutbacks occur in processing, transportation, 
staffing and plant operating plans each time we near a Rate Case Filing. This is 
compounded by the lack of meaningful information receiva from the Postal Service. 
We get responses not answm. It has become almost impossible for us to consistently 
meet the customer’s needs for reasonable delivety. Mailers believe the United States 
Postal Service performance is hurting the business. 

We believe the Business Session will be a new attempt to establish a process for 
improving Delivery, and resolving complaints. With the demise of Press, and the 
ineffectiveness of the Consumer Complaint Form, we need a mechanism to 
address these issues, openly and forthrightfully. 
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We b>i!l work with you, as a group or individually. We believe at Ieat Nick and 
John should be involved. Poor Delivery was almost a key issue at the last March 
MTAC meeting, ‘we were asked IO hold off. Delivery has not improved. 

Please help us help ourselves. 

NATIONAL JNDUSTRY CHAIR 
PERIODICALS FOCUS CROUP 

l-WT/trb 

CC: Nick Barranka,Vice PresidentlOperations Support (U.S.P.S.) 
John Wargo,Vice President Marketing Customer Service (U.S.P.S.) 
Robert L. Kooken (U.S.P.S.) 
Periodicals Focus Group 
Rita Cohen, Magazine Publishers Association 
Steve Feldman, American Business Press 
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CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon all participants 
of record in this proceeding in accordance with section 12 of the rules of practice. 

Washington, D.C. 
December 30, 1997 Timothy W. hergin 1 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 1997 Docket No. R97-1 

DESIGNATION OF WRITTEN CROSS-EXAMINATION 
OF MCGRAW-HILL COMPANIES, INC., THE 

WITNESS MICHAEL K. HEHIR 
(MH-Tl) 

m 
United States Postal Service 
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-2: 

: __ I ..;.:, :.:., . 

IJSPS/MEI-Tl-1. Please refer to your testimony on page 8, line 9. 

(4 Please provide your understanding of the term “chronically 
underutilixed”. 

@) Please provide all anaIyses you have conducted of the Postal 
transportation network. 

63 Is it your understanding that the customers of the Postal Service would 
be better served (i.e. served at lower cost) if the cube utilization of purchased 
highway transportation were higher. Please explain. 

Response: 

(a) My testimony expressly refers (in footnote 10) to Tr. 7/3520-22, where 

Postal Service witness Nieto testified that in terms of percentage of truck floor space 

utilized, average utilization of the Postal Service’s purchased highway transportation 

capacity over the period 1990 through 1996 has been roughly 50 percent, a&that in 

terms of cubic capacity, average utilization has been considerably less than 50 

percent. 

@) I have conducted no such analyses beyond review of the materials cited 

in my testimony. : 

(c) The concern raised in my testimony is focused not on whether 

underutilization of purchased highway transportation capacity has the effect of 

unnecessarily increasing overall costs that are passed on to Postal Service customers, 

but rather with the fact that the costs of the unutilized capacity are allocated to mail 

that may not necessarily cause those costs. However, it appears reasonable to 

conclude that higher utilization would lower the unit cost (i.e., cost per mail piece 

carried) of purchased highway transportation. 
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-3- 

USPS/MH-Tl-2. Please provide a.U documents you reviewed in preparation of your 
testimony. 

Response: 

The Postal Service is already in possession of the documents cited in my 

testimony, which include the attachments thereto as well as testimony of record in this 

proceeding and prior proceedings before the Commission. I have not reviewed other 

documents in preparation of my testimony. 
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: : .>. ii: .;..- : 

USPSIMH~Tl-3. In your testimony (page 8, lines 11-17) you state that the Postal 
Service “has not studied” whether the costs of unutilized capacity is volume variable. 
And you cite. witness Bradley’s, testimony in support of this statement. 

(a) Do you regard the testimony of postal operations experts on this very 
issue as bemg irrelevant? 

(k) Are you familiar with the term latent capacity? If so, please explain 
the source(s) of your familiity. 

(a) I am not familiar with the testimony to which you refer and I have no 

opinion as to its relevance. 

(b) I do not purport to be an expert on postal transportation, or to be 

familiar with terms of art in that regard. 



14734 

-5- 

( ir : ;: ;..‘ : 

USPS/ME-TN. Please refer to your testimony at page 3, lines 25 to 28, and at 
page 13, limes 7 to 9. 

(a) Please provide any quantitative support for your claim that “most” 
publications experienced sign&ant rate increases as a result of “the MC95-1 
reclassification case”. 

@I Please confii that the 1995 increase you mention was the first 
increase in Postal Service rates for Second-ClasslPeriod.icals Regular Rate for nearly 4 
years. If you do not confum, please explain why not. 

Response: 

(a) The statement was based upon common knowledge, consistent with the 

experience of The McGraw-Hill Companies. &, m, ABP-T-l, p. 6. limes 16-17 

(testimony of witness Crain). The recommendations in MC95-1 resulted in an 

increase in the piece rates for non-canier-route mail, and my understanding is that 

most Periodicals mail is non-carrier-route. 

@I Confiied. 
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-6 
:: ;:- .:_ : 

USPS/ME-Tl-5. Please refer to your testimony at page 13,lines 18 to 20. 

(a) Please co&m that, according to Postal Service witness Taufique, the 8 
percent increase in the editorial pound rate is set at 90 percent of costs in order to 
mitigate the impact of the rate change on high editorial content mail. See USPS-T-34 
at 14. If you do not confii, please explain why not. 

(b) Do you believe that the editorial pound rate should eventually cover 
100 percent of editorial pound costs? If not, please explain why not. 

Response: 

(a) confiied. 

@I The goal of 100 percent cost coverage for editorial matter should be 

balanced against other pertinent factors in the particular circumstances presented, 

including the educational, cultural, scientific, and informational (“EC%“) value of 

editorial matter, the impact of proposed rate increases on high-editorial publications, 

and other statutory ratemaking factors., 
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SEV BY:SS&D L.L.P. RASH DC ; 2-23-99 : 15:59 : S9.D L.L.P. WASH DC- 202 2686197;C 31 5 

RESPONSE OF MCGRAW-BILL WlTh’JXSS MICHAEL K. HEHIR 
TO INTERROGATORY OF TDE UNITED STATES POSTAL SERVICE 

:. 1. 

USPSIMEI-TI-6. Please refer to your response to USPS/hfI+TI-2. 

a. 

b. 

Ihes your response Man that in preparation for this case, you reviewed only 

those materials specifically cited in your testimony? - 

If your ~~porue to subpart (a) above is affirmative: 

(1) Please indicate whether you reviewed only rhe cited pages of each 
reference or whether you reviewed a larger portion of each reference. 
For example. on page 12, n. 18. you reference Docket No. R94-1. 
USPS-T-Z, but only pp. 130-X) 

(2) Please specifically identify each portion of each reference you 
reviewed, if you reviewed more than the cited pages. 

c. If your response to subpart (a) above is negative. please list all materials you 
reviewed in preparation for your testimony in this case. 

RESPONSE: 

(a) No. 

- 0 Not applicable. 

(cl In preparing for my testimony in this case, I reviewed and relied upon 

information provided to me by our outside counsel in this case, by our Washington 

of&e. and by our Corporate Distribution and Manufacturing department. That 

information. including testimony in this case by Periodicals witnesses Little, 

St&berg, Cohen, and Cram. is cited andotherwise rcflccted in my written direct 

testimony. Purrher. I keep abreast of postal issues affecting Prriodicah mailers 

through review of the trade press and financial reports relating to the Postal Service. 
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CHAIRMAN GLEIMAN: Ms. Boone, NNA, would you 

identify your witness so that I can swear him in? 

MS. RUSH: 
%2+-dcL 

Mr. Chairman, m Rush appearing for 

the National Newspaper Association; also Ms. Boone. We 

would like to call Witness Max Heath. 

Whereupon, 

MAX HEATH, 

a witness, was called for examination by counsel for the 

National Newspaper Association and, having been first duly 

sworn, was examined and testified as follows: 

CHAIRMAN GLEIMAN: It's good to see you again. 

Counsel, if you could proceed when you're ready. 

DIRECT EXAMINATION 

BY MS. RUSH: 

Q Would you state your name, please? 

A Max Heath. 

Q Mr. Heath, I am presenting to you a document 

entitled Direct Testimony of Max Heath on Behalf of the 

National Newspaper Association, as well as another document 

entitled Notice of Filing of Erratum to Testimony of NNA 

Witness Max Heath dated February 5th, 1998, and I ask you 

whether these documents were prepared by you or under your 

direction 

A They were. 

Q Are there any corrections to these documents? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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A We do have one correction necessary on the 

erratum, a typographical error indicating page 11, that 

should be page 13. 

MS. RUSH: Mr. Chairman, we have discovered a typo 

in actually an erratum to the erratum, if you will, and we 

will present a copy of this to Postal Service counsel so 

they can see what change we have made. We have entered it 

on the document here. 

CHAIRMAN GLEIMAN: Certainly. 

BY MS. RUSH: 

Q Mr. Heath, with those changes, if you were to 

testify today, would your testimony be the same? 

A It would. 

MS. RUSH: Mr. Chairman, I move that this 

testimony, direct testimony of Max Heath, along with the 

aforementioned errata be transcribed into the record and 

received into evidence. 

CHAIRMAN GLEIMAN: Are there any objections? 

[No response.] 

CHAIRMAN GLEIMAN: Hearing none, Mr. Heath's 

testimony and exhibits are received into evidence, and I 

direct that they be transcribed into the record at this 

point. 

[Direct Testimony and Exhibits of 

Max Heath, NNA-T-1, was received in 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 

- 
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evidence and transcribed in the 

record. 1 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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DIRECT TESTIMONY OF 
MAX HEATH (NNA T-l) 

INTRODUCTION 

My name is Max Heath. I am vice presidenuexecutive editor for Landmark 

Community Newspapers, Inc. (LCNI), Shelbyville, KY, a division of Landmark 

Communications, Norfolk, VA. I am responsible for editorial and circulation 

development, postal and environmental issues and am involved in recruitment, public 

relations and press association activities. LCNI has 40 weekly and daily newspapers 

in 12 states with a total of over 250,000 paid circulation, 455,000 free newspaper and 

shopper circulation and 172,000 free special publication circulation. I also serve as 

a regional director for the National Newspaper Association and, in that capacity, am 

a member of the NNA governing board. In addition, I have been chairman of the 

NNA Postal Committee for eight years and its representative on the’Mailers 

Technical Advisory Committee since 1989. 

I am the community newspaper industry’s principal trainer on the use of postal 

services, compliance with regulations and understanding of sorting and work-sharing 

requirements. I conduct approximately 15 seminars and workshops within the 

industry each year and receive about six calls a week from newspapers with postal 

problems. My service in this area is a volunteer contribution, backed by the good will 

of Landmark Community Newspapers, Inc., for the benefit of the industry. 

The purpose of my testimony is as follows: to provide a background for the 

Commission of the ways in which community newspapers use the Postal Service 

20 today: to highlight major service problems; to focus upon the reliability of various 
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USPS data systems for measuring community newspapers’ use; and to describe two 

areas in which newspaper publishers are engaging in a significant amount of work- 

sharing without appropriate compensation under the rate schedules. 

I. NEWSPAPERS HAVE A LONG HISTORY OF WORKING WITH THE POSTAL 
SERVICE AND ITS PREDECESSOR THE UNITED STATES POST OFFICE. 

The National Newspaper Association was founded in 1885 by a group of 

weekly newspaper publishers who had been active in their state press associations. 

They came together for the reasons that bring most business executives to trade 

societies: to share ideas and to solve common problems. The early records of those 

meetings have largely been lost, but the history of the industry indicates that troubles 

with the Post Office Department were among the fledgling association’s priority 

concerns. See, Quill to Computer, The National Newspaper Foundation, 1985. NNA 

Library Reference 1. In a sense, the industry has grown up around postal 

regulations, creating such pillars of its development as paid circulation and required 

editorial content. 

Today, the NNA considers itself the voice of community newspapers. It 

represents not only weekly newspapers but dailies as well. Its membership of nearly 

4,000 titles includes both free circulation and paid circulation newspapers. A variety 

of publication cycles are represented: weekly, twice-weekly, thrice-weekly, five day 

and daily. Approximately 550 of its members are daily newspapers with publication 

22 cycles of five days per week or more. 

2 
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The membership varies widely in its publication characteristics--from The New 

York Times to many newspapers with fewer than 1,000 subscribers, The typical NNA 

member newspaper, however, is a weekly with 3,000 to 5,000 circulation and, even 

in this day of mass media mergers, is a family-owned publication. 

There is no legal definition of a community newspaper as far as I know. Its 

general attributes fall into an “I know it when I see it” category, but as a longtime 

community newspaper executive, I would say a community newspaper is one whose 

local market is its primary editorial focus, That provides a broad range of 

possibilities, from small-town papers to urban, neighborhood papers. 

Contrary to the perceptions of many who believe newspapers are losing 

momentum, the community newspaper industry is growing. A recognition of this 

trend drives NNA’s concerns about the future of the partnership between the Postal 

Service and our industry. 

Technology today has made the creation of the community newspaper an 

achievable dream in ways that our 19th Century forebears would never have 

dreamed. Today anyone with 35,000 and an idea can purchase a laptop computer, a 

desktop publishing program and a printer and be in business with a “newspaper.” 

But publishers today have about the same options for print delivery as did NNA’s 

founders: through the mail, by home delivery carriers and by single copy sales. 

By long tradition and service imperatives, most daily newspapers, are delivered 

by home delivery carriers within their primary markets. But there are notable 

exceptions even to that rule, such as NNA members the Cadillac (MI) Evening News 

and the Washington DC suburban-area Journal Newspapers--newspapers that 

3 
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achieve same day postal delivery by placing walk-sequenced presorted newspapers 

virtually into the delivery office carrier’s hands at the dawn of each day. For the most 

part, however, daily newspapers rely upon Periodicals class delivery to reach 

subscribers in outer markets or in distant cities. 

For weekly (including twice and thrice-weekly) newspapers, Periodicals mail is 

the lifeblood of circulation. Creating a carrier force for a once-a-week distribution is a 

more difficult matter than creating one for daily delivery. Both carrier recruitment and 

the infrastructure costs are generally too high to be covered by the revenue from 

delivery of only one copy per subscriber per week. Because of these barriers, weekly 

newspapers remain heavy users of the mail for delivery. 

To reach subscribers within their markets, newspapers rely upon within county 

Periodicals mail. For reaching subscribers outside their counties, but within the retail 

trading zone, newspapers use the SCF and Zone l-2 categories within Periodicals 

class. For reaching distant subscribers, newspapers use Periodicals delivery from 

Zone 1 to Zone 8. This latter class of subscribers cannot be dismissed as an 

insignificant element of the business for a community newspaper, as NNA Witness 

Patsy Speights (NNA T-2) explains in her testimony. The industry perceives those 

subscribers to be at risk because of chronic problems with delivery. Helping these 

out-of-town subscribers stay in touch with our communities also serves an important 

public purpose. 

NNA’s concerns in this case, therefore, are dually with the within-county 

subclass and with the outside-the-county general Periodicals rates and service. My 

testimony will address those concerns specifically. 
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II. DELIVERY OF NEWSPAPERS DETERIORATED WHEN RECLASSlFlCATlON 
CHANGED SORTATION REQUIREMENTS. 

With the adoption of the Commission’s recommended decision in Docket No, 

MC95-1, newspaper mail lost the ability to package and sack mail to the 456 mail 

processing hubs known as Sectional Center Facilities. Instead, the requirement for 

preparing mail to the 96 Area Distribution Centers took effect. NNA witness Patsy 

Speights presents one newspapers difficulties with this new requirement by 

explaining how the diversion of her newspaper from a small town in Mississippi to an 

ADC in New Orleans, only to return to another small town I8 miles from her entry 

point, has affected her work life and her newspaper’s relationship with its subscribers. 

Testimony of Patsy Speights, NNA T-2, at 4-5. 

As NNA’s chief postal counselor, I became aware of an impending disaster 

very early in the post-reclassiticiation era. Almost immediately, I began to receive 

complaints from newspapers forced into the ADC and mixed-ADC sorting scheme. 

An additional requirement of six-pieces as the minimum level for direct sacking 

worsened the situation. I wrote first about the disaster in my regular column in 

Publishers’ Auxiliary. See my Exhibit 1, page 1, appended to this testimony. I pointed 

out that by putting long-distance subscribers at risk, the Postal Service not only 

impacted the newspapers circulation revenue, but risked its own high-end postage 

compensation because the mail pieces in question were paying the highest piece 

rate of 24 cents, Losing that newspaper subscriber because of poor delivery meant a 

22 loss for the Postal Service as well as the newspaper. 
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A month later, USPS issued a new rule relaxing the six-piece minimum 

sacking requirement and reinstalling the publisher’s option for “skin sacks” when 

required to restore delivery quality. Sorting to ADCs, however, continued to require 

the six-piece minimum. The changes, while welcome, seemed to do little to improve 

service, judging by the continual ringing of my telephone. 

The problems continued to escalate. I wrote again in my column of Oct. 21 of 

a report from Tennessee Press Association of deliveries taking as much as 17 days 

within the state. NNA began to complain to the Postal Service. NNA T-l, Exhibit 1, 

page 1. I reported on service problems again on Nov. 18, 1996. NNA T-l, Exhibit 1, 

page 3. My own company’s newspapers began to reflect the problems as well. 

Delivery to the 3-digit area around our Louisville markets began to slip by one to two 

days and sometimes more. We’ve had similar problems in Indianapolis and 

Cincinnati, ADCs that also handle LCNI mail. This slippage may not see-m like much 

in a system that has experienced chronic problems elsewhere, but a two day delay in 

a time-sensitive publication can convert a useful product into a useless product from 

the viewpoint of subscribers. It is difficult to overstate the ire a publisher hears from 

subscribers whose deliveries are late--they assume the fault is ours. 

I continued to write about this problem for many months. NNA Exhibit 1 

contains all of my columns on this subject since reclassification, I also raised these 

problems at MTAC meetings. It has been only in recent weeks that we,have begun 

to feel that the Postal Service is paying attention to our complaints, but at the time of 

this statement, we have yet to see concrete results. 

6 
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It is a difficult matter for a small party like NNA to provide quantitative evidence 

of these service problems. The Postal Service does not maintain ongoing delivery 

measurements of Periodicals mail, as it does for first-class mail. To produce a parade 

of publishers before this Commission who have received cancellations and 

complaints from subscribers would exhaust the resources of the association. To 

further examine the precise detours our mail is taking and explain to the Commission 

the points of diversion and delay would similarly require information outside our 

reach--and likely would be fruitless given the inescapable fact that the Postal Service 

controls the data and chooses not to develop systemic measurements for the class, 

Various parties have conducted as much inquiry into the service problems through 

this case as we believe possible within these constraints. Tr. 2/l 11, 114, 175, 176, 

177 and 178. lfthe Postal Service cannot adequately describe the scope of this 

problem, one mailer certainly cannot. However, as an expert within’the industry, I 

personally attest that newspapers have lost subscribers as a direct result of 

reclassification--a so-called reform of the system that benefited us little and cost us a 

great deal. 

The cost coverage proposed in this case is modest. The resulting proposed 

rates are also modest. I recognize the commitment by both the Postal Service and 

the Commission to the “educational, cultural, scientific and informational” (ECSI) 

value of newspapers and their compliance with subsection 8 of 39 U.S.C Section 

3622, which mitigates the contribution to institutional costs from newspaper mail. 

However, despite the modest markups proposed in this case, I believe that the 

Commission should recognize the effects of deteriorating service. If our mail is as 

7 
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valuable under ECSI in 1997 as it was in 1994, but service has declined, it would 

appear that even this modest cost coverage is too high. I further recommend to the 

Commission that it attempt to provide some relief for small newspapers who are 

trucking their own copies to Postal delivery offices as NNA witness Speights is doing, 

a subject I will address further in my testimo,ny. 

The Postal Rate Commission has no regulatory or operational authority to 

address service problems. However, it does control the forces that contributed to this 

recent dramatic decline in service. The origin of our problem seems to have been 

with reclassification--and a concomitant requirement for newspapers to make major 

investments in new software and reporting systems--and a resulting retooling of the 

transportation and sorting patterns for Periodicals mail. While we do not object to the 

Postal Service’s desires to centralize sorting if it improves efficiency, we do object to 

having the value of our service so severely diminished that the result is irreparable 

damage to newspapers’ relationships with subscribers. 

III. THE MEANS FOR MEASURING NEWSPAPERS’ USAGE OF WITHIN 
COUNTY MAIL APPEARS LONG OVERDUE FOR AN OVERHAUL. 

The second substantive portion of my testimony addresses NNA’s concerns 

with the method presently used for measuring within-county mail volumes. 

Exhibit 2’ 
Within County Per Piece Volumes 

(in thousands) 

Ff 1986 I .737.958 FY1990 1.382.914 Ff 1994 
FY1987 I.47953 1 Ff 1991 1.179.so4 m 1595 
FY1988 1.488.27 1 pi 1992 1.192,671 17 1996 
FY 1989 1.382.914 N 1993 1,058,67 1 

*Compiled from USPS Revenue, Piece. Weight studies 

1, ,x6,421 
907,187 
877.829 
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The Postal Service has documented a decline in within county mail since the 

mid-l 980s. Attempting to obtain reliable reliability of data on within county 

newspapers has been a long and frustrating question before this Commission, going 

back to 1964 when Edward McCaffrey testified on the subject. The Commission has 

revisited this question periodically through this past decade, most recently in 1994 

following an initial filing by the Postal Service of a proposed 34% rate increase for 

this subclass. 

We have endeavored to learn from the Postal Service the contents of the 

within county mail stream. Tr. 10/4912. We learned only that the Postal Service does 

not know. It appears to rely upon the Commission’s own study of preferred rate mail, 

prepared by Dr. Richard Kielbowicz of the University of Washington in 1986. In the 

study, the Commission implicitly embraced our own industry’s assumption that within 

county mail--which I understand is also populated by business newspapers, city 

magazines and newsletters to some extent--is dominated by the weekly newspaper, 

for which the original subsidized postage class was created. (Report to the United 

States Congress: Preferred Rate Study, U.S. Postal Rate Commission, June 16, 

1986, pps. 20-46.) 

NNA has been puzzled by the declining volumes for within county mail. For 

this subclass to continue to shrink when it is apparent that weekly newspaper 

circulation are growing is a subject for concern. Since the volume declines cannot be 

attributed to shrinking newspapers, only two possibilities remain: either that weekly 

newspaper publishers cannot risk their franchise on spotty delivery. or that the mail 

volume data are simply wrong. 

9 



NNA frankly does not know the answer to this question, but I am offering to the 

Commission in this case data, summarized in my Exhibit 3 to demonstrate that the 

eligible potential users of this subclass are not shrinking, but on the contrary are 

growing. I believe it is time to question the volume measurement systems and to 

insist upon improvements. 

Exhibit 3 

Weekly Newspaper Statistics* 

Year Total Titles Total Circulation 

1960 8,174 20,974,338 
1965 8,061 X,036,03 1 
1970 7,612 27,857,332 
1975 7,612 35,89&409 
1980 7,954 42.347,512 
1985 7,704 48,988,801 
1990 7,550 55,181,047 
1992 7,417 54,746,332 
1993 7,437 56,734,526 
1994 7,716 78,763,120 
1995 8,453 79,668,266 
1996 7,915 8 1,582,795 
*From Facts About Newspapers 19841997, Published by American 
Newqaper Publishers Association/Newspaper Association of America 
from data compiled by NNA. 

IO 
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Also in support of my view, I offer as NNA Exhibit 4, appended to the end of 

this testimony, a copy of a mail use115 survey that was informally undertaken by NNA 

in 1995. This study was never publicly circulated nor even printed in a polished 

format because it was intended primarily as a policy advisory for the NNA Board of 

Directors. It was conducted as a voluntary contribution of Landmark Community 

Newspapers, Inc. 

This study was conducted by mailing survey forms to every NNA member 

newspaper. Results were received at NNA headquarters and at my own offices in 

Shelbyville, KY. By July, 1995, we had received 668 survey responses, of which 639 

were from weeklies; 90 from semi-weeklies and 17 from thrice-weeklies. This 

resgonse’would represent approximately 21 percent of NNA’s weekly newspaper 

members at the time. Responses came from every state except for Rhode Island. 

Circulations represented by these respondents totaled about 72million 

copies. Of this total, approximately 37.5 percent was within the second-class 

mailstream and 22 percent of the total was within county circulation. Because our 

data were derived from a partial census and not by sampling, we did not attempt to 

calculate a confidence level for these data, but from my own experience with our 

member newspapers, I felt reasonably confident that our respondents were typical of 

our total membership. There was no attempt made to skew numbers either to the 

high end or low end by soliciting particular newspapers to answer. If there was a 

skew, it was probably toward newspapers concerned about the future of postal rates 

II 
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or delivery--but since the motivation for joining NNA may largely stem from the same 

concerns, I did not feel that this self-selection would alter our results. 

I used these data to assume that nearly a quarter of our newspapers’ 

circulation was at risk if within county mail were jeopardized. I logically infer that 

these circulation copies are intended for a newspaper’s primary market. (It is 

important to point out as an ancillary remark that a newspaper’s retail zone may well 

embrace a significant outside-the-county pattern since political boundaries and 

markets do not always coincide.) 

When I examine and compare our survey data to the trends in weekly 

newspaper circulation, I find serious questions about the usage of within county mail. 

In examining the growth of weekly newspaper circulation, it is important to 

understand the background of the numbers. NNA has long been the principal source 

of weekly newspaper circulation data for the newspaper industry. Our data have been 

supplied annually to the Newspaper Association of America (formerly American 

Newspaper Publishers Association) for its Facts About Newspapers publication, 

which is the source of the data in Exhibit 3. 

It appears the total circulation data were compiled by NNA in earlier years by 

collecting members’ circulation numbers--upon which annual dues were assessed 

and for which annual updates were thereby required--and by periodically adding 

circulations of non-members’ newspapers. It is unknown to me how the latter 

number was derived in earlier years of reporting, but I assume that in a desire to 

attract new members, NNA periodically updated its non-member database. 

I.? 
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In 1993, shortly after a change in administration at NNA headquarters, a 

vigorous update of this non-member database was undertaken. The additional 

circulations found in this update were striking enough that the association was 

compelled to footnote its data from that date forward. This footnote first appears in 

the Facts About Newspapers booklet in 1993. 

When I examined this circulation data against the within county volume 

numbers supplied by the Postal Service revenue, piece and weight reports (RPW), I 

found that the Postal Service results would indicate fewer than 10 percent of all 

weekly newspapers’ total circulation is found in the within county mailstream. The 

percentage is yet lower if adjustments were made for the usage of that preferred rate 

class by any substantial numbers of city business publications, newsletters, city 

magazines and so forth. The trend for the past decade, if USPS data are accepted, 

has been for circulation to grow by about 67 percent, while the within county volumes 

are less than half of their 1966 levels. 

It is difficult for me to understand why the usage of this subclass would be so 

low, particularly in light of the difficulties of setting up private delivery for a small 

weekly. It raises the inference that the mailing data may be inaccurate. Capturing 

accurate reports of mail volumes for copies scattered among many thousands of 

small, rural post offices may be beyond the abilities of the Postal Service’s RPW 

systems. 

Most weekly newspapers are users of smaller post offices. Within Landmark’s 

own community newspaper universe, for example, 39 out of 40 are entered in post 

offices that are outside major urban postal facilities. 

13 
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NNA has learned in this case that mail volumes are captured both through the 

PERMIT system, which totals mailers’ statements to summarize volume totals, and 

through a comp!ex and almost inexplicable sampling of post offices themselves, from 

which mailers’ statements are then compiled in a census fashion, Tr.9/4351, 4355, 

4359, 4360. We further learn that 44 percent of the mail volume comprising total 

within county mail are counted through this latter system.Tr. 15/7599. We have 

attempted to learn how USPS determines which post offices will be counted through 

PERMIT and which through the sampling system, but the Postal Service appears 

unable to tell us. We have inquired about whether our assumption that the smaller 

post offices are less automated, and whether the rural post offices’ tending to be the 

smaller oftices means the rural mail volumes are more likely to be captured through 

sampling than through the automated PERMIT data, but we have been similarly 

unable to get the Postal Service to validate that assumption. Tr.9/4382. 

We have learned, however, that the sampling system by which these 44% of 

all within county pieces are captured was designed in 1985 and that the system 

design has not been updated. Tr. 15~609-7610. Many changes have occurred 

within the subclass since then, including major changes in eligibility criteria, that 

would unquestionably affect volumes. In addition, some offices that may have been 

part of the sample have been automated. Tr.9/4351. It is not clear how or when or 

even whether those oftices are removed from the sample, nor how new offices may 

be added. 

I then proceed to add the following elements together: Weekly newspaper 

circulations are rising dramatically. According to the Postal Service, the within COUntY 

14 
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mail usage is falling. NNA finds that a substantial portion of its newspaper circulations 

are within county mail products and that the Postal Service’s data would indicate a 

much smaller portion of the universe is in within county. Clearly, there is a serious 

gap between what we believe we know and can reasonably infer about weekly 

newspaper mailing practices and the Postal Service’s results from collating and 

sampling newspaper volumes. 

Is the discrepancy because weekly newspapers are simply abandoning the 

Postal Service--for a variety of possible reasons? Or is it because the Postal 

Service’s measurement systems are inaccurate? 

NNA is unable to answer this question. Besides the fact that the data are 

outside our reach, our previous attempts to match what we know about our members 

against the USPS bata on a post office by post office basis have been stymied by the _ 

Postal Service’s determination not to release data it considers identifiable by mailers. 

Simply stated, the Postal Service refuses to tell us what volumes it handles in each 

post office for this subclass handcuffing us from conducting what limited range of 

analysis we could feasibly undertake. 

However, the answer to this question should be of material interest to the 

Commission as well as to NNA’s newspapers. If mail pieces are under counted, each 

within county newspaper is paying a too-high proportion of shared costs and a price 

reduction is in order. If the system is accurate, the Postal Service is missing a 

substantial amount of volume that it might be carrying, in which case some demand 

sensitivity might be a material inquiry. 
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Because neither NNA nor the Postal Service is able at this point to offer 

volume numbers with a high degree of reliability, I cannot propose a specific 

adjustment in the rates proposed for this subclass. It is within the Postal Rate 

Commission’s discretion to make an adjustment, if it so chooses. However, it is 

unquestionably within the Commission’s power to insist upon better data than we 

now have before granting yet another rate increase. 

At one extreme the Commission could freeze rates at current levels until such 

time as more oftices can be added to the PERMIT system or an updated Domestic 

Probability Subsystem can be devised. In the alternative, the Commission could 

order the Postal Service to update its methodology before the next omnibus case. I 

would point out, however, that the Commission made such a demand in 1994 and we 

are no further along in our confidence levels than we were at that time. There is no 

reason to believe a similar request would be taken more seriously unless a revenue 

consequence is created by the Commission. 

IV. PERIODICALS MAILERS SHOULD RECEIVE NEW WORK-SHARING 
DISCOUNTS FOR DROPSHIPPING AND WALK SEQUENCING 

A. Recognition of drop-shipping discounts within authorized 
exceptional dispatch is long overdue. 

Periodicals mailers are permitted to bypass their entry post offices in some 

limited circumstances with drop-shipped volumes taken to the furthest possible 

downstream point--the delivery office. The Domestic Mail Manual authorizes such 

downstream drops for service purposes. Domestic Mail Manual 210.3.1 This method 

is used by many small newspapers to get timely delivery in pans of their counties not 
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served by direct transportation from the entry post office, and in parts of adjoining 

counties that are a part of the circulation territory where the mail must first travel to an 

SCF before returning to the area. 

NNA Witness Speights details a typical circumstance under which a 

Periodicals mailer would take advantage of such an opportunity. See, NNA T-2 pages 

7-8. These are short-haul drops that would ordinarily be unnecessary in a system in 

which mail unfailingly traveled the shortest possible distance between Point A and 

Point B, but in the modern postal system of sorting hubs and post-reclassification 

transportation schemes, is an increasingly unlikely scenario. 

At one time, it appeared newspaper mailers would be able to claim DU-entry 

rates for this mail. But under current DMM rules, newspaper mailers must undergo. 

the complex procedures.for Plant-Verified Drop Shipment and/or additional entry ~. 

applications and procedures in order to receive these rates. The Postal Service 

confirmed in this case that the DDU discount is not available. Tr.1014905.. 

The need for such short haul drops is particularly acute in rural areas, 

precisely because the SCF to which the entered mail must be directed may take a 

newspaper bundle hundreds of miles out of its way. As in witness Speights’ case, the 

intended destination may be well within a newspaper’s retail market--but a publisher 

whose advertisers hope to attract the readers in that destination will be c$sappointed 

if the bundle is delayed even an extra day in the SCF. A day’s delay will be enough 

to jeopardize the special promotion, the coupon response time, the auction Sale 

22 announcement or the school talent show’s audience. For that reason, editors and 

17 
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directly to the small town offices within the market. 

This diversion from the usual SCF path creates a savings for the Postal 

Service that at least equates to avoided transportation costs. In addition, it avoids 

additional sack sortation and possibly opening unit activity. 

Were community newspapers larger operations, they might benefit from the 

flexibilities offered by the additional entry system. Used by larger publications, the 

additional entry basically captures the benefits of avoided transportation costs and 

recognizes the publisher’s contributions even if they are made primarily for improved 

service. However, an additional entry requires tiling of separate postage statements, 

setting up and maintaining additional postage accounts and administering a more 

complex system within the newspaper. 

For a community newspaper, the additional headaches involvedjn keeping 

postage deposits at several offices and in filing additional mailers’ statements for 

relatively small quantities of mail are sufficient deterrents to requesting additional 

entries. Virtually all will forego the postage savings and will continue to do the drop 

shipment hauling anyway. Looking at the 12-hour day witness Speights endures 

each week while she transports her copies to New Hebron, I can appreciate that 

adding another hour to deposit postage and fill out a PS-3541 form would be adding 

insult to injury. 

The burdens upon the Postal Service for granting a discount in these narrow 

instances would be negligible, Under present circumstances, the drop shipped mail 

is accepted at a nearby office and the postage account in the newspaper’s OfliCe of 
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entry is debited for the copies, Granting a new discount would not change that 

practice. Periodic audits of the newspaper’s mail would capture any persistent errors 

in the calcuiations as they are designed to do now with the variety of discounts 

available within Periodicals class. Finally, because exceptional dispatch is 

authorized only for short-haul drops, larger publications would have little incentive to 

develop a private hauler system beyond the additional entry offices that they use now 

unless they had significant volumes that would outweigh the costs of developing a 

contractor network to serve multiple destinations--or unless they had a chronic 

service problem that could be addressed through exceptional dispatch. In my view, 

the circumstances under which exceptional dispatch is used are unique to time- 

sensitive local publications. A discount for avoided transportation costs, at a 

minimum, would compensate newspapers like The Prenfiss Headlight that have been 

unintended victims of changes in mail processing systems design. 

I propose that the Commission extend the delivery unit rate in both within 

county and regular rate periodicals schedules, to recognize drop shipping by 

Periodicals on short hauls within the exceptional dispatch scenario--that is, in 

circumstances where the original entry and the exceptional dispatch destination are 

within a short distance of one another. Since Periodicals mail is verified only 

annually, there should be no need verify each issue requiring by additional entry, 

20 especially when quantities are virtually the same in every mailing 

19 
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B. The Postal Service’s arbitrary threshold of 125 pieces for high density walk 
sequencing discounts discriminates against rural Periodicals mailers. 

NNA in Gocket No. MC95-1 presented a request to the Commission for 

reconsideration of the 125 piece threshold requirement for high density discounts in 

Periodicals class. NNA presented its concern in the context of the administration of 

box sections, The problems with high density discounts appear also in rural routes, 

where total household counts create unrealistically high subscriber penetration 

requirements for a newspaper to achieve if it wishes to be credited with its walk 

sequencing work. 

In my experience, I believe community newspapers have been among the 

leaders in presorting. Because of the essential need for timeliness in delivery, 

newspaper publishers have for many years taken extra measures to present their 

mail in the most easily-delivered packaging and sequencing, and to prepare our 

pieces in the most efficient way possible in light of newspapers’ inherent 

characteristics. 

To some extent, the nature of a newspaper limits further steps in that direction. 

For example, products printed on newsprint are of a different stiffness and shape 

than, for example, the letter-sized pieces that have driven automation. The nature of 

the advertising marketing has meant that newspapers must adapt to demands of 

advertisers for pre-printed pieces, which in turn has led to a protracted e,xamination of 

supplement rules within the Postal Service. 

The nature of newspaper circulation is the limitation upon us when we address 

the requirements for high density mailings. To wit: a newspaper must have an 

20 



14762 

1 

2 

3 

4 

5 

6 

7 

a 

9 

IO 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

extraordinarily high penetration in its markets to receive compensation for the walk 

sequencing that must be done for consistent and timely delivery, 

For some community newspapers, these high penetrations are not a problem. 

As I move around the industry, I am struck by the reader loyalty attached to many of 

our small-town newspapers. For some of them, a readership penetration in the 70th 

or 60th percentile is not unusual. However, for others--particularly those publishing in 

suburbs or exurban settings where a plethora of media are vying for readers’ 

attention-the penetrations are lower. 

Against the 125 piece walk sequencing requirements, however, both types of 

newspapers are at a disadvantage. 

In the rural settings, a 125 piece requirement laid upon a 150 address route 

requires an 63 percent market penetration, an extraordinarily high figure for a 

newspaper. In an exurb outlying an urban area, a motor route may have 300 stops, 

of which the small newspaper may have 120 pieces or a very respectable 40% 

penetration--and still not receive the discount, despite the preparation done by the 

mailer. 

The arbitrariness of the 125 piece requirement has been a matter begging the 

Commission’s attention for the beginning. The origin of the high density mailing 

requirement is well set out in the Commission’s decision in Docket MC95-1, but that 

explication overlooks the fact that this requirement was backloaded into the DMCS 

requirements for Periodicals after NNA requested equal treatment for periodicals and 

advertising mail. Because no record was developed on the “fit” between the nature 
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of Periodicals mail and the high density requirement, the Commission has never 

squarely addressed the question of the optimal cut-off for high density. 

NNA believes that walk sequenced mail, regardless of its so-called penetration 

within a route, saves the Postal Service time at the carrier case. If a !25 piece 

mailing presented in walk sequencing order for a 425 address route represents a 

cost savings, a 120 piece mailing presented on a 200 address route must represent 

at least as great a savings, if not more. 

To offer some examples from within LCNI, I underline the arbitrariness of this 

rule. Each of these newspapers is on file as NNA Library Reference 2. Our La&e 

County Herald News in Hodginville KY, serves 25% of the subscribers (or 101 

pieces) on City Route I, which has 407 addresses. It would be difficult to add 24 

more subscribers in that market, but the Postal Service can benefit from our walk 

sequencing anyway. 

Our Red’Oak (IA) Express has a 55% penetration on its rural route 3, but still 

only 122 copies for 213 addresses. Another rural route in that same county has 217 

patrons on the route and 119 subscribers. Close, but still no cigar. And yet in every 

instance, the Postal Service can save casing costs because of the work we do for 

service. 

As the Commission correctly pointed out in its decision in MC951, the data 

required for a rational threshold are in the possession of USPS or at least in its 

potential possession. I am unaware of any costing studies that have been conducted 

22 that test other piece-per-route relationships other than the 125 piece rule, which 1 
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believe has been set only because that is the cutoff which the Postal Service chose 

to examine. 

A rational change in the high density requirements would tie the minimum 

number of pieces to the number of stops on a route. NNA proposed the following 

change in the OMCS in MC95-1: 

“Second-class pieces presented in mailings which are walk sequenced and 

contain a minimum of 125 pieces or 25 percent of the addresses (whichever is fewer) 

per carrier route and which meet the preparation requirements prescribed by the 

Postal Service are eligible for the applicable discount set forth in Rate Schedules 

200, 201, 202 and 203.” 

Adopting such language in this docket would require r&regulating the high 

density requirements, in a,sense, because the Postal Service presently has the 

discretion to set the density requirement through the Domestic Mail Manual. It has 

declined to formally address this problem since NNA raised it in Docket MC951. The 

Postal Service appears determined to maintain the arbitrary 125 piece threshold. 

All postal ellglblllty rules create a discriminatory effect in a sense, by creating a 

field of haves and have nots. It is in the nature of classification to create such effects. 

However, it is the responsibility of the Commission to ensure that the discriminatory 

effects created are rational and justified under the criteria of 39 USC Section 3622. 

The high density requirement is a prime example of a discrimination that is not 

justifiable, but is rather an outgrowth of the way the various discounts have been 

developed over the years. I see no rationale that would justify a higher rate for our 

small newspapers with a high density per route than for our larger members with a 
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lower density per route--simply because one route happens to be smaller than the 

other. Saving the carrier a significant amount of casing time is worth recognizing. 

I urge the Commission, therefore, to adopt the language proposed by NNA in 

Docket MC95-1. 

V. NNA JOINS ITS COLLEAGUES IN THE LARGER PERIODICALS INDUSTRIES 
IN EXPRESSING CONCERN ABOUT MAIL PROCESSING COSTS AND 

AUTOMATION REFUGEES 

NNA is a partner of a larger effort in this case to demonstrate to the 

Commission the need for attention to the Periodicals class in general. 

I associate myself with the testimony of Chris Little, appearing on behalf of 

Magazine Publishers of America and other periodicals parties, and Keith Crain, 

testifying on behalf of American Business Press and other periodicals parties. .I 

would also like to state my personal belief that the testimony of Time Warner witness 

Halstein Stralberg demands the Commission’s urgent attention. Newspapers, like 

other periodicals, are suffering from the unintended consequences of the Postal 

Service’s automation plans and schedules and its inflexible workforce. 

In addition to the problems raised by Little, Stralberg and others in the 

Periodicals class, NNA has long expressed concerns about the IOCS tallies of within 

county newspapers. These problems may be masked by the proposed new mail 

processing costing methodology. I do not propose a change in the methodology at 

this time, other than the one proposed by witness Stralberg, but I wish to remind the 

Commission that our issue may require attention in future cases once the larger 

concern with the application of MODS to Cost Segment 3 is resolved. 

24 
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CONCLUSION 

The post office and the community newspaper are historic partners. But like 

many familiar old relationships, this one suffers at times from neglect as the Postal 

Service pursues fashionable new partners. The current problem in the high density 

walk sequencing requirements, developed for the Postal Service’s advertising mail 

customers, and only reluctantly extended to newspapers provides an excellent 

illustration of a chronic problem. 

The Postal Service has neglected newspapers in service. It has overlooked 

the need to update its data collection systems. It has inadvertently required us to 

develop new drop shipping patterns to solve service problems created by the new 

ADC sorting requirements. And it has denied the value of our walk sequencing 

contributions by setting an arbitrary eligibility threshold. 

I urge the Commission to attend to these concerns in this docket and to 

require the Postal Service to reexamine its costing methodology, rates and service to 

community newspapers. This historic partnership cannot be permitted to dwindle 

away while the Postal Service inches ever more towards a corporate identity. 

25 
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Lose.” Periodicals denied the 
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and the Postal Service loses its 
highest Periodicals piece rate 
(plus pound rate) postage. 

NNA Is also talking to offi- 
cials at multiple levels througQ 
itscontaNonUleMailer’sTech- 
nical Advisory Committeeabout 
the bl.county requirement for 
CASScertiflcatian,passibleOct. 
6. but indispu,tebothIramlegal 
and policy standpcints. (CASS 

standsforCodingAccuracySup 
port System, and the certficz- 
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matches the addresses on your 
list to the national database.) 
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cd service pmbletis because 0 
new sortinS/sackin% rules 
problems caused by inau. _ 
list CASS pracesrtnS. 

nfax Heath is chairman of tk, 
NNA portal Committee. and on, 
o/lwo~~Arepresenroliuesonih’ 
jainl USPSindusrry Mailers 
Technical Advisory Co~illee 
He tr a vice president OfIand 
mark Community Newrpaperr 
Inc.. Box 549. Skelbyuilll, K. 
40066. 
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Poor USPS Periodicals delivery 
It’s driving off newspaper subscribers, could cut volume and increase rates prematurely 
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is P cruel joke. 

l”“lllS 1” try I” WC,> BBCKJ 

Servicedec,ined ,ar,Ju,y 

moving thruugh the sys,cm 
lo 3. or Sdigi, olTiccs belore 
sming. the slowdowns re- 
portcdrccenttYinclu‘lec”e” 

whcncli~llin3,ionaftt,cSCF 

Sdigit mail thu is delayed 
unreasonably. and nan.dclivcrY. 

(Sccliunal CunkI’ Facility) 
s0,13*i0,, CilllSCtl cotIJidcr- 
able mail ro revvrl to AOCs 
(AreuDistrib~,io~~Cm,e~s). 
While some newspapcrr “SC 
ihc NNh-63ined uxemplion 
IO six-piece sacking ~mini. I 

country. For newspaper 
mailers. the word “Service” 

I 

bp 
cry. Chairman Turso del 
Junco polnlrd out what mail- 

% 
ersalreadYknow:thereare”sermusprob~ 
lemr” with delivery. and the percentage 

plying hca, aP~“t poor (lcllv- 

c- olmait being delayed is “humongous.” 
NationalNewapaperAssociationmem. 

bcrs havercporleda “orscntng~lo~t-of- 
county mail delivery. espcctally in the 
Mldwcs,. Many subscribers are cancel- 
tngthetrsubscriptions,corttngihencws~ 
paper revenue and reader loyalty (the 
ltfctime value of that subscriber). The 
pon,a* Se,“,ce loser 21.30 cents or more 
per copy. Falling volume also shins the 
cost ol handling Periodicals mail on,0 a 
dccttning base. thereby forctng~c~c” 
higher fulure postage rates than other. 
wtsc would be required. 

In a fair world. postal cost studier 
wouldnolrhowhighcrcostsforhandllng 
Pcr,odtcalsmall.sincethePoslalSewlce 
is not applying ,he manpower to keep 1, 
movtng. II mailers pald for service re. 
cctvcd. rather !han c&s In the system. 

It is c/ear that eifher by default 
or on purpose, the Postal Service 
no longer cares whether unbound 
Periodicals are delivered on a 

mail.Notso. thoughtheyaredcba,able. 
Virginia Ramos. director, Markcling 
and Communlcatians. Tampa. FAXED 
hlrrkMcDonaldoftheL(oonc(in,News- 

days1,4~;sixdayr,.800;andrevcndays 
more than 1.800 miles. 

t,epublicanthatther,andardswcreone 
day up to 150 miles; two days up 10 300; 
threedavsur,,oM10:Iourdavs,.000:~ive 

Ram&form letter 10 McDonald also 
said: “In order to ensure that your us. 
Imnws. who now reside in Florida ei. 
iher permane”tly. or as se3s”nilI rcsi- 
dents. receive the Level 01 service Lhc, 
cx~ectontheirhome,ownpubttca,tons. 
Iw~~ldliketo~~ggcs,tha,Youcunrider 
using Firs, Class mnil when mailing .~ . . ..~~~. ga,,,oex,,erlcllccuel,“eryare,g”r,anlne 

days alter publication this spring. 

timely basis across this country 
For newspaper mailers, the word 
‘&mice’ is ;I cruel joke. 

. Donnn Carman al Carey County 
Ncwri~~t.i~~~Y.KY,reporta,ha,lndiana 
subscribcrr whu used 10 ge, the Wcdncr. 
,,3y “wkly 111, Sal”rday or Monday. be. ..~ ..~. 10 ,ncse parucu,ar c”slm,,crs.‘~ 

NNA wilt be demanding to know 
whether this outrageous idea is en. 
dorsed by postal managemen, at the 
June tlmeetingoftheMailers’Technt. 
cal Advtsory Commt,,ee. 

Examples: 
l ByronMcNuttafVilasCountyNewn. 

Rcvtcw in Eagle River. WI. has Milwau. 
kce subscribers who don’, ge, the paper 
for five 10 seven days. Chicago rubscrib. 
ers. seven to IO days, and Florida sub. 
scribersuplotwotothreeweeks.McNutt 
wrote. “Milwaukee Is a disaster area. If 
,henewspapcrsmnke i,throughMilwau- 
kee. they come to a dead stop in Dedford 
Park. IL. Bath readily admit they have 
seriouslmajorproblems,butcan’,doan~ 
lhlng about it un,il Washinglo” aulho- 
rtzes thechanges In February all 1,tM) 
cOPtesmaUedtoMilwaukecnevershowed 
UP “ever We would be embarrassed 
IO ask our subrcrtbers (out.ol.s,a,e) for a 
rate Increase. WC have to*, n”merOUS 
subscriberrover the years becase ofthe 
one to three week delays.” 

~FrankHearingofthePe,crsburg~IN) 
Press.Dirpa,ch reported stmtlar prob. 
tems.The delays coincided wi,h a cut in 
air transpartntixa into lndianapotis that 
coxed heavy lruck volumes ,n,o Ihe pro- 
~e~~ingptan,,herc.Dutofficialstn Wash- 
ington and Indianapolis deny any con. 
nection. 

Carman received angry letters from 
Cincinnati subscribers whose mail is 
sorted to Ihc carrier route, requiring no 
handling anywhere en.route. threalen- 
ing to not renew over late delivery. En- 
lered on Wednesday. the papers aren’t 
dctivcredthrecdayslaterwithtnzones 1. 
2. about 150 miles away. 

n Patsy Speights ofThe Prentiss (MS) 
Hcadtightreportsa longaimesubscriber 
in Kettering. OH, wilh seven to 10 day 
dellvery suddenly not receiving any 
March issues as of April 7. 

Other complain,s have come about 
processing hubs InTulsa. RoyalOak. Ml, 
and North Carolina. 

Some pos,at personnel say there arc 
no dellvery standards for Periodicals 

NNA has a meeting se, wtth a staff 
memberofCustomerServlce,ha,day. 
Brian Harrts of the Postal Opcratlons 
Customer Service Center has a,- 
tempted togetattcnt;u.l ioramcof,he 
above complaints. wlth smne initial 
signs of success In Milwaukee. 111,. 
nots Press Association has me, with 
Operations speclalisls aboul service 
lnthatstate.AndtheCreatLakesarea 
has formed a Periodicals service re. 
v,ewteam to workonproblems inZIPs 
613 and 604. Call (6301 S39.SggS for In. 
mmat,on. 

NNA wants ,o hear further dellvery 
complalntsirom members. as wc work 
to resolve problems. Send to Senny 
Boane a, NNA. or 10 me. 

M~xHe~rhlscholrmlrnof:hoNNAPDrtal 
Commirrcc. Secpagr Z/or more informa. 
HO”. 



[?lblishers’ Auxiliary, June 30,197 _.-. 
NNA Postal Committee works 
m Periodicals delivery woes 

In this column last month about Peri. 
odicals delivery going from bad to worse. 
I told you of a planned June 11 meeting at 
Postal Service headquarters on behalfof 
yo~,,heNationalNewspaperAssoCl~tiO~ 
membership vlctimlzed by slower dellv- 
ery. Your NNA Postal Committee was 
represented by Bill Sims. circulation di. 
rector of Chesapeake Publishing In 
Elkton. MD; Senny Boone, NNA’s direc. 
tar of government relations; and myself. 

WewerejoinedbyCharlesPace,acon. 
sultantwithadistingulshedcareerwork. 
ing for the Wall Street Journal. 
Newsweek. and the Postal Service. He 
headed the Periodicals Subcommittee of 
the Postmaster Gene&J’s Mailers’ Tech. 
nical Advisory Council (MTAC) (where 
Sims and I represent your interests four 
times a year) for 12 years. and represents 
theAgriculturalPublishers’ Association 
on MTAC. He has been most helpful as a” 
NNA ally on behalf of unbound Periodi. 
ca1s. 

iVe met with the Postal 
Service’s Jay Freitas. maw 
ager.BusinessPartnersCus- 
tomer Relations. and Ron 
Porter. in.PlantOperations. 
vho also has a background 
ndistributiannetworks.We 

spent 1.1/z hours laying out 
member concerns, giving 
them reportsfrommembers 
mentioned in last month’s 
columnandgettingfeedback 
from them. 

Freitas said they need to 
look at regional problems 
and sysLem changes rather 
th~njustfirenghting,which 
m~kessense.Heexpresseda 
Postal Service desire to”test some fiXeS. 
andrep,ic~tes”ccesseselsewhere.“NNA 
will be provided with an updated list of 
nelworkcoordinatorsforPeriodicalsser- 
vice. He admitted the Postal Service was 
used to handling large bulk quantities 
and sometimes failed to handle smaller 
volumes as well. 

Porterfeels hemay be able tohelp.but 

F ‘OSlAL TIPS 
B y hlax Healh 

ated work group of the Periodicals Sub 
committeeofMTACtofurtherengagethe 
Postal Service on delivery problems. We 
gotreportsontwohotspots.SouthSubur. 
ban. II,, area code (604). at Forest Park 
was said to have staffing problems (no 
kidding!) and apparently needs to add 
staff to deal with its volume. Royal Oak, 
MI. has seven processing plants (some 
areannexes)servingafast.growingarea. 
and can’t handle the volume. The Postal 
ServkeBoardofCovernorsw~beasked 
to approve a new plant. 

Discussions and research continue an 
restoration of the SCF (Sectional Center 
FacUity)rortationforPeriodicals.theloss 
ofwhichhashurt servicesince July 1996. 

Newspaper automation rate5 
expected in March 1998 

wanted to analyze data from Wisconsin 
and Kentucky publications I provided as 
typical of NNA member problems. He in- 
dicated that each of the IO area oITces is 
now more directly responsible for their 
operation. and promised NNA would get 
advice on where to take problems within 
each area. 

\yhil? nothing has been resolved. we 
t?.mk ::::.A has the ear of officials who 
u:il IT: !o get some improvements in the 
teiivery ofunbound Periodicals. Letters 
,‘ve received in support of last month’s 
column indicate that problems continue 
to be severe. 

Sims and I signed on to a newly-cre. 

One piece of good news. 
which could improve dellv. 
erytimer~hilelowerlngthe 
piece rates paid by newspa. 
pers. was announced at 
MTAC. Automation rates, 
unavailable to niost news. 
papers other than quarter. 
folded, singlesection ones. 
are promised effective 
March 1998. 

The’reason is that the 
first 102 or more of the new 
FSM.lOOO flat-sorting ma- 
chines still being deployed 
in processing plants will be 
fitted with wide-area 
barcode readers. Fifty-five 
such machines are already 
installed. and a request is in 

for 240 more. bringing the eventual total 
to 342. The new machines. which pull 
papers along with a series of belts, allow 
processing of more flexible pieces. even 
with loose parts. That was impossible on 
the existing FSM-881 machines. which 
will still be used for processing envelope 
“flats” and magazines. 

Itisestimatedthat95percentofaUflat 
mail will thenbemachineable.Andmov. 
ing most newspapers from manual 
sortation to machine should speed the 
time spent inside a processing plant. 

Uyoulookatyour354l.RPostageStatP 
ment. you will see the prospective rates 
at out.of.county lines 19 and 21. Automa. 
tion Flals. You will see that the rates are 
12 percent lower at the Basic rate. from 
24.otozo.9cents,a3.tcentsavings;and13 
percent less at the 3/S rate. from 20.2 to 
17.5 cenb. down by 2.7 cents. (The dis. 
count is only available to nonarrier- 
route sorted mail, which gets lower rates 

Turn LO POSTAL, Page 19 

because It Is presorted. usually in deli”. 
cry order. for the carrier.) 

Thenewdiscounts,UeffectIveinMarch 
as announced, will mitigate the increase 
expected from a reg?.Uar rate case which 
could be effective as early as next sum. 
mer. 

NNA will Inform members of steps to 
be taken to qualify for these rates as the 
date approaches. An accurate barcode 
mustbeprintedonthelabelofeachpiece. 
But the biggest hurdle In the past has 
been machineability. There is now light 
at the end of that tunnel! 

Page 5 



Riblirhn’ Audliarl. December 15. 1997 

No end in sight to postal deliverv Droblems r 
J 1 

B asedonreports to the NationalNews 
paper Association’s Postal Commit- 
tee the last few months, overall Peri. 

odicals’delivery has not made any appre. 
ciable improvement. Since we last re- 
portedtoyou,Ihavepersonallyspentmore 
time on delivery problems than at any 
timeinmy”postallife”ofnearly 15years. 

Hoosier State Press Assocaition had a 
meeting Nov. 17 with Indianapolis USPS 
o~~cialswhosaid.“Weknowaehavepra~ 
lams.” and wel- 
comed HSPA as. 
sistance in im- 
provements. An 
HSPA survey 
hadshownaver. 
age delivery 
timeofninedays 
iorout-of.county 
newspapers, 
with 57 percent 

I 

‘OSTAL TIPS 
ly Max Heati 

iivery.” 
IUinais Press 

Association 
(IPA) scheduled y 
ameetingDec.12 
with Tow Dobush of the Postal Service 
Great Lakes Area Operations. Beth 
Bennett of IPA said members faced con. 
tinuing frustrations with law delivery. 
especially in northern Illinois. 

Berh spake for many community pub- 
lishers ,&hen she expressed their frustra. 
tions with the expense ofcomplying with 
CASS and PAVExertification require. 
ments during the past 18 months. only to 
be rewarded with worse delivery rather 
than improved service as promised. 

Xorth Carolina Press Association 
,SCPA)contacted NN.A which helpedset 
up 3 neetmg later this year ,%ith Creens- 
bsJm .IDC >lail Processmg &lanagcr Nick 
H:w!dl and h& Raleigh plant manager. 
Sa,m? of the reports gathered by Teri 
S.7~~1~. NCP.4 manager. with my com- 
ments added in italics: 

JasonSchneider,associateeditorofThe 
Denton Orator, said “we have been told 
thatnewspapersaretossedtothesideand 
arelastqnthelistofpriorities,eventhough 
labeled as time.dated material. Many of 
our subscrtbers have tL>,ld us their papers 
ar:i’:e i~venl d~::s ,c’.-c:n w:+ks) late. and 
they often rece!v4 wveral ,ssues at one 
time. somemms da:ing back more than a 
month.” Thai lcsr wuznce certainly con- 
firms thefirst. Jason! 

Kathy.Hooper, circulation manager Of 
The ‘Ransylvania Times. reported “Pa- 
pers miraculously arrive on time while 
the Publication Watch is on, then go back 
to the hitand.mlss delivery of before.” 
sure makes us wonder why postal p[antr 
can’t just process the mail timely all the 
time, notjusf when ‘*watched.” 

Why Is all this happening) 

1. Total mall volume in the Postal 
Serviceisatrecardhighs,alongwithprof~ 
its. Many processing plants Simply Can- 
not handle the volume. New.largerplants 
need to be built in many cities. For in. 
stance, Indianapolis. cuGntly one ofthe 
slowest ADCs in the n&on: sorts mail in 
four annexes in addition to its downtown 
plant. Denise Hawkins, quality improve- 
ment specialist. has assured NNA they 
are tryingtaconsolidateallPeriodicalsin 
themainbuilding.Cincinnati,alon~time 
under-peiformer. is worse than ever. 

2. COST controls by upper manage- 
mentatthePostalServicepreventPrOPer 
xaffttg to handle the workload. While 

casuals are added at Christmas and dur- 
lng the UPS strike. the fact remains that 
some plants are understaffed relative t.0 
mail volume. 

Postal managers can get in lots of 
trouble with autocratic upper manage. 
ment for violating work hour plans set in 
the 10 area &ices or postal headquarters. 
offenwithlittleornoinputfromthepeople 
affected. (November Congressional testi. 
many confirms this.) 

3. The change to Area Distribution 
center processing in July 1996, and the 
end of Sectional Center Facility process. 
ing. The 96 ADC facilities are inundated 
with mail, while SCFs, ckiser to the ac- 
tion,must sendPeriadicalsupstream into 
the ADC mess. when they could work it 
faster. 

4.LackoPm~agementcommitm~. 
totimelyprocesslngorPeriodi~.When 
yauboileverythingelsedown,itallcomes 
back to this. From PMG ~Marvin Runyon 
down. newspapers get a lot more lip ser. 
vicethantheydoreal improvement.Man- 
ager W-he bonUSeS are based ONLY on 
First Class overnight scores. What mes. 
sage does that send? 

What Is NNA doing? 

Yourrepresentativesonthepostal~er- 
viceMailersTechnicalAdvisory Commit- 
tee, Bill Sims and I, participate on a Peri- 
odicalsDeliveryWorkingGroupofh%TAC. 
It is a long-range process. If management 
commitmentdoesnotresult,allourtweak- 
ing will be for naught. Rut we wonlt give 

UP. We alsodiscuss delivery issues al eacl 
of the four regular MTAC meetings. 

Senny Boone at NNA. Sims and I ca8 
advise members and associations o’ 
people to cpntact and steps to take to he1 
solve specific problems. 

What else can be done? 

Contact ADC processing personnel d 
rectly with your complaints. 1 have ha 
s~mesuccess talkingto”quaIity improvr 
ment specialists” at ADCs in Louisville 
Indianapolisand Nashville. Contact you 
local post office for its ADC number. 

Max Heath is chairman oJthe NNA Postr 
Commitlee. For contact informalion, SL 
page 27. 
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Ai 
AL 
AR 
AZ 
CA 
co 
CT 
DE 
FL 
CA 

GUAti 
HI 
IA 
ID 
IL 
1N 
x9 
KY 
LA 
P.. 
MD 
ME 
MI 
MN 
MO 
F!S 
.x7 
NC 
ND 
NE 
NH 
NJ 
NM 
?r” 
NY 
0: 
OK 
oa 
PA 
SC 
SD 
TN 
i’x 
UT 
VA 
VT 
VA 
WI 
WV 
WY 

24 
20 

0 
2 
0 

18 
I 
1 

35 
9 

26 
23 
25 
22 

6 
70 
17 

7 
17 
40 
30 

e 
5 

20 
14 
27 

3 
29 

6 
3 

31 
21 
19 
17 
27 

8 
18 
17 
30 

5 
23 

3 
18 
46 

NXA WRYLY by ?REQUEH Y 
Weekly ! 69 

Somiueakly 90 
Triweck:y 17 

Daily 122 

$3- 

?age 1 
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BEFORE THE 
POSTAL RATE COMMISSION ‘-: 2 : If : ‘:: 

WASHINGTON, D C 20268-0001 ‘#I’ . . 

POSTAL RATE AND FEE CHANGES, 1997 ) Docket No. R97-1 

NOTICE OF FILING OF ERRATUM TO TESTIMONY OF NNA WITNESS 
MAX HEATH 

It has come to the attention of NNA that through clerical error, a mistake 

i? appears on lines 8-9 of page of the testimony of Max Heath, NNA T-l. The 

sentence should read: “I found that the Postal Service results would indicate 

that only about 20 percent of all weekly newspapers total circulation is found 

in the within county mailstream.” 

Respectfully Submitted, 

NATIONAL NEWSPAPER ASSOCIATION 

CERTIFICATE OF SERVICE 
I hereby certify that I have on this day served the foregoing document upon all 
participants of record in this proceeding in accordance with section 12 of the 
Rules of Practice. 
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CHAIRMAN GLEIMAN: Mr. Heath, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

THE WITNESS: Yes, I have, Mr. Chairman. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, they would. 

CHAIRMAN GLEIMAN: That being the case, I'm going 

to provide two copies of the designated written 

cross-examination of Witness Heath to the reporter and 

direct that it be accepted into evidence and transcribed 

into the record at this point. 

[Designation of Written 

Cross-Examination of Max Heath, 

NNA-T-l, was received in evidence 

and transcribed into the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 1997 Docket No. R97-1 

DESIGNATION OF WRITTEN CROSS-EXAMINATION 
OF NATIONAL NEWSPAPER ASSOCIATION 

WITNESS MAX HEATH 
(NNA-Tl) 

m 

United States Postal Service 

lnterroqatories 

USPSINNA-Tl-1-56 

Respectfully submitted, 

M&g&et P. Crenshaw 
Secretary 
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USPSINNA-Tl-1 
USPSINNA-Tl-2 
USPSINNA-Tl-3 
USPSINNA-T1-4 
USPSINNA-Tl-5 
USPSINNA-Tl-6 
USPSINNA-Tl-7 
USPSINNA-Tl-8 
USPSINNA-Tl-9 
USPSINNA-Tl-10 
USPSINNA-Tl-11 
USPSINNA-Tl-12 
USPSINNA-Tl-13 
USPSINNA-Tl-14 
USPSINNA-Tl-15 
USPSINNA-Ti-16 
USPSINNA-Tl-17 
USPSINNA-Tl-16 
USPSINNA-Tl-19 
USPS/NNA-Tl-20 
USPSINNA-Tl-21 
USPSINNA-Tl-22 
USPSINNA-Tl-23 
USPSINNA-Tl-24 
USPSINNA-Tl-25 
USPSINNA-Tl-26 

INTERROGATORY RESPONSES OF 
NATIONAL NEWSPAPER ASSOCIATION 

WITNESS MAX HEATH (Tl) 
DESIGNATED AS WRllTEN CROSS-EXAMINATION 

Desianatinp Parties: 

USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 



,, ,,,,,:,.:,: 

14787 

lnterrosatow: 

USPSINNA-Ti-27 

USPSINNA-TI-28 

USPSINNA-TI-29 

USPSINNA-Tl-30 

USPSINNA-Tl-31 

USPSINNA-Tl-32 

USPSINNA-Tl-33 

USPSINNA-Tl-34 

USPSINNA-Tl-35 

USPWNNA-Tl-36 

USPSINNA-Tl-37 

USPSINNA-Tl-38 

USPSINNA-Tl-39 

USPSINNA-T140 

USPSINNA-Tl41 

USPSINNA-T142 

USPSINNA-Tl-43 

USPSINNA-T144 

USPSINNA-T145 

USPSINNA-T146 

USPSINNA-T147 

USPSINNA-T14a 

USPSINNA-T149 

USPSINNA-Tl-50 

USPSINNA-Tl-51 

USPSINNA-Ti-52 

USPSINNA-Tl-53 

USPSINNA-Tl-54 

USPSINNA-Tl-55 

USPSINNA-Tl-56 

Desiqnatina Parties: 

USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
USPS 
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USPSINNA-Tl-1. What is your background in the field of statistics? Please 

specify any training or courses you have completed in this area. 

RESPONSE. 

I am not a statistician. My background is in circulation and editorial 

management of newspapen. 

. 

I 



--- 
-- 
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USPSINNA-Tl-2. At page 2, lines 1819 of your testimony, you state that NNA 

has a “membership o nearly 4,000 tiles. What is NNA’s membership in terms of 

number of publishers? 

RESPONSE. 

One thousand, nine hundred and twenty-fwe (1,925) as of Feb. 3. 1998, 
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USPSMJA-Tl-3. How do you define a “typical NNA member newspaper.’ as YOU 

use the phrase on page 3, lines 2-3, of your testimony, given the wide variety in 

your membership’s publication characteristics? 

a. 

b. 

How many of your member publications fit within your definition of 

the “typical NNA member newspaper?” 

Please provide all calculations and assumptions used in producing 

the number you provided in subpart a. 

RESPONSE: A typical NNA member newspaper is a weekly newspaper with a 

circulation between 1,000 and 5,000. A list of numbers of titles within NNA 

membership, ranked by circulation size, is attached as Attachment 1. 

a. Approximately 1,847. 

b. The list attached will explain how I arrived at this number. To derive 

the list, I asked the NNA database administrator to sort the 

newspapers by circulation size. 



,, 
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USPS/NNA-Tl4. At page,& lines 3-4, of your testimony, you state that daily 

newspapers r&y upon the Postal Service’s Periodicals delivery for ‘subscribers in 

outer markets or in distant cities.” 

a. 

b. 

C. 

d. 

e. 

f. 

Please define the terms “outer markets’ and “distant cities” as you 

use them in this portion of your testimony. 

For the base year in this proceeding, please provide an estimate of 

the daily newspaper volume sent to ‘outer markets’ and “distant 

cities,” as you define these areas in part a. 

or the base year in this proceeding, please provide an estimate of 

the daily newspaper volume sent to “outer markets” and “distant 

cities” that is sent as Periodicals class. 

For the base year in this proceeding, please explain how you derive 

the estimated volumes you provide in subparts a. and b., and 

provide associated formulas. 

For the base year in this proceeding, please provide a plus/minus 1 

estimated standard error of the estimated proportion of the volume 

figure you provide in subpart c. to the volume figure you provide in 

subpart b. 

If you cannot provide a response to any of the above subparts, 

please explain why you cannot. 
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14792 

RESPONSE. 

a. 

b. 

C. 

d. 

e. 

f. 

I consider “outer markets” to be the retail trade zone or the area 

from which a local business might derive customers. For postal 

purposes, this would be roughly equivalent to an SCF zone. For 

“distant cities” I mean the cities outside this retail trade zone. 

I do not have information on this amount of this volume, but in my 

experience, this volume would equate to less than 10 percent of 

circulation for most daily newspapers. 

See my response to b. I cannot quantify the mail within this class of 

newspaper subscriber, but in my experience, most if not all of those 

copies would be sent through Periodicals,class mail. 

See my response to b. 

See my response to b. 

My information derives from NNA member records. The association 

does not track member mail usage on a per-member basis. 

L 
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USPSiNNA-Tl-5. At page 4, lines 9-10 of your testimony, you state that “weekly 

newspapers remain heavy users of mail delivery.’ For the base year: 

a. Please provide estimates of total weekly newspaper volume and of 

the total weekly newspaper volume traveling through the mail (i.e., 

delivered by the USPS), that you feel support this statement. 

b. Explain how the estimated volumes in part a. were derived, and 

provide all associated formulas. 

C. Please provide a plus/minus 1 estimated standard error of the 

estimated proportion that would resutt from dividing the weekty 

volume of newspapers traveling through the mail (calculated in part 

a., above by the total weekly newspaper volume (also provided in 

part a., above).) 

d. If you cannot provide a response to any of the subparts in this 

question, please explain why not. 

RESPONSE. 

a. NNA does not track member mail usage on a per-member basis. 

However, I am providing as an attachment to my response a 

spreadsheet from a survey of NNA members taken in 1995. See 

Attachment 2. That survey, which was produced from 836 

responses out of NNA’s membership at the time of approximately 

3,800 newspapers, indicates that these respondents use 

second-class mail for about 36% of their distribution. However. ln 
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b. 

C. 

d. 

my penonal experience, I have found that the smaller the 

newspaper, the more likety it is to be even more heavily reliant 

upon the mail. We were unable to determine from this survey 

whether our 836 respondents were typical of our membership. The 

survey was designed for policy guidance, rather than to quantify 

mail usage. I provide it in response to these questions because it 

represents the only attempt at quantification conducted by the 

association during my service on the postal committee. 

We have no estimates of total mail volumes. The estimates 

provided from the survey described in part a. are from a simple. 

census of 836 respondents. 

We did not calculate the total volumes. therefore, we cannot 

provide a standard error calculation. 

Please see my response to part a. 

8 
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USPS/NNA-TM. Please refer to the mail user’s survey that you discuss in your 

testimony beginning at page 11. 

a. Please provide a copy of the survey forms sent to each NNA 

b. 

C. 

d. 

e. 

member. If more man one form was used, please provide a copy of 

each type of form. 

Please provide copies of any survey instructions given to the 

respondents, or a summary of any instructions given orally. 

Your testimony states, at page 11, line 8, that survey responses 

were sent to NNA’s headquarters and your office. Were certain 

respondents instructed to respond to each location, or were they 

given the choice of where to respond? Please explain your 

response. 

What studies were conducted to support your statement that the 

non-respondent group to the 1995 study were representative of the 

respondent group with respect to the percentage of copies that 

were within county circulation? Please provide the results of any 

such studies and all supporting documentation. 

Please fully describe and provide the surveys similar to the one you 

discuss beginning at page 11 of your testimony, that NNA has 

conducted or relied upon in the past. If you cannot provide such 

information. please explain fully why you cannot. 

9 
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RESPONSE. 

a. One copy is attached as Attachment 3. 

b. A copy of the cover letter for the survey form is attached as 

Attachment 4. These were the only instructions except for those on 

the survey form itself. 

C. Respondents were directed to send responses directly to me. 

Some sent their responses to NNA headquarters and those were 

forwarded to me. 

d. NNA did not attempt to determine whether non-respondents were 

representative of any larger population, either of NNA members or 

of total newspapers. My personal experience indicates to me, for 

example, that the 22 percent usage of witliin county mail is 

probably low. Small newspapers use within county mail more 

heavily, I believe, and larger weeklies may not have responded lo 

the survey at all, since a number of them are not members of NNA. 

The purpose of the survey was to provide policy guidance to NNA’s 

Postal Committee. and not to describe industry mailing practices. 

However, as stated in question a., these data are being provided 

because they represent the only quantifiable data available to me 

as 1 prepared my testimony. Most of my testimony is based upon 

my own experience as a consultant to my own and others’ 

newspapers, however. and not upon data in this survey. 



14191 

e. To my knowledge, the survey data provided in response to this 

interrogatory represents the only postal survey NNA had conducted 

of its members during my W-year service on the postal committee 

prior to the filing of this case. 

II 



14798 

USPSMNA-71-7. You state, at page 11, line 13 of your testimony, that the 

‘[c]irculations represented by these respondents totaled about 7.2 million copies. 

Does this 7.2 million tigure represent an average calculated at some point in 

1995, the total number of copies for the 1995 calendar year, or some other 

number7 Please explain fully. If this figure represents a circulation number at a 

particular point in time, please specify the time period. 

RESPONSE. 

The calculations are taken as of the date of the responses, which were 

roughly from January, 1995. to April, 1995. 



14799 

USPS/NNA-TM. Your testimony, at page 11. tine 15. states that W percent of 

the total was witbin county circulation.” 

a. 

b. 

Of these 22 percent. how many of these publications’ copies ware 

actually delivered by the Postal Service? 

Please provide similar statistics for the past five years, or explain 

fully why you cannot. 

RESPONSE. 

a. I assume all copies entered as within county mail were delivered by 

the Postal Service at some point, or were returned as 

undeliverable. 

b. I am not sure I understand the intent of thi.4 question. I have no 

information to provide. 

I3 
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-- 

USPSINNA-Tl-9. Throughout your testimony. you refer to the numbers of copies 

of publications. Do you use the term ‘copies” as synonymous with the term 

‘pieces?’ If your response is other than an unqualified yes, please explain fully. 

RESPONSE. 

Yes. 



14801 

-, 

USPSINNA-Tl-10. At page 12, lines 17-20 of your testimony, you describe the 

derivation of total circulation data of NNA members. 

a. Please spectfy the time period indicated by term, Yhe early years,” 

at page 12, line 17. 

b. How often are the circulation figures for non-members’ newspapers 

added, as described at lines 19-20? 

C. How often are your members’ circulation figures updated? 

d. 

., 

Please describe fully what you mean by Footnoting” your data, as 

you use the tear at page 13. line 4 of your testimony, 

RESPONSE. 

a. My information about NNA’s circulation data begins with 1992, 

when an update of the NNA member/non-member database was 

undertaken. 

b. At the point of the 1992-1993 updates, a mass of records were 

updated within one relatively short period. This update appears to 

have followed a period of inattention to the non-member records, 

but I have no personal knowledge of the period involved before 

1992. Since that one-time update, NNA has maintained a practice 

of updating its non-member records at least annually. 

C. At least annually, as annual dues statements are based upon 

circulation. 

IS 



d. Please see attached a photocopy of the excerpt from Facts About 

Newspapers booklet mentioned in my testimony as Attachment 5. 

A footnote to explain the break in data continuity resulting from the 

1992-93 update is included in this version as footnote 2. 

14802 
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USPSMNA-Tl-I I. Please describe fully the adjustments that you make to your 

data for the usage of within county mail “by any substantial numbers of c&y 

business publications, newsletters, city magazines and so forth,” as you discuss 

at page 13, lines 10-12 of your testimony. 

RESPONSE. 

I am unable to quantify the within county mail use by these publications, 

To my knowledge, neither USPS nor NNA know these numbers, but my 

experience in the industry tells me these publications do exist and they do use 

within county mail. Certainly, a magazine or newsletter with sufficient within 

county circulation to be eligible for preferred rates would use those rates as 

opposed to regular periodical rates. 
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USPSINNA-Tl-12. At page 15, line 13 of your testimony, you describe “the 

Postal Service’s determination not to release data it considers identifiable by 

mailers.” 

a. 

b. 

Please indicate where, on the record of this proceeding, NNA has 

sought such information. 

Please indicate where, on the record of this proceeding, the Postal 

Service has denied to NNA volume information for within county 

mail. 

RESPONSE. 

a. NNA has not sought this information in Docket R97-1, but we 

engaged in a costly motion practice in R94-1 when we sought 

volume information broken down by post office so that we could 

check those numbers against random selections of our members. 

We learned during that time that USPS considered the post office 

data, as well as mailer statement data, to be proprietary. We also 

have learned from past communications with the Postal Service 

that mailers’ statements are considered proprietary outside the 

context of rate cases. I provide as an attachment a copy of a letter 

from the Postal Service Ethics and Information Law department 

which so states. See Attachment 6. Given the adamancy of the 

USPS position. it makes no sense for a small party like NNA to 
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b. 

devote its scarce resources to request information that we believe 

would be denied. 

Please see my response to question a above. NNA uses RPW 

reports from this proceeding for total within county volume. This 

data has obviously been made public, but we are unable to check 

those against our members’ data because of the proprietary nature 

asserted by the USPS of specific post office volume data. 
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USPSMNA 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

h. 

i. 

-Tl-13. Please refer to Exhibit 3 of your testimony. 

Please fully describe the sources and calculation of each of the 

figures in this Exhibit. 

The exhibit states that the information on this Exhibit comes from 

“data compiled by NNA.’ Please explain fully how this data is 

obtained and compiled. 

Do the figures in the column entiiled Total Circulation” represent 

the number of copies, pieces, or some other measure? 

Please confirm that in 1995, the ‘Total Titles” figure increased by 

737 over the “Total Titles” figure from 1994. 

Please confirm that in 1996. the ‘Total Titles” figure decreased by 

538 from the “Total Titles” figure from 1995. 

Please fully explain any and all reasons for the increase and 

decrease described in subparts d. and e.. above. 

Please fully explain why the ‘Total Circulation” figures over the 

three-year period 1994-1996 remain relatively constant, while the 

“Total Titles” figures fluctuate considerably. 

Please provide the number of tiles and the total circulation 

between 1960 and 1996, for those titles which exist over the entire 

time period, If this information cannot be provided, please furnish it 

for the time period behveen 1986-1996. 

Please provide the number of members by year (1990-1996) that 

constitute your “Total Circulation.” 

20 
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-,-+.- 
-- 

j. Please subdivide the figures you provide in response to subpart i., 

above into the following categories: 

i. ANPAMAA members exclusively; 

ii. NNA members exclusively: and 

. . . 111. Both ANPAINAA and NNA members. 

If you cannot partition the figures in this manner please fully explain 

why not. 
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RESPONSE. 

a. My sources is the Facts About Newspapers Book. I believe the 

original source for each year to be the NNA database, but the 

original data is no longer available from NNA so we rely upon this 

secondary source. 

b. Member records are compiled from information provided by 
. . 

C. 

d. 

e. 

f. 

9. 

newspapers with their dues statements. Nonmember records come 

from a variety of sources: state press association directories, 

information from other national associations such as the American 

Court and Commercial Newspapers and private commercial 

directories, such as the one published by the Editor and Publisher 

company in New York. 

We use copies and pieces interchangeably in this context. 

Confirmed. 

Confirmed. 

I cannot justify either figure from personal knowledge. But I can 

offer several explanations for the figures. Some new newspapers 

came into the market. Others were closed or merged with other 

titles. In addition, NNA continued to update its database as it would 

find new sources of data, improving upon the accuracy program 

begun in 1992-1993. 

Again, I have no first hand knowledge of these figures. but I will 

note that because of the very small nature of many weekly 



14809 

h. 

i. 

j. 

newspapers, it is possible to add and delete a number of Wes 

without having a dramatic effed upon total weekfy drculations. On 

the other hand. the entry into the market of a very large suburban 

weekly would cause the figures to increase considerabty. 

I am unable to provide the data. The NNA database in years prior 

to 1996 overwrote prior year data with each new year’s updates, 

this is why I rely upon the secondary source in Facts About 

Newspapers. 

Unknown. See my response to h. 

I cannot. Although NNA and NAA cooperate occasionally for 

projects like the Facts About Newspapers, NNA is a distinct, 

autonomous and independent organization from the WANPA, 

and has been from the founding of the two associations. It may be 

noted that NAA is a participant in this proceeding and may be 

queried directly about its members. 



USPSMNA-Tl-14. Please show how you calculate the ‘10 percent of all weekly 

newspapers’ total circulation . found in the within county mailstream,” as you 

indicate at page 13, line 8 of your testimony. Please include all assumptions you 

make in determining this percentage. 

RESPONSE. 

In responding to this interrogatory. I note that the line to which you refer 

contains a typographical error. The line should have read 20 percent of weekly 

newspapers’ total circulation. An erratum will be filed. 

The basis of my statement is my assumption that at least 22 percent of 

newspaper’ total circulation is within county mail. I believe this number, which 

comes from the NNA survey, is low. In examining the USPS RPW figures for 

within county mail against what we believe we know about within county mail, I 

calculated 20 percent of 81,582.795 (the weekly circulation for 1996) times 52 

(for weeks in the year) which equals 848.461.068 and allows for only the most 

minimal use of within county mail by newsletters, city magazines, daily 

newspaper and other within county users. I note that there are numerous bi- 

weekly and H-weekly publications. I believe the total within county mail votumes 

for the base year were 877 million. 

. . 
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USPSMNA-Tl-15. For each year fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide a lit of publications published 

by Landmark Community Newspapers, Inc. and mailed at second-class regular 

or periodical regular rates. 

RESPONSE. 

That list is provided for the years available as Attachment 7. I cannot 

break down the usage of se&lclass regular rates for these titles over this time 

perlcd. 



-- 

-- 

14812 

USPSINNA-Tl-16. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please for each publication listed in response 

to interrogatory number 1 the following information: 

a. The number of issues mailed. 

b. The average number of editions (versions) per issue. 

C. An indication of the kind or type of each version. 

RESPONSE. 

a. 

b. 

C. 

By agreement with the Postal Service, I am providing copies of an 

internal postal audit of LCNI newspapers, which we conduct each 

fall as NNA Library Reference 5. I am unable to provide similar 

data over the time period requested in this interrogatory within the 

time frame permitted by this docket. 

To my knowledge, each issue has only one edition. 

Please see my response to b. 



14813 

. 

USPSMNA-Tl-17. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the total volumes mailed at 

second-class regular or periodical regular rates for each publication listed in 

response to interrogatory number 1. 

RESPONSE. 

Please see my response to 16a. Copies designated ‘Adj. County” would 

be regular rate mail. 



1.4814 

USPS/NNA-Tl-18. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present. please provide the volumes mailed at second- 

class regular or periodical regular required presort rates for each publication 

listed in response to interrogatory number 1. 

RESPONSE. 

I am unable to quantify these volumes by presort level. 



--- -. 

USPS/NNA-Tl-19. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volumes mailed at second- 

class regular or periodical regular Z-digit city&digit presort rates for each 

publication listed in response to interrogatory number 1. 

RESPONSE. 

Please see my response to 18. 

29 
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USPSMNA-Tl-20. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volumes mailed at second- 

class regular or petiodical regular carrier route presort rates for each publication 

listed in response to interrogatory number 1. 

RESPONSE. 

Please see my response to 16. 

30 
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? 

USPSi?MA-Tl-21. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the VOlumeS mailed at second- 

class regular or periodical regular destination delivery office discount rates for 

each publication listed in response to interrogatory number 1. 

RESPONSE. 

Please see my response to 18. 

. . 

I 



-- 
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USPS/NNA-Tl-22. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volumes mailed at second- 

class regular or periodical regular destination SCF discount rates for each 

publication listed in response to interrogatory number 1. 

RESPONSE. 

Please see my respoke to 18 



-- 

14819 

USPSRJNA-Tl-23. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volumes mailed at second- 

class regular or periodical regular high density discount rates for each publication 

listed in response to interrogatory number 1. 

RESPONSE. 

Please see my response to 18. 



M...-~_- - ..___ ~- . 

_- 
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USPSINNA-Tl-24. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volumes mailed at second- 

class regular or periodical regular saturation discount rates for each publication 

listed in response to interrogatory number 1. 

RESPONSE. 

Please see my response to 16. 
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USPS/NNA-Tl-25. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present. please provide the required presort volumes 

mailed at secondxlasa regular or periodical regular prebarccded letter size 

discount rates for each publication listed in response to interrogatory number 1. 

RESPONSE. 

Our newspapers do not use letter size mail. 
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USPS/TWA-Tl-26. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volumes mailed at second- 

class regular or periodical regular prebamoded flat size discount rates for each 

publication listed in response to interrogatory number 1. 

RESPONSE. 

To my knowledge, our newspapers have not yet begun to use barccding 

and will not begin until the FSM 1000’s are deployed with barcode readers in 

their areas 



. . 
- 

8, 
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USPSMNA-Tl-27. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the 3digit city&digit volumes 

mailed at secondclass regular or periodical regular prebarcoded 3digit letter 

size discount rates for each publication listed in response to interrogatory number 

1. 

RESPONSE. 

Please see my response to 25. 
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USPS/TWA-Tl-26. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the 3digit city&digit volumes 

mailed at second-class regular or periodical regular prebarcoded Sdigit letter 

size discount rates for each publication listed in response to interrogatory number 

1. 

RESPONSE. 

Please see my response to 25. 
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USPSINNA-Tl-29. For each fiscal year (or calendar year if fiscal year is 

unavailable) fi-om 1966 to present, please provide the 3digit city5digit volumes 

mailed at secondclass regular or periodical regular prebarcoded flat size 

discount rates for each publication listed in response to interrogatory number 1. 

RESPONSE. 

Please see my response to 26. 
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USPS/NNA-Tl-30. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volume, total weight and 

advertising weight mailed at secondclass regular or periodical regular rates for 

zones 1 6 2 for each publication listed in response to interrogatory number 1. 

RESPONSE. 

Please see my response to 16a. Most of the volumes in Adj. County are 

in Zones 1 and 2, but I am unable to break down volumes by Zone. 

. . 



-- 
- -_ _- 
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USPSMNA-Tl-31. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volume, total weight and 

advertising weight mailed at secondclass regular or periodical regular rates for 

Zone 3 for each publication listed in response to interrogatory number 1. 

RESPONSE. 

I am unable to provide this information. 



14828 
-_ 

-- 

USPSINNA-Tl-32. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volume, total weight and 

advertising weight mailed at second-class regular or periodical regular rates for 

Zone~4 for each publication listed in response to interrogatory number 1. 

RESPONSE. 

I am unable to provide this information. 
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USPSINNA-Tl-33. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volume, total weight and 

advertising weight mailed at second-class regular or pericdical regular rates for 

Zone 5 for each publication listed in response to interrogatory number 1. 

RESPONSE. 

I am unable to provide this information. 
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USPS/NNA-Tl-34. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volume, total weight and 

advertising weight mailed at secxxd-clasa regular or periodical regular rates for 

Zone 6 for each publication listed in response to interrogatory number 1. 

RESPONSE. 

I am unable to provide this information. 
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USPSMNA-T1-35. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volume, total weight and 

advertising weight mailed at secondclass regular or periodical regular rates for 

Zone 7 for each publication listed in re$onse to interrogatory number 1. 

RESPONSE. 

I am unable to provide this information. 



-- 

_- 

USPSINNA-Tl-36. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volume, total weight and 

advertising weight mailed at second-class regular or periodical regular rates for 

Zone 6 for each publication listed in response to interrogatory number 1. 

RESPONSE. 

I am unable to provide this information. 



-- 

USPS/NNA-Tl-37. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the average percentage of 

nonadvertising content mailed at second-class regular or periodical regularrates 

for each publication listed in response to interrogatory number 1. 

RESPONSE. 

I am unable to provide-ihis information. 
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-_- 

USPS&WA-Tl-38. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volumes mailed on pallets 

at secondclass regular or periodical regular rates for each publication listed in 

response to interrogatory number 1 by the following pallet presort levels: 

a. 5digit pallets 

b. 3digit pallets 

C. SCF pallets 

d. ADClSDC pallets 

e. BMC pallets 

f. Mixed-BMC pallets 

RESPONSE. 

LCNI newspapers do not use pallets. 



-. 

USPSMNA-Tl-39. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, for those volumes mailed on pallets at 

secondclass regular or periodical regular rates for each publication listed in 

response to interrogatory number 1. please provide the average number of 

pieces per pallet by the following pallet presort levels: 

a. 5digit pallets 

b. 3digit pallets 

C. SCF pallets 

d. ADCISDC’pallets 

e. BMC pallets 

f. Mixed-BMC pallets. 

RESPONSE. 

Please see my response to 38. 
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USPSINNA-Tl AO. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, for those volumes mailed on pallets at 

second-class regular or periodical regular rates for each publication listed in 

response to interrogatory number 1, please provide the average pallet weight by 

the following pallet presort levels: 

a. 5digit pallets 

b. 3digit pallets 

C. SCF pallets 

d. ADC/SDC pallets 

e. BMC pallets 

f. Mixed-BMC pallets. 

RESPONSE. 

Please see my response to 36. 
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USPSMNA-T1-41. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volumes mailed in sacks at 

second-class regular or periodical regular.rates for each publication listed in 

response to interrogatory number 1 by the following sack presort levels: 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

h. 

Carrier route(s) sacks 

Firm sacks 

5digit sacks 

3digit unique city sacks 

3digit sacks 

SCF sacks 

ADC/SDC sacks 

Mixed sacks. 

RESPONSE. 

I am unable to break down volume by sacks. 

51 
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USPSRJNA-Tld2. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, for those volumes mailed in sacks at second- 

class regular or periodical regular rates for each publication listed in response to 

interrogatory number 1, please provide the average number of pieces per sack 

by the following sack presort levels: 

(4 

W 

(c) 

(d) 

(e) 

(9) 

(h) 

Carrier route(s) sacks 

Fin sacks 

5digit sacks 

3digit unique city sacks 

3digit sacks 

SCF sacks 

ADCLSDC sacks 

Mixed sacks. 

RESPONSE. 

I am unable to break down volume by sacks. 
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USPSINNA-Tl43. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the volumes mailed in trays at 

second-class regular or periodical regular rates for each publication listed in 

response to interrogatory number 1 by the following tray presort levels: 

(4 

(b) 

(c) 

03 

(4 

(9 

(9) 

V-d 

Carrier route(s) trays 

Firm trays 

5digit trays 

3digit unique city trays 

3digit trays 

SCF trays 

ADCISDC trays 

Mixed trays. 

RESPONSE. 

LCNI newspapers do not use trays for their flat size mail. 



-_ --- _ ._ 

-- 

USPS/NNA-T1-44. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1955 to present, for those volumes mailed in trays at second- 

class regular or periodical regular rates for each publication listed in response to 

interrogatory number 1. please provide the average number of pieces per tray by 

the following tray presort levels: 

(a) 

(W 

(c) 

Cd) 

W 

(9 

(9) 

(h) 

Carrier routes(s) trays 

Firm trays 

5digit trays 

3digit unique city trays 

3digit trays 

SCF trays 

ADCISDC trays 

Mixed trays. 

RESPONSE. 

LCNI newspapers do not use trays for flat sized mail. 



14841 
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USPSINNA-Tl45. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1986 to present, please provide the volumes mailed in bundles 

at secondclass regular or periodical regular rates for each publication listed in 

response to interrogatory number 1. 

RESPONSE. 

I am unable to break down volumes by bundles. 



, ,, ,, 81,: 

USPS/NNA-Tl-46. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, for those volumes mailed in bundles at 

second-class regular or periodical regular rates for each publication listed in 

response to interrogatory number 1. please provide the average number of 

pieces per bundle. 

RESPONSE. 

I am unable to break down volumes by bundles. 



,, 88, ,>c,,, 
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“” 

USPSINNA-T147. For each fiscal year (or calendar year if fiscal year is 

unavailable) from 1966 to present, please provide the yolumes mailed at second- 

class regular or periodical regular rates that were plant loaded in USPS provided 

transportation for each publication listed in response to interrogatory number 1. 

RESPONSE. 

LCNI newspapers do not use plant loading options. 



--. 

-7 

., 

14844 
~Z.. 

. ,.. 

USPSINNA-T146. Please also provide all data furnished in response to 

interrogatories 15 through 47 above in electronic format. 

RESPONSE. 

Answers to interrogatories 15 through 16 are provided on diskette filed as 

NNA Library Reference 5. ,- .,.~ 



USPSINNA-T1-49. Please fully define the term ‘partial census,” as you use it at 

page 1 l( line 16 of your testimony. 

RESPONSE. 

We attempted to receive a response from every NNA member newspaper. 

Only 636 responded. We did not attempt to measure responses through any sort 

of sampling methodology. 
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ATTACHMENTS I-7 



__ 

ATTACHENT 1 
._. 

National Nempaper Association 
Member Nempapem by Paid Circulation Range 
January 29.1998 

From To 

1’ 999 12 271 283 7.731 176.566 
1.000 1.999 16 576 592 22.094 859.265 

2.000 2,999 29 535 564 73.345 1.314,446 

3,000 3,999 30 431 469 130,465 1.484.553 

4,Ow 4,999 45 305 350 202,401 1.353.628 

5,ow 7,999 93 462 555 585.594 2J33.326 

6,WO 10,999 73 166 239 685.OQ9 1.516.414 

11,000 15.999 63 101 164 808.369 1.306.921 

16,000 25.999 62 64 126 1.234,069 1.243.731 

26,000 39,999 39 20 59 1.209.392 612,242 

4o.ow 49,999 15 11 26 648,904 496,655 

50,000 59,999 8 6 14 439,497 325,078 

60,OCIO up 24 10 34 6.149.663 914,951 

Total: 

PIpeIS 

517 2,950 

Total D~ilyPaper NondrllyPaper 

Papen Clrculrtlon Circulation 

3.475 12276,533 14,439,976 
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1. Name of Nowtpd~r 
Name of Group, If my 

2. Addraaa 
City 7.1. .---.. 
Srara .- Zip pray 

3 
Phone No. I- .2 
FAXNo. a .__ .w 2 
Congressional District - g 

5 

6. 

7. 

6. 

9. 

Number dlslribured per issue by Second Class Mail * 7/6 
Third Class Mafl 
Carrier Dellvery L\m 
YewssrandsIRacka u 

01 Second Class mail how much is In-County7 
Oul-01-County7 
Requester7 

Of In-County Mail how mxh Is DU Enlry7 
Al: olher Entry? 

(Line 51,3541-R) diLfiy$;;;;l-.) 
s (Line 30.3541-R) 

(Une 37,3541-R) 

Of your DU Entry. how mucn I8 my PVDS Entry& &. Addltional Entry? //(z w& 
(PVDS means Plant-Verltled Drop Shipment) 

Of In-County Mall. how much la CAR-RT Sort7 (Lhl4&3541-R) 
125 W/S? . (tine 49.3641-R) 
Saturarlon? (Line 60,3641-R) 

10. Anngal average lb. weigh1 of an In-Coumy plece7 I 

11, Annual average lb. welghr of Our-of-County piece? I fg7Gf separate zoned 3541-R) 
________________-_~____________________--------------------,------- 

12. Does your paper offer a separate.non-subscriber product @hopper, erc.)7 No Yes y 

13. Tola! Non-Subscriber Prodtict Circulation yTJJ32 
A 

14 I. Frequency: M 1 
c-i 

W TH F SA su (circle all that apply) 
\4 

15~ Nurnbe: dlsltlbulba tnrcuy~ Tnird Class Mall 27-j 
Carder Delivery + 
RacktiStOfe Plckup m% 

16. Of Thrd Class Mail, how much Is DDU Entry? 

(Secrlons C 6 0.3602-R) SCF Envy? 
None Entry? J&yJ&. 

17. Of Thcrd Class Mal!. how much IS Saturation W/S? 

(Sections C 8 D. 3602-R) 125~pc. w/s7 flj%% 
Carrler Route7 Qf- da 

16. Annim average lb weight 01 a pleCe7 
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7 \ LANDMARK 
. ~OMYWI~W N~WUUPERS, INC. P.O.~OIY~~~LU~LU.~.~OWA~L*COOCLOI- 

January. 1995 

Dear NNA rncmbcr publisher, 

Please join us in a IGzw Year’s resolution to gain better understanding of the mailing and 
distribution practices of community newspapers. 

On the reverse is .i simple, one-page survey thaf iould help determine the fate of complex 
proposals b) tic I!.S Postal Service to ‘reclassify‘ th mail s!ructure under which 
publications have operated for, years. A rate case to do this will be filed scan. While it won’t 
raise overall posral revenues. 11 will create winners and loscn by changing the rules for mail 
acccptarze. 

The pro sals. to be acted upon by the ti 
in both irst. xcond. and third class mail. IO r 

nf Postal Rate Commission, include changes 
ecurratdraftsofp rogsals for second class 

would benefit mostI> large publications, more fmly sorted and pe ps automatable. 

MA’s Postal Committee and staff. led by President & CEO Tonda Rush, needs to know how 
our memberi distrlhuu and mail. WC need to know which work-sharing discounts are most 
used. bofh in seccnd and third class, to represent our members better in this and future rate 
cases. 

Please rake the lirlc. right now. to complete the questionnaire fully. Or ask appropriate staff to 
complctc and mail it I0 my office. c/o: 

N&A Survey. Box 5-19. Shclby~ille. KY 40066. 

My companv is d+lnaring the su~-~ey work, utilizi 
Y 

our research director and administrative 
s:Jff, as an I’n kind &marion 10 the Newspaper Al LZXC for Fair Postal Rate% 

I; 10” have yestjom .about how 10 complcu any part of the survey. call me at 502-633-4334, 
or h-ry Graves a( 703-907-7916. 

Ati please don’t forget 10 renew your 1995 NNA membership. While you’re at it, please 
make an extra check 10 the Alliance. 

Thank you. 

,Max H&h. Chaiman 
XXA Postal Commil2.e 



A’TACHVENT 5 

U.S. Weehli/ Neurspapers 
Total Number and Circulation 196M996 

Total wmoldy Avuag* Total wwldy 
ION N*lVSpIpOW Clrcultilm clreulmiloll 

1960 6.174 2.566 20.974.338 

1965 tlm 3.106 25.036.031 

1970 7.612 3.560 27857.332 

1975 7.612 4.715 35.692.403 

1!360 7.354 5.324 42.347.512 

1965 7.704 6.359 48.988.801 

1366 7.711 6.437 50.098.m 

1987 7.6m 6.262 47.593.m 

15% 7,436 6,694 51.691.451 

1989 7.606 6.956 52.919846 

1990 7.550 7.369 55.101.047 

1331 7.476 7.323 54.746.332 

1592 7.417 7,356 54.577.034 

1933 7,437 7,623 56.734.526 

1994' 7.176 10.975 76.763.120 

1!395' 8.453 3,425 79.668256 

13%' 7.915 IO.307 61.562295 



April 30, 1993 

Mr. Max Heati-~ 
Vice Preaident/Executlve Editor 

P.O. sax 5'49 
Sholbyville. KY 40066-0549 

Dear Hr. Heath: 

Enclosed la a copy of a recent Freedom of Information Act appeal 
decision concerning the disclosure of eecond-class malting 
etatemente. 

Pleaee give John Ck~nnele a call at 202-266-4673 if we ten be of 
further help. 

USPS Records Officer 

-. 
,, / r 

. ,. ̂  ~. _..’ . ,y : 
,’ /z.I’ L’C.l ;e. 

_. ,- ..f _ _ * r:: 

‘_ *,....e 

-.- .-. 



April 26, 1993 

35w -c 

Eeucrd J. Klarlr, Esq. 
Lankenau Xovner k Xurtr 
Attorneys at Law 
1740 Broadway 
Nev York, Nev York 10019-4380 

Dear Mr. XlariS: 

This responds to the letter dated December 29, 1992 in vhLch 
a mmbcr 3f yoc:r fizz, Laura R. Handman. Esq., appealed, on 
be!mlf of your firm's client, Xr. GoPal Bpiu, the denial of Mr. 
RaSu*s request Car information pursuant to the Proedom of 
Informatisn hct, 5 V.S.C. 5 552. In a letter dated November 20, 
1592 Mr. Raju requested copies of ccond-w 
at, Festal Service Form 3 1, submitted for ::ilings of 
RcEs Indip ii? Xev York, Nav York on October 2,'1992 and during 
the time period of fifty-one weeka preceding that data. Yvonne 
G'tie.95, consurer Affairs Rcpresentativa, denied Mr. Raju’a request 
in a decisior dated November 30, 1992. For the reasons etated 
below, ve arc upholding Ms. Gucca'a decision. 

The Freedca of Information Act (FOIA) generally requires 
Government aqencics to discloee records within their poosession. 
The Act conteirs several eXemptions, hovever, that per?ait 
agencies to withhold certain records. 5 U.S.C. 4 552(b)(1)-(9). 
In this case, the requested record0 are exempt from disclosure 
pursuant to FO:A exenptions 3 and 4 and 39 U.S.C. 1 410(c)(2). 

Under. 35 V.S.C. 0 410(b)(l), the Postal Service is, generally 
subject to the requirements imposed by the ?OIA. S 
(~~(21 of vpprovidee, hove 
does not require the disclosure of n 
nature, including trade secrets, vhe 
pcrsonoutside the Postal Service, which under good business 
practice would not be publicly disclosed." This section was 
passed as part of the Postal Rcorqaniration Act, 39 V.S.C. 
66 101, 9-I 6e7.. (1970). which established the Postal Service on 
3 czrporare rcoial and generally directed it to conduct its 
a::cratioKs ir a:cordance with sound business principlce. 
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FOIA exmPtion 3 Provides that agencies may withhold records 
that are exenpted from disclosure by anottmr statute that e(A) 
re~guires that the matters be vithheld from the public in much a 
manner as to leave no discretion on the issue, or (8) astablishsc 
particular criteria for withholding or refers to particular types 
of matters to be vlthhe1d.e 5 U.S.C. 8 552(b) (3). We coneider 
that 79 U.S.C. i 410(c)(2) operataa both indcpandontly and aa an 
exempting stature within the scope of exemption 2(D). 

The informstlon contained on l mailing st8teaent submitted 
fcr a publication consists primarily of the number of copies 
ne:lsd. the veight of the mail piecam, and the applicable 
pcstage. @r.y puhllshers object to the rcleamm of their mafaing 
srataments bocaase they do not want their compotltorm to have 
access to the ihformation contained on the statomonta In recent 

publications. Because the FOIA does not apply to private 
businesses, alternate dellvery firms are not required to respond 
tc requests frm members of the public for information pertaining 
to their customera. Therefore, if the Postal Service releases 
nslling statements pursuant to the TOGA, it will be releasing 
lniormticn that would not be likely to be disclosed by an 
aiternate delivery firm. 

It is reggnnnbla-tea _ + l ha+ n +- 
ocpetm$arm if it were to d 

ffer 

,wL.o:"L'yt t;e c;~tm~?~%!t~w~ by 
y firm in camp 1 

the business. Accordingly, ve conaider thit the disclosure of 
Y 
0 

cam, 
of their 

eailing statements. Therefore, tha rcqucmted records in this 
case are exempt from disclorure purmuant to POIA exemption 3 and 
39 U.S.C. 1 410(C)(Z). 

We a?so ccnsider the reauerted records to be exempt from 
disclosure pursuant to gOIA ixemntion vhich pennits~a~encics 
to withheld “trade secrets ana commmrc ;l or financial 

? 
I 

information obtained from a pereon and privileged or 
confidential * 5 U.S.C. 6 552(b)(4). In accordance vith Postal 
Service regu;aiions, 39 C.F.R. 6 265.8, WC have notified the 
Publisher of pews Indb of your request, and we afforded them the 
caportunity to state their re sons for objecting to the release 
of their nai1ir.g statenente. After considering their response, 
tie have concLuded that the m ling statements qualify for 
Protectlcr u::der execption '4. 



8, ,: 
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P.> . 

3 

Jnformatlon is VonfidenEial&thin the 
the -1~ accoottd tanda d for 

mcaninq of exscptlon 4 was the test enunciated by the District of 
Columbia Circ.Jit in won 1 Pa end Cons-n A esociatien 
Y. no*Qn 493 F.Zd 765, 7:O (D-C. Cir. u)r. whether 
disclosur; of the information would be likely to CSUae 
substantial harm to the competitive position of the person vho 
l ubmittod the information. In l rocmnt decision, hovover,.tha 
Diotrict of Columbia circuit -wed the -of the w 
h test. In s EnqIpV Proiect v. NW&AX S 

Commlssi~ 975 P.2d 871 (D.C. Cfr. 1992) (en bane), 
sort. dena8.d u.s: (1993) the court hold that the 

+4onal &xst con=uae to rpply to infonuatlon eubmittad 
to tha Government “under compuleion,e but, yhen informetion Le 

n .tbe infonaatxon nerd .not 
Whm informrtiozi'ir subm'ltted 

voluntarilv. the court hold. it tnralifies a8 econfidentialw'for 
the purpose of exemption 4 &if it' is of a kind that would 
customarily not be released to the public by the pereon from who 
it was obzainsd:' & at 679. 

&bllshere generally are m the peatpl 
-41 to distribute their publica- in most Casee, they may 
emPloy an alternate delivery firm. Under thee. circumetencee, s 

statements submitted for vublicatione age 
for the purpoee of cxemptlon 4 

In objecting to the reloaee of 
the mailing statements in this cast, the publisher of News 
stated thsf they do not customarily disclbsa the information 
contained on the statements to the public. Accordingly, the 
requested records in this caec are exempt from disclosure 
pursuant to FOIA exemption 4. 

You suggest that the Postal Service should diecloeo mailing 
statements submitted by second-clans publishore, including the 
publlshcr of m, 

t Xalling statements are not intended to ehow the total 
circulation c.f second-clams publications 

LP 
Rather, mailing 

st,atemente are used to compute postage, omeetic Mail Manual 
(D?Dl) 0 463.11, and they show only the number of copies that are 
mailed at particular post offices on particular dates. 
'Therefore, because many publishers distribute copies of their 
publications outside the mails, or mall copies on different dates 
or at different post offices , mailing etatemonte may not be 
.-r :iable :ndic tars of a publication's total circulation. In 
rb.-s respzzt. I-& n5te that Us. Handman etates in her letter that 
,. .r;ailinq starenents cast contain the total number of Copies 
32:led an? tt,e nurSer ci copies sent to dealers and carriers .y 

..*-. 
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4 

xalling stateze-ts do not, hovevar, shov the number of 
dfg:;;uted bi dealers and carriers other then the POstel 

Postal regulations require that second-clans publications 
annually submit ce*ain circulation information on Postal Barvice 
? "Statement of Ovnershlp, Managamant, and Circulation,e 
a~gulatione also require that publicatlone annually 
publish a statement of ov-nerehip which lncludos the information 
submitted on Form 3526. m L&R4 8 425.7. ?orm 3526, whfch is 
publicly available, contains more complets information concoming 
circulation than the information contained on mailing statements. 
ns. Handman states in her letter that mailing statements should 
be released because the information contained on Form 3526 is 
"derived from" mailing StatepentS. nailing statements, hoyevar, 

'contain information that ie more specific than,that..contained.on 
From 3526 because they show the nkaber of copies mailed on 
particular dates from particular post offices, and, as stated 
above, they do not contain complete circulation information 
because not show the number of copiacl distributed outside 

For these reasons, ve do not consider that the Q&&& 
gf imformation contalnca on m 3526 uravents th 

Postal Service from wq mailina statementqpursuant toe 
applicable PCIA exemptions and 39 U.S.C. 0 410(C)(2). 

t The core purpoae of the FOIA in to provide the public vith 
information about the conduct of Government agencies, and 
requests seeking information about private entities do not 
further that purpo;$ S.QC DPDarkaSlt. of ustiC . w 
wlttee for Free n of the Pr u 489 uJs 749 "17L3 (1989). 
a aso liopJi7s v. L. I&, 929 F.gd Al, 88 i2i Cir: 1991) 
("vhataver p~.tl ic interest there may be in moving vhether 
private parties are violating the law is not the sort of public 
interest advexed by the FOIA . . . “). Thus, laarning about the 

served by disclosure of the information contained on Form 3526, 
the disclosure of which ie required by statute. Bee 39 U.S.C. 
6 3685. A tlplcal oailing statement does not contain medningful 
information coccerning the conduct of the Postal se~lca or its 
ezpl0yees.u Therefore, having concluded that the mailing 

- -. 

i: The Postal service periodically verifies publishers' records 
to deterrine whether publications continue to qualify for second- 
class privileges. w DMM 0 425.4. Such verifications involve 
t?e exasizat:.o: of records other than mailing statements, 
Including rec:ords maintained by publishers, and mailing 
stater?en:I; 'chewelves are not adequate to verify a publisher's 

(continued... 1 



5 

This ie the final decision of the Postal benffce on your 
riqht of access pursuant to the Freedom of Information Act to 
these records. YOU may se-k s of this decision by 
bringing suit for that purpose in the United States District 
court for the district in which YOU reside or have Your principal 
place of business, the district in vhlch the recordi are-locatid, 
or in the District of Columbia. 

For the Goneral COUnSe]., 

KargaFet O'Connell 
Attorney 
Ethics and Information Lav 

;L ( . ..contlnued) 
q:alifi=ation for second-class privileges. m DMJl 60 425.2. 
225.3. 425.5. 
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PUBLICATIONS OF LAN’DhfARK CO MMumn! NEwsPAPm, INC. 

I 

SHOPPERS 
Card County Times Express 
Bedford Bullet 
Markerplace 
Chronicle Express (~cdnesday) 
Shopper Plw 
Roam County News-Record 
Pioneer News Earn 
Harrison Shopper 
Shoppen Advenising Packer 
GucfIc Guide 
KmnAy Standard Exrra 
R”ky Top Trader 
Twin Cotmy ADvantage 
Anderson Advertiser 
Fayette Counry Sboppr 
Lincoln’s couany 
River City Trading Post 
CKNJ Buyers Guide 
LincolnLand 
Hmry County Shopper 
hcasler AD-Vanfagc k Sunday Exua 
Town k Country Shopper 
Express Extender 

- ckene Plus 
- Demowar-Plus 

Riverland Shopper 

FREEWEEKLY 
Inside the Turret 
Community Times 
Bcwrly Hills Viiiror 
Gram County Express 
South Marion Citizen 

FR.tXSP.%Xu PUELICATIO,VS 
Guide IO New Homes 
EaltimorelHarford/Cccil Homes 
FrtdericklWashingron County Homes 
Easrcm Panhandle Real Grate Guide 
Real Estate News HcmandolPasc,, 
Cenfral Maryland Homes 
Real Esrarc News Cites 
Homes Of YorWAdams Counties 
Let’s Tour America 
Ccnfrd KY Homes Real Estate 
Docfor’s Office Magazine 
Easwrn Pxthmdlt Homes~ 

Wcsrminster. Mwylmd 
Bedford. Virginia 
~Gmnge. Kmrucky 
Crysul River. nori& 
Shclbyviltc. Kentucky 
Kkwn. Tennessee 
Shcphcrdwillc. Kmwky 
Cwhima. Kenmcky 
Ebhdmm. Kentucky 
New Albany. Mississippi 
Bardstown, Kcruuclry 
%+mrg. Tmnessee 
M~iofihngron Counties, KY 
I-wenceburg. Kenrucky 
vmdalia. IllifKds 
Rockpon. Indii 
Carmllfon. Kenrucky 
Campkllsville, Kentucky 
Tell City. Indiana 
NW Castle. Kenruc~ 
LancZfCr. South Carolina 
Glenwcod. Iowa 
Red Oak. Iowa 
Galax. Virginia 
Mwnt VC~IICXI. Indiana 
Dumullon. Florida Shopper Circubxion 

Elizdbcthrown. Kenmc~ Reisrcrsmm, Maryland 
Beverly Hills. Florida 
Williamsrown. Kcnrucky 
Gcala. Florida 

free Weekly Circulation 

September, 1997 
- 

22.172 
20.189 
17.760 
16.452 
16.025 
16.ooO 
15.410 
15.300 
14.471 
12.491 
12.152 
I?.wJ 
11.738 
9.721 
9.260 
9.031 
8.872 
8.4W 
7.900 
7.492 
7.412 
6.735 
6.555 
6.125 
6.027 
3.600 

299,293 

19,334 
1 I .030 
10,7,30 
10.5.50 
10.200 
61.864 

7 Counties. MD (S times year) 
Balrimorc. Maryland (bi-weeldy) 

17.890 

Frederick. &Maryland (bi-weekly) 
IS.810 

Eastern Panhandle, WV (manttiy) 
11.565 

Crystal River. Florida 
lJ.cm 

Wcrtminsrer. htaryland (bi-weekly) 
11.500 

Crystal River. Florida 
Il.316 
ll.wo 

YorWGmysburg. PA (monrhly) 
I7 sfms (each twice yearly) 

10.450 

Elizabethrow. Kenrucky 
lO.ooO 
9.720 

Beverly Hills. Florida jsD3 
Easrem Panhandle. WV J.col 

Free Special Pubs Circulation 131.251 

i GRAND TOTAL ClRCULATfON 764.312’ 
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PUBLICATIONS OF LANDMARK COMhNNIN NEWSPAPERS, INC. 

/ 

DAILY 
ciuu couNy Chronicle 
Carroll coumy Tiics 
News-Enterprise 
Los Alamos Monitor 

TRTKEEkILY 
Lancazcer News 
Rome County News 
Kentucky Standard 
Ga2C”C 

SEMIWEEKLY 
Smrinel-News 
Perry County News 
Cenm.l Kentucky News Journal 
Pioneer News 
New Albany Gazme 
Chester News & Rcpofler 
Leader-Union 

WEEKLY 
Bedford Bulletin 
Oldham En 
Casey County News 
Lebanon Enterprise 
Cynthiana Democrat 
Anderson News 
Journal-Democrat 
Gram Comy News 
Red Oak Express 
Morgan County News 
Springfield Sun 
Henry County Local 
LaRue Comy Herald News 
Opinion-Tribum 
Sumrcr c0uNy Ties 
News-Democnt 
News-Herald 
Mount Vernon Demacrar 
Spmccr Magnet 
Riverland News 
Trimblc Banner Democrat 
Rockwood Times 
Hxriman Record 

P,IID SPECIAL PURLICATIO~VS 
The Cxs‘ Pause 

Crysu.l River, Florida 
Wertminsler. Maryland 
Elizabcdxown. Kenlucky 
Los Alanm. New Mexico 

Jacurer. south cm1iM 
Kingston. Tennessee 
Budstown. Kmmcky 
Galax. Virginia 

Shclbyville, Kentucky 
Tell City. Indiana 
Campkllwillc. Kenwlry 
Shephcrdwille. Kentucky 
New Albany, Mississippi 
Chester. Sourh Carolina 
Vandalin. nriok 
Bedford. Virginia 
&Grange. Kenrucky 
Libsy. Kentucky 
Lebanon. Kenrucky 
Cynrhiana. Kentucky 
Lawenccburg. Kentucky 
Rcckpopon. Indiana 
Williamsown. Kenmcky 
Red Oak. Iowa 
Wartburg. Tennessee 
Springfield. Kcnwcky 
New Cznflc. Kcnrucky 
Hodgenvik. KenNcky 
Glenwor& Iowa 
Bushnell. Florida 
CanollfOn. KenNc@ 
Owcnron. Kcnnrcky 
Mounr Vernon. Indiana 
Taylarwillc. KenNcky 
Dunnellon. Florida 
Bedford. Kcmucky 
Rockwood. Tennessee 
Harriman. Tennessee 

Lcsingron. Kentucky 18.8W 

September. 1991 
ciuulali4” 

22,899 
22.825 
16.346 
5.049 

13.231 
8.647 
8.356 
8.286 

8.015 
7,231 
6,989 
6.545 
6,301 
6.285 
5.162 

8.200 
7.131 
6.756 
6.025 
5.881 
5.823 
5.541 
5.473 
4,612 
4.366 
4.221 
4,027 
4.009 
3.734 
3,635 
3,373 
3.348 
3.304 
2.594 
2.252 
1.689 

507 
416 

TOTAL 249,104 

L TOTAL PAID CIRCULATlON 267.9C-J 
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USPSINNA-Tl-50. At page 17, tines 11-13, you discuss mailer’s dit%culty in 

using Plant-Verified Drop Shipment. 

a. Please specify the “complex procedures’ that you fee hinder 

mailers’ use of Plant-Verified Drop Shipment 

b. What do you understand to be the purpose(s) behind each of these 

procedures, and why do you consider each to be not appropriate? 

RESPONSE. 

I describe the procedures as complex for the following reasons: 

1. The language in DMM P750 consists of seven pages of dense instruction, 

designed for use by sophisticated mailers at printing plants with separate 

mail units who make a full-time occupation of dealing with mailing rules, 

2. Although Business Mail Acceptance believes PVDS is usable by local 

entry mailers, small newspapers find that local postmasters do not suggest it 

(see NNA Vvitness Speights response to USPS/RNA n-lo(b)). I am aware of 

circumstances where PVDS has been denied to local entry mailers. Postmasters 

do not seem to understand the rules, themsetves, and are in a poor position to 

explain them to small mailers (who are, after all. in the publishing business, 

not the mailing business.) 

3. Local-entry periodicals are required to verify each issue: transport to a 

post office. unload, verify and reload, all of which is difficult on a local 

publication’s deadlines. 
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4. The need to have an additional entry at each office where mail is dropped, 

even when offices may receive Only very small quantities of that newspaper, the 

attachment of Drop Shipment Clearance Documents (Form 8125); the 

requirement to produce separate postage statements for each office and the 

need to maintain separate deposk accounts are all additional bureaucratic steps 

that newspapers must take, all to receive the same service and to perform the 

same work presently done under exceptional dispatch. The only difference is that 

under exceptional dispatch, the newspaper provides work without compensation 

and under PVDSladdttional entry, the newspaper receives a fair discount. 

3 
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USPSMNA-Tl-51. Please fully Set forth your understanding of how’exceptionst 

dispatch mail is entered and verified. 

RESPONSE. 

In general, formal verification of periodicals mail is an annual process. 

Informal verification is done, when the postmaster requires it. at the entry office. 

However, this verification may not occur on a week-by-week basis because 

postmasters realize that the mailing patterns change little from week to week and 

that spot checking is sufr?cient to determine that the proper postage is paid once 

the newspaper has established a regular pattern in that office. Also. PAVE- 

certified documentation is an indicator of payment authenticity. Similarly, 

verification of copies entered through exceptional dispatch, with postage paid at 

the entry office, is done when the postmaster requires it, Nothing in NNA’s 

proposal would change that, except that once the pattern of mailing was 

established, the mailer would reoe’we a proper discount for work-sharing. 

NNA Notes that the Mailers Companion of June, 1997, pp. 20-22, explains 

a new “dynamic entry’ practice to permit flexible entries, without the need for 

formal additional entry at all deposit offices. This new practice would seem to, 

indicate that the many bureaucratic steps previously required for additional~entry 

are not essential and that work-sharing with flexible entry for better service is 

being encouraged by USPS. 

4 
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USPSMNA-Tl-52. At page 18, lines 13-16, you discuss “additional headaches 

involved in keeplng postage deposits at several offices and in filing additional 

mailen’ statements for relatively small quantiiies of mail.’ Please explain your 

understanding of why a mailer would choose to undergo these steps and why the 

Postal Service chooses to make them available. 

RESPONSE. 

Mailers use exceptional dispatch because the Postal Service does not 

achieve on-time delivery. As Wtiness Speights notes, in the post-reclassification 

era of Area Distribution Center mail processing, delivery quality has declined and 

exceptional dispatch has become more essential. My understanding of why the 

Postal Service chooses to permit exceptional dispatch is that it recognizes its 

own short-comings and desires to keep the mail volumes intact, It shifts a part of 

its workload to the mailer, thereby, and keeps the transportation and processing 

savings for itself. 
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USPSINNA-Tl-53. For each of LCNl’s publications for which such information is 

available, please estimate the percentage that is carrier-route presorted. 

RESPONSE. 

I do not have a full list of LCNI mailing p&ices, but I conducted a spot 

check of 10 weekly newspapers and 1 semi-weekly. I found that 75% of the 

periodicals mail is carrier- route presorted. 

,’ 
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USPS/NNA-Tl-54. Please identify and explain all bases underlying your 

statement at page 18, lines 3-4 of your testimony, that the ‘diversion from the 

usual SCF path creates a savings for the Postal Service that at least equates to 

avoided transportation costs.’ Please document fully any such quantified bases. 

RESPONSE. 

In all cases where exceptional dispatch is used with which I am aware, the 

mailer saves USPS two legs of transportation: one from the post office of original 

entry to the SCF processing hub and a second from that plant to the delivery 

office. In addition, it saves USPS some handling of sacks or carrier-route and/or 

5digit mail. In some cases, it could save manual processing of some S-digit 

pieces where quantities would not allow 5 digit rates, such as post office box 

sections with few copies, while rural route or city route sortations had carrier 

route sorts. 

7 
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USPSINNA-Tl-55. At page 19. lines 18-19 of your testimony, you state that 

“Periodicals mail is verified only annually.’ Please provide all bases for this 

statement. 

RESPONSE. 

USPS Handbook DM-203, September, 1995, ‘Second-Class Eligibility 

Review’ states on page 7, line 1: ‘Every October, review each form 3526, 

Statement of Ownership.’ 

USPS Handbook, DM-202. September, 1995, ‘Second-Class Postage 

Payment Review,” states on page 5. section l-2.1: The Postmaster or designee 

schedules postage payment reviews, which are to be conducted once each 

calendar year.’ 

I am unaware of any updates of these manuals that might have changed 

these directions to postmasters. In my experience, the annual verification is in 

practice. 
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USPSINNA-Tt-56. Please refer to Your Exhibit 3, on page 10 of your testimony. 

Are the figums in the ‘Total Circulation’ column weekly or annual figures? 

RESPONSE. 

Weekly. 

CERTIFICATE OF SERVICE 

I hereby certKy that I have this day served the foregoing document upon 
all participants of record in this proceeding in accordance with section 12 of the 
Rules of Practice. 

February ii,1998 
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CHAIRMAN GLEIMAN': Does any participant have 

additional written cross-examination for the witness? 

MS. REYNOLDS: Yes, Mr. Chairman. 

CHAIRMAN GLEIMAN: Ms. Reynolds. 

MS. REYNOLDS: The Postal Service would like to 

additionally designate Mr. Heath's response to 

USPS-NNA-Tl-57. I have two copies for the witness to 

review. 

CHAIRMAN GLEIMAN: Please approach the witness. 

Mr. Heath, if this question were asked of you 

today, would your answer be the same as you previously 

provided in writing? 

THE WITNESS: I do believe so, yes, sir. 

CHAIRMAN GLEIMAN: That being the case, Ms. 

Reynolds, if I could ask you to please provide two copies to 

the court reporter, I'll direct that the additional 

designated written cross-examination of the witness'be 

accepted into evidence and transcribed into the record at 

this point. 

[Additional Designation of Written 

Cross-Examination of Max Heath, 

NNA-T-1, was received in evidence 

and transcribed into the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 
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USPS/NNA-Tl-57. In response to USPSINNA-Tl-15. you provided a list of Landmark 
Community Newspapers, Inc., with circulation figures, for September, 1997. 

a. 

b. 

C. 

d. 

Does Landmark Community Newspapers, Inc. know generally how its mailings 
are prepared and how that preparation has changed for each of the last ten 
years? If so, please explain fully. 
Does Landmark Community Newspapers, Inc. have any general information 
about its mailings which would indicate, by year, the changes in make-up such as 
changes in average bundle size, changes in containerization, and the average 
number of bundles and pieces per container? If so, please explain fully. 
Does Landmark Community Newspapers, Inc. have any information about its 
mailings which would indicate in percentage terms, what savings, if any, it has 
experienced in its mail preparation costs (excluding postage) due to changes in 
the make-up of its mailings? If so, please explain fully. 
Even if a percentage cannot be calculated for such savings, as requested in 
subpart (c) above, please indicate whether or not Landmark Community 
Newspapers, Inc. has experienced savings. 

RESPONSES: 

a. LCNI newspapers are generally prepared to the finest possible sort 

bundled and entered at the local entry office. In some cases, exceptional 

dispatch is used for better service. Preparation has changed over the years 

to prepare mail more finely, to improve address hygiene, to attempt to claim 

every available discount and to comply with the documentation and sortation 

changes required by the Postal Service, including changes implemented as a 

result of Docket MC95-1. 

b. I have no specific information in response to this question, but I can 

note that I beiieve bundle size may have declined slightly, but not 

significantly, in recent years as presorting has increased. Containerization 

has not changed, in that most LCNI mail is prepared in bundles and sacks. No 

trays or pallets have been used over this period. As to the average number 
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of pieces and bundles per container, I also have no hard data, but I can 

attest that LCNI newspapers have taken advantage of the ability to prepare 

sacks with fewer than required minimum pieces in those circumstances where 

service has been poor and the newspaper circulation manager believes smaller 

sacks will improve delivery to subscribers. 

C. I am not sure I understand the question. If the intent is to inquire about 

whether mail preparation has become less costly to mailers over the past IO 

years, my response would have to be that preparation has been more costly. 

LCNI newspapers have been required to adjust to the need for exceptional 

dispatch to improve delivery, to invest in PAVE certified documentation 

programs and to keep pace with shifting USPS requirements for CASSlCRlS 

preparations. As LCNI newspapers absorb more work in order to achieve best- 

available service levels and in order to comply with periodicals mail 

requirements in the Domestic Mail Manual, costs have increased. We have not 

attempted to measure how much of an increase would be involved, but if we were 

to do so, we would need to factor in significant training time in the use of 

new software, additional personnel time in adjusting the newspapers’ systems 

to USPS requirements and time devoted to additional paperwork as systems have 

changed to adjust to such things as exceptional dispatch. 

d. See response to c. 
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CHAIRMAN GLEIMAN: One participant, the United 

States Postal Service, has requested oral cross-examination 

of the witness. Unfortunately, Postal Service counsel don't 

play golf, so I think they're going to cross-examine. 

Ms. Reynolds, whenever you're ready. 

Is there anyone in addition to the Postal Service 

who would like to cross the witness? 

INo response.] 

CHAIRMAN GLEIMAN: No. Ms. Reynolds, fire away. 

MS. REYNOLDS: Sorry to disrupt the flow of the 

morning. 

CROSS-EXAMINATION 

BY MS. REYNOLDS: 

Q Mr. Heath, I'm Ann Reynolds representing the 

Postal Service. Just a few questions for you. 

If I could refer you first to your response to 

Interrogatory Number 7 from the Postal Service. 

A Number 7. T-l-7. Well, I seem to have 6 and 0, 

but I don't know why I don't have 7 to look at. 

MS. RUSH: Mr. Chairman, I'll offer the witness my 

COPY. if you don't mind. 

CHAIRMAN GLEIMAN: Please. 

THE WITNESS: I think somebody didn't copy this 

right, because I don't have it. 

Okay. 
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BY MS. REYNOLDS: 

Q This question referred to a circulation figure of 

7.2 million copies. I was wondering if that's an annual 

figure. 

A Not necessarily. The frequencies of some of the 

papers in this study varied based on some twice weekly, some 

tri-weekly, and some daily, and we did not try to adjust the 

number for that, I don't believe. 

Q If I could refer you back to that point in your 

testimony -- that's page 11, lines 13 and 14. 

A Right. 

Q I'm just trying to get a sense of whether or not 

this would be an annual figure versus a weekly figure. 

A We took a snapshot based on the responses that we 

got to this survey over a period of this roughly four months 

in January 1995, and these were actually copies that might 

be going out. In some cases, for a weekly, it would be a 

weekly figure that would be added up, but in the case of 

dailies or multiple weeklies, I don't think we grossed it up 

for that. 

Q So essentially, I wouldn't be able to take the 7.2 

million and multiply it by 52 and come up with an annual 

figure? 

A I think that's correct, I don't believe you would, 

no. 

ANN RILEY & ASSOCIATES, LTD. 
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Q Okay. At the same page in your testimony, at line 

15, you indicate that 22 percent of the total circulation of 

the respondents to your survey was within county 

circulation. By within county circulation, do you mean the 

copies that were actually entered into the Postal Service 

for delivery or would it also include those that would 

quantify for in-county rates but were delivered by some 

other means? 

A No. These would be pieces that would -- the way 

we styled the survey, these would be pieces that were 

actually listed on the 3541R postage statement on either 

lines 35 or 36 as being in-county mail pieces. That's what 

we directed the people to fill out the survey from, actual 

mailed copies. 

Q Now, from your survey, this is the snapshot, so 

this represents this point in 1995 when you were taking the 

survey; is that correct? 

A Yes, it does. 

Q Interrogatory 8, specifically subsection 8(b) from 

the Postal Service, that question was trying to get an idea 

of the number of copies entered into the Postal Service 

versus those done by other means for the past five years, 

and you don't -- do you have any such information? 

A No, we really don't. The only research, as we've 

said in our testimony, that had been done was this one 

AWN RILEY & ASSOCIATES, LTD. 
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research project that my company did as a voluntary effort 

for the National Newspaper Association, and of the total 

circulation of paid fee, whatever, that came in on this 

survey, that particular percent was within county. Now, of 

a particular paper, you know, the percent was much higher, 

but of all the methods of circulation listed in that survey, 

22 percent of it at that particular point in time were shown 

as being in-county numbers. 

Q Still on that page of your testimony, at the very 

bottom of the page, you talk about a particular skew in your 

survey, and you say that it would be towards papers 

concerned about the future of postal rates. 

Am I correct in interpreting that as being that 

NNA members who are concerned about their postal rates would 

have been more likely to have responded to the survey? 

A I think that's probably correct. What we did, we 

mailed this survey I believe twice to the universe of NNA 

members on our database, and we can only take a bit of a 

guess there that perhaps those who are most actively 

interested in this issue might respond. 

However, I would note that we had some daily 

papers that would not have much dependence on mail that did 

respond and we had, you know, some free newspapers and 

things like that that would be carrier delivered. 

So it was a distribution survey in that sense, but 
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if we were to guess because we were asked to, I believe we 

would think that it might be skewed by people who -- a 

little bit by people who mailed more, but no way to know for 

sure. 

Q So it makes sense that the newspapers who were 

delivered more through the mail would be those that would be 

more concerned with mail rates? 

A That just makes some logical conclusion, but I 

don't think we have any basis for proving it one way or the 

other. 

Q If I could refer .you to your response to 

interrogatory number 13 from the Postal Service. 
.=A-&L- 

THE WITNESS: ?%ndru, do you mind giving me again 

13? For some reason, I've got partial in this book here 

--page 22 is missing for some reason. 

Thank you. 

Okay. Now, which part? 

BY MS. REYNOLDS: 

Q Specifically subpart (c) . 

A Okay. To the best of our knowledge, we would be 

thinking copies and pieces interchangeably. We asked for 

copies. We did not try to make any distinction between 

copies and pieces in the survey, so we assume that it's 

copies but it could be, as we said, interchangeable, 

either/or. 
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Q All right. Could I refer you to your response to 

Interrogatory 6, specifically 6(d) as in David from the 

Postal Service? 

A Okay. 
J-46 

THE WITNESS: Again, %%dra, I need page 10 for 

some reason on there. The copying was done on one side 

rather than the front, and I have the question but not the 

answer. 

Okay. Thank you. 6(d). 

BY MS. REYNOLDS: 

Q Did you do any follow up of the non-respondents in 

your survey? 

A No. The only follow up we did was if we had 

surveys that were incomplete and some numbers were missing, 

we tried to contact those people and ask them for completed 

numbers. But we did not in any way press people to come in 

and participate if they hadn't already participated. It was 

just two mailings, I believe, and we took what we got; only 

followed up on those who needed some completion of data. 

Q In Exhibit 3 of your testimony -- that appears at 

page 10. 

A Three, page 10. Okay. What is that exhibit 

exactly? Tell me what that is to make sure I'm -- 

Q Weekly newspaper statistics. 

A Weekly newspaper statistics? Okay. I'm with you 
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now. Yes. 

Q For 1996, you cite a figure of 81,521,795 copies 

as the weekly circulation of newspapers; am I correct? 

A As I understood you to say 521, I'm looking at 

582. 

Q Oh. That's my -- 

A Eighty-one five-eighty-two. 

Q That's my mistake. 

A Seven-ninety-five. 

Q Is this the weekly circulation of NNA members 

alone or NNA members and non-members? 

A It is members and non-members. 

Q Do you have an estimate or a percentage of that 

figure that is actually NNA circulation? 

A I don't believe we do in our testimony. I don't 

believe we provide that, no. 

Q Could I please refer you to your response to 

interrogatory number 50 from the Postal Service. Now in 

item 3 of your response you state that local entry 

periodicals are required to verify each issue, transport to 

a post office, unload, verify and reload, all of which is 

difficult on a local publication's deadlines. 

When you refer to local entry periodicals, are 

these periodicals that currently do qualify for the 

Destination Delivery Unit rate provided that they're carrier 

AN-N RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street. N.W.. Suite 300 
Washington, D.C: 20005 

(202) 842-0034 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

14078 

route presorted? 

A Well, what I'm referring to here are complex 

procedures surrounding plant verified drop shipments, so I',m 

only talking about those who have applied for and been 

granted approval for plant verified drop shipment on what we 

call a local entry basis rather than dropping in from all 

over the country but being verified at a local post office. 

They would be -- your question I believe spoke to whether 

they were carrier route presorted rates or not, and my 

general belief would be that that mail would be primarily 

carrier route presorted mail. 

Q When you refer to local publications at the end of 

item 3, are these publications that use exceptional 

dispatch? 

A When you're saying item 3, are you speaking of the 

testimony or the interrogatory? 

Q I beg your pardon. Item 3, interrogatory number 

50, difficult on a local publication's deadlines. 

A And you ask was I speaking of? 

Q Are these publications that would use exceptional 

dispatch? 

A Many of them. Many of them. But again I was 

referring here to the complexities of trying to deal with 

the option of plant verified drop shipment, which we found 

for our members to be rather difficult to deal with and not 
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very well understood by local postmasters. 

Q Could you give us a little bit more detail on why 

it's difficult for these local publications to have each 

issue verified? 

A Well, as we sit here, I think in our testimony -- 

many of the local newspapers operate kind of on a -- and 

especially if they're multiweeklies or dailies -- a little 

more tighter deadline situation than one might expect for 

something other than a daily paper, in that many of them, 

you know, are working all day during normal business hours, 

printing at night, so forth and so on, and in order to get 

the advertising and news in as timely as possible, get it 

all through what we call our production departments, 

printed, and our post press, mail rooms and what not, in 

order to be able to get that paper where we need it to go in 

time. 

It's just more difficult to have each issue of a 

periodical verified by hauling it down in our case to the 

local post office. We aren't big enough to have detached 

mail units, postal employees in our back shops, so the only 

option we have for plant verification is to load this mail 

in a truck, haul it to a postal facility, have it verified, 

then haul it out on our transportation to other postal 

facilities in our immediate trade area. That to us is a 

more difficult process than we think we can always afford to 
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go to. 

Q You were speaking of timing. Is part of the 

difficulty that the publications -- because of your timing 

you need to bring them to the post office in the middle of 

the night when postal employees aren't available to do the 

verification? 

A That's part of it, but the fact is that many of 

them are still trying to do that sometime late in the 

afternoon when postal facilities are still open, and, you 

know, it's just a difficult situation to be able to find the 

time to wait on, many times, postal people to find some 

clerk that can verify and weigh your mail before it goes out 

to other facilities where it's day or night. 

Q Is that mail generally delivered the same day or 

the next day? 

A Well, the intention is for it to be entered into 

the postal system generally in time to be delivered.the very 

next business day. There may be some cases where attempts 

have been made to have mail verified very early in the 

morning to get same-day delivery. That wouldn't be probably 

the most common scenario, but it is possible. 

Q If I may refer you to your response to 

interrogatory 51 from the Postal Service. 

A Okay. 

Q YOU state in that response that verification of 
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1 copies entered through exceptional dispatch with postage 

2 paid at the entry office is done when the postmaster 

3 requires it; is that correct? 

4 A That would be my general thinking, yes. 

5 Q Now, are you referring to the postmaster at the 

6 entry office where the postage is paid or the postmaster 

7 where the publication is actually deposited? 

8 A I'm talking about the regional entry office where 

9 postage is paid. 

10 Q If I could ask you to maybe stick your finger on 

11 51 and refer at the same time to your response to 

12 interrogatory 55 from the Postal Service. 

13 A Okay. 

14 Q At interrogatory 55, you discuss the basis for 

15 annual verification of periodicals mail. Now, is the 

16 verification you're referring to in your response to 

17 interrogatory 51 similar to this annual verification? 

18 A No. What I’m attempting to assert here for you in 

19 55 is that it is my belief and my understanding that has 

20 been applied to our newspapers and newspapers that I 

21 referred to is that periodicals mail is basically verified 

22 once a year unless something is detected to be out of order 

23 by local acceptance people as the mail goes through. We 

24 don't find that periodicals mail is verified every issue. 

25 That's why I said as the postmaster requires it. What I was 
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1 trying to refer to there is that if the postmaster felt for 

2 some reason it would be necessary to verify that mail, fine, 

3 but other than then weight per copy and the advertising 

4 percentage, we don't believe that periodicals mail is 

5 verified, every issue that's entered. 

6 Q Mr. Heath, in your experience, is it common for a 

7 postmaster to ask for verifications of exceptional dispatch 

8 mailings in addition to the annual verification? 

9 A Not particularly, no. 

10 MS. REYNOLDS: We have nothing further. Thank 

11 you. 

12 CHAIRMAN GLEIMAN: Is there any follow up? 

13 Questions from the bench? Commissioner LeBlanc. 

14 COMMISSIONER LeBLANC: Good morning, Mr. Heath. 

15 THE WITNESS: Good morning. 

16 COMMISSIONER LeBLANC: Just a I guess maybe 

11 further explanation for me, but after I read the first part 

18 of the testimony, then the errata, I got a little bit lost 

19 in what you were trying to do, I think, so maybe you can 

20 help me. 

21 THE WITNESS: All right. 

22 COMMISSIONER LeBLANC: You talk a lot about the 

23 in-county rates and how bad the situation is with the Postal 

24 Service. They don't seem to be cooperating with you. Is 

25 that still your testimony? 
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THE WITNESS: Are you speaking of service issues 

here or are you speaking -- exactly what issue are you 

speaking of the cooperation on? 

COMMISSIONER LeBLANC: The service issues. 

THE WITNESS: Well, I want to clarify that the 

service issues are primarily not within county, okay? They 

are primarily outside the county service issues. 

COMMISSIONER LeBLANC: Okay. 

THE WITNESS: For delivery purposes. Now, we have 

this question of the exceptional dispatch that we have 

raised and whether or not we should be granted, you know, a 

new rate for drop shipping because we're doing the work for 

the Postal Service and saving them transportation and 

handling costs. But I want to make sure that you understand 

that the periodical service questions they're raising are 

primarily outside our county. The in-county mail that we 

enter at delivery offices is delivered pretty well 99.9 

percent of the time. 

COMMISSIONER LeBLANC: Now, to change gears on you 

a minute, let's go to the volume issue. You talked a lot 

about how the volumes were wrong, and you even talked about 

-- I think you gave two examples, as I recall, about either 

the Postal Service is wrong on their volume -- whatever the 

situation is, freeze the rates, and went into a number of 

things. 
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By freezing the rates, what would you hope for us 

to try to do for you? Is there any way of -- I mean, what 

good would freezing the rates do if the Postal Service 

doesn't seem to be cooperative on one hand, is what you say, 

and you want us to freeze the rates, and I'm just trying to 

understand the eennee& between the two, if you will. 

THE WITNESS: Well, we have seen enough growth in 

our own industry, we have seen -- you know, I know in my 

company many of our in-county publications are growing. We 

have seen new publications start up. I know in my rural 

area, I've seen a lot of new in-county publications in the 

last decade. So we do believe that the numbers could be 

misleading, that would obviously harm our institutional cost 

assignment, but we do feel we have been treated very fairly 

by this Commission in the past and we just wanted to raise 

the question of how much we believe that the counting system 

or cost-gathering system of the Postal Service may very 

likely be flawed, and when it comes to trying to reflect 

incoming volumes, it's somewhat understandable perhaps in 

the sense that many of our members enter at very small 

offices when many of them -- most of them argue are not on 

the permit system, I believe -- 

be? 

COMMISSIONER LeBLANC: What percentage would not 

THE WITNESS: Well, I don't think we know that, 
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quite frankly, but we do know that -- as I talked to people 

around the country and in some newspapers and other NNA 

members, it's interesting that we can -- we ask somebody 

whether they get back a 3541R mailing statement, postage 

statement that's been computed by the Postal Service, we 

find many offices where there has been no computation by 

computer at the local level indicating that they're 

apparently not on the computerized BRAVIS or whatever that 

permit system is. 

So all we know is that offices and towns typically 

under probably 3,00 or 4,000 people, and there are a lot of 

them out there in the markets where we live and operate, 

don't seem to be on any kind of computerized system. 

But to try to speak to your question a little more 

directly, we just feel like we want to be careful not to 

have a flawed accounting system of volume affect our rates, 

and maybe -- you know, they have been reasonably fairly 

constructed in the past. 

COMMISSIONER LeBLANC: Now, in your conclusion to 

your second part, or your errata, if you will, on line 6, 

page 25, you talk about in a sentence there -- it says, the 

current problem -- I'm shifting gears on you obviously 

again, so I apologize -- the current problem in the high 

density walk sequencing requirements developed for the 

Postal Service's advertising mail customers and only 

ANN RILEY & ASSOCIATES, LTD. 
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1 reluctantly extended to newspaper provides an excellent 

2 illustration of the chronic problem. 

3 What do you mean in that case by reluctantly? 

4 THE WITNESS: Well, as I recall, when R90 rates 

5 were unveiled, there was both a 90 percent saturation walk 

6 sequence rate granted to ad mail customers and I believe a 

7 high density rate at the same time to ad mail customers. 

8 When we looked at the proposed rates for periodicals, we saw 

9 only a 90 percent saturation rate extended to periodicals. 

10 We realized that no newspaper in America has 90 percent 

11 saturation by mail delivery, so it would have been a rate 

12 that would have been useless except maybe in a case where a 

13 newspaper was sample copying an entire route. So it may be 

14 once or twice a year would that rate ever be useful. 

15 Knowing that, I think some of our postal 

16 investigators and lawyers looked at the Postal Service's own 

17 testimony and research documents and the study, as I recall, 

18 showed that there was a comparable savings at the 125 piece 

19 level, and this Commission did grant that, but it was not 

20 offered, as I recall, to us initially. 

21 COMMISSIONER LeBLANC: Thank you, Mr. Heath. 

22 Thank you, Mr. Chairman. 

23 CHAIRMAN GLEIMAN: Any follow up as a consequence 

24 of questions from the bench? 

25 [No response.] 
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CHAIRMAN GLEIMAN: If not, that brings us to 

redirect. Ms. Rush, would you like some time with your 

witness? 

MS. RUSH: Yes, I would, Mr. Chairman. Just a 

moment. 

Mr. Chairman, we're ready to resume. 

CHAIRMAN GLEIMAN: Please proceed. 

REDIRECT EXAMINATION 

BY MS. RUSH: 

Q Mr. Heath, could I direct you back to the page 

that Postal Service counsel was asking you to discuss, your 

Exhibit 3 on page 10, and again the reference on line 13, 

page 11. to circulations. 

I would like to just have you clarify, if you 

would, please, how a newspaper would typically count 

circulation. If you asked a daily newspaper what its 

circulation was, pick a typical number and explain to me how 

a daily newspaper might arrive at that number. 

A Well, a typical newspaper, whether they're 

reporting to the Bureau of Circulations or the Postal 

Service~in its annual statement of ownership, Form 3526, 

would give basically an average circulation for a day, and 

so there would not be any reporting of a gross-up for 

frequency. 

Q Would that be a per-issue circulation? 

ANN RILEY & ASSOCIATES, LTD. 
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A That would be a per-issue circulation. 

Q If you had a newspaper that had, for example, 

5,000 circulation reported, would that mean 5,000 

circulation per day? 

A That would be correct. 

Q Would that same logic hold true for a weekly 

newspaper? If it said it was 5,000 circulation, would that 

be 5,000 circulation per week or per year? 

A Per week 

Q Per week. If you asked a newspaper publisher whcl 

had a circulation that was produced twice a week or three 

times a week, and the base circulation per issue was 5,000, 

would it report 5,000 to you, 10,000 or 15,000? 

A It would be 5,000. 

Q Would it be true, then, if you looked at your 

number on line 13 that Postal Service counsel asked you to 

reference, the 7.2 million, would that be per issue 

circulation for a weekly newspaper? 

A That's correct. 

Q If within that mix, you had, for example, 10 

percent of newspapers that had more than one issue in a week 

-- for example, it was a twice weekly -- would that number 

likely still be reported as 7.2 million? 

A Yes, I believe it would. 

Q So would it be true that if you had within your 
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survey some newspapers of more than weekly distribution, 

more than weekly frequency, that this number would be more 

likely to be understated than overstated? 

A That's correct. 

MS. RUSH: No further questions, Mr. Chairman 

CHAIRMAN GLEIMAN: Did redirect generate any 

recross? 

MS. REYNOLDS: No. Thank you. 

CHAIRMAN GLEIMAN: If that is the case, then, Mr. 

Heath, I want to thank you. We appreciate your appearance 

here today and your contributions to our record, and if 

there is nothing further, you are excused. 

[Witness excused.] 

CHAIRMAN GLEIMAN: Ms. Rush, if you would call 

your next witness. 
NN+l 

MS. RUSH: Yes, Mr. Chairman. -webs would like to 

call Patsy Speights. 

CHAIRMAN GLEIMAN: First, let me apologize for 

mispronouncing your name a bunch of times. 

Whereupon, 

PATSY SPEIGHTS, 

a witness, was called for examination by counsel for the 

National Newspaper Association and, having been first duly 

sworn, was examined and testified as follows: 

DIRECT EXAMINATION 
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BY MS. RUSH: 

Q Would you state your name, please. 

A Patsy Speights. 

Q Patsy, I'm about to present to you two copies of a 

document entitled Direct Testimony of Patsy Speights on 

behalf of the National Newspaper Association. 

Was this testimony prepared by you or under your 

direction? 

A It was. 

Q And if you were to prepare it today, would your 

testimony be the same? 

A It would be. 

MS. RUSH: Mr. Chairman, I'd like to present these 

two copies of a document Direct Testimony of Patsy Speights 

on behalf of National Newspaper Association to the reporter 

and request that it be entered into evidence. 

CHAIRMAN GLEIMAN: Are there any objections? 

Hearing none, the testimony and exhibits of 

Witness Speights are received into evidence, and I direct 

that they be transcribed into the record at this point. 

[Direct Testimony and Exhibits of 

Patsy Speights, NNA-T-2, was 

received into evidence and 

transcribed into the record.1 
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DIRECT TESTIMONY OF 
PATSY SPEIGHTS (NNA T-2) 

ON BEHALF OF 
THE NATIONAL NEWSPAPER ASSOCIATION 



14892 

1 My name is Patsy Speights. I am appearing on behalf of the National 

2 Newspaper Association, of which my newspaper is a member. 

3 I am editor and general manager of the Prentiss Headlight, a weekly 

4 newspaper located in Prentiss, Mississippi. The purpose of my testimony is to 

5 demonstrate to the Postal Rate Commission the hardships placed upon a small 

6 newspaper when mail delivery fails. I will cite two illustrative examples and will also 

7 provide some information about subscribers’ complaints. 

8 Prentiss is in south central Mississippi, approximately 120 miles north of the 

9 Gulf of Mexico and 60 miles south of Jackson, the Mississippi state capital. 

‘. 10 The Headlight is published on Wednesdays. The newspaper is the primary 

11 source of local information for readers in a 30 square mile area. Most of my readers 

12 are engaged in manufacturing and industrial jobs. 

13 The Headlight is owned by Prentiss Publishers, Inc., a subsidiary of the Daily 

14 Leader in Brookhaven, MS. The Jacobs family. who own and operate the Leader and 

15 the Headlight, are active community leaders and vigorous defenders of the 

16 importance of community journalism. I have placed a copy of a recent issue of the 

17 newspaper on file as NNA Library Reference #3. 

18 Besides me, the Headlight staff consists of one full-time person and six part- 

19 time persons. My responsibilities cover the full gamut of activities needed to produce 

20 a weekly newspaper for a small community. I write the news stories, sell and 

DIRECT TESTIMONY OF 
PATSY SPEIGHTS (NNA T-2) 

21 compose the ads, take pictures, paginate and pasteup copy, haul the pages to the 
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printer, sort the mailed copies, bundle them, prepare mailbags and deliver the mail to 

the post office. In addition, I manage our corporate finances, represent the Headlight 

in our small town, supervise our small staff and provide an attentive ear to residents 

who drop by to visit about local concerns. 

Our total paid circulation as of Nov. 5, 1997, was 2,665, of which 1,102 are 

entered at the Prentiss delivery office, ZIP Code 39474. Of that total, 312 pieces are 

entered at the DDU level, 294 pieces at the all-others level and the rest are mailed 

out of the trade area. The balance of our paid circulation is delivered by our own 

carriers. 

Our newspaper performs a number of worksharing functions to comply with 

regulations, save money and improve our delivery. We have a software package 

that breaks out the ADC, 315 digit, basic, DDU and in-county levels and prints our 

mailing statements (3541R). 

The weekly report from our software yields information in a format to. 

correspond to bag labels--which themselves create a new difficulty for us because it 

often takes 4-6 weeks to receive new labels from USPS. In that case, I hand address 

the label. This has been a problem at times when the postmaster was unsure of the 

proper sorting for the most direct destination. 

We have chronic and persistent problems in achieving consistent mail service 

for our readers, particularly in mail destined for addresses outside our county. My 

appearance before the Rate Commission is to demonstrate the lengths to which we 

22 must go to see that our mail reaches our readers. 

2 
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In a normal week, we deliver the newspaper mail to Prentiss by 2 p.m. on 

Wednesdays. We load the bundles ourselves onto flat carts, with the DDU copies on 

one cart, the copies for Carson (MS) office 39427 on another cart and Bassfield (MS) 

39421 on a third and the rest of the mail on yet another flat cart. We drop the mail cln 

a dock and push it ourselves into the appropriate rooms in the post office. A contract 

driver picks up the carts destined for other ofi?ces and delivers them to those offices. 

Last year, at the height of the Christmas shopping season, we had a lesson in 

how fallible the system is. 

We dropped ourpapers on the dock as usual. The contract driver picked them 

up. 

But he failed to drop them off at Bassfield or Carson. 

The people in the Bassfield and Carson post offices know that my papers 

should be in their offices by Thursday morning. But during this week, on December 

19, 1996, a Bassfield Post Office employee phoned to say my papers did not arrive. 

Shortly after that I got a similar call from Carson. I began to worry about my 

Christmas edition. I knew the carts had been picked up from Prentiss, but where 

were they? 

Finally, the mystery was solved. The Bassfield employee called to say she had 

seen the drivers truck parked in back of her office and it appeared the driver had 

simply neglected to unload them. My papers were still on the truck. 

In order to get my papers delivered, I had to locate that truck myself. I got 

permission to take the Basstield postmaster to open the door of the contract carr/er’s 

truck, which was parked outside the Bassfield office, so I could retrieve my own mail. 

3 
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I found it all on the carrier’s truck and wound up dropping it all off myself at the 

necessary stops along the usual routes. No one offered a rebate on my postage. A,nd 

my rural readers missed their paper for an additional day--at a very bad time of the 

year. Needless to say, my advertisers were not very happy with me. 

This unusual drop shipping exercise was a one-time occurrence, but service 

problems in general are far from unusual. 

One of our most important towns is New Hebron, Mississippi, 39140. I have 41 

subscribers there. Most of them live within our county. They expect next-day delivery, 

same as our other area‘subscribers do. But New Hebron post office is in the next 

county, so these subscriber copies are technically regular rate mail. 

I used to drop my mail for New Hebron at Prentiss just as I do the mail for 

Bassfield and Carson. But after reclassification, delivery complaints began to soar. 

The postmaster suggested we change from brown bags to green ones and we did, 

but delivery did not improve. Then he suggested orange bags and we switched, but 

delivery did not improve. Finally we were told to put our papers in a box with a grsen 

lid. The postmaster hand-taped a message to the lid: Expedite. Do Not Open. Deliver 

Direct to New Hebron. Mississippi 39140. That didn’t work either. It is clear to me that 

the mail doesn’t care what color it travels in: the problem is where it has to go to get 

to New Hebron. 

Before reclassification, the New Hebron mail left Prentiss and went to 

Hattiesburg about 40 miles away. After reclassification, the route changed from 

Prentiss to Hattiesburg to Gulfport, down to New Orleans and then back again after it 

is sorted in the New Orleans ADC. Those newspapers travel further in a week than l 

4 
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do in some years. And the ironic thing is that New Hebron is only 18 miles from 

Prentiss. In fact, I have subscribers less than five miles from my door who are served 

by Rt. 1 New Hebron. They just happen to be served by a post office in another 

county, so their newspapers have to go around Carters barn to get to them. 

Eventually, the situation became intolerable. Now, every Wednesday I drive I8 

miles to New Hebron and back again and I enter those copies through exceptional 

dispatch directly at New Hebron. Because of the rural roads, it takes about 45 

minutes to get the mail delivered to the New Hebron post office and make it back to 

my home 19 miles away. This is at the end of a long 12 hour day. But the Postal 

Service offers no discount for this extra effort or cost under the present rules. My only 

satisfaction is that my New Hebron readers now receive their paper on time. 

My specific problem with the Basstield mail may have been an unusual one, 

although delayed delivery is certainly not atypical. But the New Hebron situation is . . 

one that I believe many small town publishers face. With the new rules for sacking 

and packaging for Periodicals, our newspapers have traveled widely--but our service 

has declined. 

The final concern I would like to raise with the Commission is about my 

various readers scattered around the country. 

It may seem to some business people that. these out-of-town readers are not 

very important. They don’t shop in our stores. They don’t attend civic events listed in 

the paper. They may not visit my office with news very often. But they are important 

to our mandate as a local newspaper. Sometimes they are senior citizens with 

seasonal homes, or college students whom we certainly do wish to encourage as 

I’ 
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future readers. Sometimes they are former residents, or people on temporary posts 

who will return to Prentiss. In every case, they are people who provide some small 

revenue stream for our little paper by paying for an annual subscription at $26 a year. 

When we lose them, we lose more than money. We lose loyalty and a part of our 

franchise. And our out-of-town readers lose a service that helps them stay connected 

to a place and to people who are important to them. 

Delivery to these people has long been a problem for some reason. But the 

complaints I’ve received in recent years clearly are on the increase. To test the depth 

of the problem, I put a flyer into every mailed newspaper in June 4, 1997. I asked 

subscribers to tell me when they received that edition. I am attaching their responses 

to my testimony as my Exhibit 1. 

Among the things I learned from my readers was that it actually took l-4 days 

for the Headlight to reach Kettering, Ohio, and nine days to get to Richmond, CA. I 

learned I had 67 people who were owed an apology for poor service. I consider those 

readers to be readers at risk. I am frustrated that I can do so little to satisfy these 

people. 

My newspaper spends approximately $56,000 a year with USPS for delivery of 

our newspaper and our weekly shopper. To the Postal Service’s $52 billion 

enterprise, that isn’t much. But to our newspaper it is a tot. But it is wasted money if 

the newspaper is not delivered on time, With our small market, every reader is an 

important part of the business. 

The amount of home delivery that we handle with our own carriers came about 

as a direct result of rising postal rates. At one time, virtually all of our 2,665 copies 

6 
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would have been mail-delivered. But carrier delivery isn’t possible for us for copies 

that are delivered just outside the in-town area. We must rely upon the Postal Service 

as our circulation manager. And we certainly cannot hand-carry a copy to Kettering, 

Ohio, although I sometimes wonder if we couldn’t get it there faster if we did. 

The Postal Service has been an important business partner to us. Our 

relationship with our local postmaster is excellent and I feel the Postal Service as an 

institution is a vital part of our American democracy. It does feel to me as if the Postal 

Service has gotten too grand for us in recent years--so busy with its major accounts 

and its new machines that it has forgotten our little newspapers. But our forebears 

were the publishers who helped this system of universal delivery come into being and 

I believe that universal delivery should remain the Postal Service’s primary concern. 

I am willing to do my part to sort the mail and prepare it according to all of the ‘. 

rules, even as the rules have become increasingly complex. But when I am doing the 

work for the post office, I believe I should be compensated for that work. I am paying 

the Postal Service the same rate for my newspapers delivered to New Hebron as I 

am for newspapers delivered to Hattiesburg. but to reach New Hebron I am buying 

gas, depreciating my car and spending my own time. Those contributions are 

significant to me and to my business. They should be recognized by the Postal 

Service. 

Therefore, I request that the Postal Rate Commission consider recommending 

a discount for these short-haul newpapers that are entered through exceptional 

dispatch. Furthermore, I hope the Commission will take into account the difficulties 

plaguing Periodicals mail delivery around the country when it determines our rates. 

7 
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Even with the moderate increases proposed in this case, small newspaper publishers 

are overpaying when they receive no value because angry subscribers drop the 

paper. The value of this service has declined for us in recent years and I request that 

the Commission acknowledge this problem in its recommendations to the USPS 

Board of Governors. I request a moderation of our rates because of these problems. 

I believe strong encouragement from the Commission will help the Postal Service 

maintain its determination to address these problems and help us to satisfy our 

readers. 

. ..._.., _l_l_,, 
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DECLARATION 

I, Patsy Speights, declare under penalty of perjury that the foregoing testimony is 
true and correct, to the best of my knowledge, information and belief. 
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CERTIFICATE OF SERVICE 

I hereby certify that I have on this day served the foregoing document 
upon all participants of record in this proceeding in accordance with Section 12 of 
the Commission’s Rules of Practice. 

National Newspaper Association 
Suite 550 
1525 Wilson Boulevard 
Arlington, VA 22209 

Dated: I)- 30-79 
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Our mall subscrlbers sometimes tell us 01 poor or erratic delivery of their newspaper. We are, 
trying to find a solution to the problem so you get your prenliss Headllg-ht on time. We will,galh- 
er the results and discuss lhem with the Postal Set-&e. 

. On what date did th,s ;ditlan (June 4) arrive7, t i , !I, p : 7 

Phone 

zip ~f?,/d~i 
~.~, :, ,.,:~,,,~.:.:,,:;:.:‘. 

Please return this poll to: The Prentiss Headlight IAttn: PBtsy Spelghts ;. 
P.0. BOIL 1257 * Prentiss, MS 39474 :“: -. 

~I:._, -;I 
. . : 

OR Pax IO (601) 792.4222 

-~ - 
0~ p11 =hcrib*rs sometimes tell us of paorbr erratic delivery of their newspaier. We ire. ., 
tfhg 10 find * SoIUtiOn to the problem 50 you get’your Prentiss Headlighi on time. we Will gatb- 
er lhe resulls and dlscurs them with the Portal Servlce. 
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er the results and discuss them with the Postal Service. . . _ G ;~ .: 
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Please return this poll to: The Prentiss Headlight I At& p;l,sy Speights: ,: ~::ff ‘.,: 
P.O. BOX ,257 * Prentiss, MS 39474 .C.‘~ .;, :: :. 

.‘.‘i,,. :Ll; :- .s.:,, ,,.. 
1.“. ‘I:~.-.:i.:.~. 

OR Fax to (501) 792422 

Th,nr: You! 

. tell us ol poor or erratic delivery of their newspaper.~,We are 
,d problem so you get your prentiss Headllght on time. ‘+‘e wifl,,ga,h- 

. them wi,h the Postal Sewtsc.- 

A On what data did ,hk editlon (June 4) arrive? 

. HOW many days usually pass belween the pub,,ca,,on dale and the dale YOU 
recdve the edItton ,I- / 

1,FP /?rrt/ 7 _- 7 d. 

3,=,7/ok=n LNAJE 

chy:JL PRSD, 

please return this pcli to: 

Page 4 
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n On what date dld thlr edition (June 4) arrive? 

1.’ , 
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OR Fax IO (501) 792-4222’~ 

- _.._ 

our mall subscribers sometimes tell us 0, poor or erratic delivery df their newspaper.,We are 
trying to rind a solution to the problem so you get your Prentiss Headligh, o?:tlme. we. will gath- 
er the results and discuss them with the Postal Se~lce. * . .’ ; .i. ~. 

a On what date did this edition (June 4) arrive? - - 

m HOW many days usua,Iy pass between the publlcatlon date and the date YOU 
receive I e edition? DAVS 

Name: .\I.sc2LY-b 

Address: 31 Y.3 R 
ciw: mtE a Le v state @-& 

please return this pot, to: 

OR Fax to (601) 792-4222 

____~ . ~. . .-_- -.. ..- 
Our mall subscribers sometimes tell us of poor or erratic delivery of their newspaper. We are ‘: 
bylng lo find a aolutlon to the problem so you get your Ptentiss Headltghl on tkne. We w,,, gath- 
er the results and discuss them with the Postal Service. 

m On what date dld this edition (June 4) arrive? 

n How many days usually pars between the publication date and the date you ,‘.1’_ 
receive the edltlon7 7 ,-a Y 34d3 

N*“W: -L 1 .!..+fiJiS 

Address: Y/L Hw5e;//P 3f. 

City: H U/J 7- 

Pleats return thls poll to: 
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please ,etUm th,!, PO,, to: 
P.O. BOX 1257 - 
CR Fax ,o (60,) ?92-423-, .: 1 

-- - c: 
cur me0 subscribers sometimes tell us 01 poor or erralic delivery of their newspaper. We are 
,,ylng ,O nnd B solution ,O the problem so you ge, your Prenllss Headllgh, on Ume. w’ will sa,b- 
e, the ,esu,,s and dlssuss them with Ihe Postal Se+e. 

,- 
m On what’da,e did this edition (June 4) arrive? ,: - 

, How many days usually pass belw ub”ca”on da’* and ‘he da’* You 
receive Iha edlflon? c ti 

___I- - .~ 

Our mill ubscrlbers sometimes ,e,l us 0, poor or erratic delivery of their nqwspaper..We are 
trying lo find a so,u,lon lo the problem so you gel yoiu Prentlss Headllgh, on ,jme. we will gath- 
erthe results and dlscusr them with the P&l SeNIce. 

m On what date dld (his edilion (June 4) atriVe? 

, HOW many days “s&ally pass betw 
reselve the edlllon? Ihd 

uJ,‘LL,‘A MA s 

Address: i) SO. DGQ’a;,’ S-I- 

14909 

Page 7 
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trying to find a soWan ,o the problem so You get Your Prenllss Headlight on time. we will galh- 
erthe results and discuss fhem with the Postal Service., 

- 

Our mall subscrlbers somellmes tell us of poor or erratic delivev of their newspaper. We are 
lrylng lo find a solution tp the problem so you gel your Prentlss Headlight on tl!qeY,,IWe wYill gafh- 
or the results and discuss them with the Postal Semlce. 

-.,- 

our mall subssrlbers sometimes tell us of poor ar erratic delivery of their newspaper. we ale 
trying lo llnd LI s01utl.m to the problem so you gel your Prenllss HeadlIght on lime; we. Will’Sath-. .‘.: 
er the results and discuss them with the Postal Sewlce. 

m On what dale did lhls edltlon (June 4) arrive? 

n How many days usual, pass belween the publlcatlon date and the date YOU 
receive the edltlon? k CbYS ! 

P,,,,,e ,e,ur” ,,,,, PO,, (0: 
P.O. BOX ,257 . pren,,ss, MS 39474 

OR Fax lo (60,) 7924222 : : 

..,.-ll ,,,, Ilf :, y  



Our mall subscribers sometimes tell us OI pour or r#tdllC YSII.-., _. ..,. 
trying to find s soluIIon lo the problem so you get your Prenllss Headllght on time. We will gath. 
er’lhe results and discuss them with the Postal Se 

n On what date dld this edillon (June 4) arrive? 

14911 

. How many days usually pass between 1h;publlcation date 
recelvs the edldon?~. &.A- (I 

Name: 

please return lhls poll to: The Prenliss Headlight I Attn! Palsy 
P.O. Box 1257 - Pr?ntissJMS 39474 : 

OR Fax (0 (601) 792-4222 

our mall subscribers sometlmes tell us of poor or erratic deliverY of lhelr newspaper. We are. ., 
trying to find a solution to the problem so you get your fVenllSS 
FI the resuIIs end dlscuss!hem with the Postal Service. 

Headlight on ii?*, “.will gath-. ~., 

Our melt subscrlbers romellmes tell us of poor or erratic deliver/ 01 their newspaper. We are 
trying to find a solution lo the problem so you get your Pr~~llss~Head~ight on lime. We Will ga”-;-- 
er the results and discuss them with the Postal sf”l:e.’ ~1, : :-:.: ,:.:, :.~ ” .: .!- 

m On what dale did lhls edition (June 4) arrive?. - /d-F7 ‘,,. ‘. ,‘.. 
.~ 

m How many days usually pass between the publlcallan dale’kbihe dale y00’~“’ : ‘. 
receive the edItIon -/$ - jr0 - /j--&y&~. .- 

Name: 

Address: 

my: state 
,.. . . . ._,. _i,,,~.; 

Please return this poll to: The Prenllss HeadlIght, 1 Attn:..M?Y:Sp~!gh _^ - _--- -~--.#z: .,,2’“...7 
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Our mall subscribers sqmetimes tell us of poor or erratic delivcjy of Lheir newspa$er..We are ‘~ trying to llnd 8 solution to the problem to you get your Prentiss‘Headlfght on lime. We will gath- 
er the results end discuss lhem with the Postal Service. 

s On what date did this edilion (June 4) arrive? L 7- 97 
m HOW many days usually pass between the publicalion dale and the dale you 

receive the edition? /J /f&v ~77fLLP 

Please return this poll lo: The Prentiss Headlight IAttn: Palsy Speights ” ‘:’ ~,‘.I’~:: 
P.O. Box 1257 * Prentiss, MS 39474 
OR Far lo (601) 792.3222 

:;., _. 

Our mall aubscrlbers sometimes tell us of poor or erralic dellverf of ,helr newspaper. Wa hre 
trying to find a so,tilon to ,ha prabrem so you gel your Prenrlss Headlight on I@:. We will g?,h- 
er the results and dlscuss them with the Poslal Service. 

n On what dale did this edillon (June 4) arrive? b -,9-97 

. How many days usua,,y pass belween the QUbhtiOfl date and the dale YOU 
recelvs the editlon? SAC&&U 

Page LO 



our mall subssrlbers sometimes tell us 01 pour UI elnauc Y=I..-., 
qins to mds sohtlon to the Qrob,em so you get your,Prentl*s H*adQh( an.;%. We will gath- 
*, the results and dkcuss them with the Postal SewIce. 
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m 0” what date did this edition (June 4) arrive? 

OR pax ,o (go,) 7g2..q2.2 

.., . . . b.>, 

- - -erm-r-m-= 
D 

your 

er the results and dkcuss them with the po*,*l Service. 

m On what date did this edition (June 4) arrive? ci; ICI97 
, HOW ma”y days US” 

receive the edition? 

P,ea*e return this PO, 

Dage 11 



Our mail subscribers somethes tee US OI poor or erratic delivery of thT,rxSw*,PSP*; W*,Sr* 
trying to find ,, solution to the prObkm SO YOU get your Prent,*:HS*d,lgh, ?: tm. WS wd, g*th-. 
er ,he ,a”,,, c,,,d d,Sc”~s them with the PO*,*, SS&*. 

, 0” ,.,,,,~l date did lb,* editiOn (June 4) SrriV*7 JLJME 4 

, How many days usua~ly pasr between the QUbliCatiOn da,* Snd ,hS da,* YOU 
ret&e the edition? our ALL I -E k 

Name: p/f c $ d//l VA-x/ 

cny 7-a UMP stare & 

please retum th,s pOti to: me prentiss Headlight I Attn: PhtSY Q’Sight*.: ,, 
p.0. BOX ,257. Prentiss, MS 39474 

OF, pax to (601) 792.4222 

. 

our mall eut,scr~bers sometimes wo us or poor ar erratic deliverl Of ,h,*ir ~~~*PSPer. WS SE 
trying ,,, finds sch,t~on to the Q,~bt~~ SO YOU get your Prentlss H*ad,lght On t,m% WS w’,‘~g:th- 
er the reruns and dIScus* them wi,h the PO*,*, SSrv,SS. 

a on what d*ts did this edition (June 4) Srr,V*? b- 9-97 

m HOW many days usualty pasr ywm the publication da,* Snd ,hS da,* YOU 
reeelve the editlon? 

P,ease ,* turn ,,,,, pa,, to: 

OR pax ,* (61),) 792..,22* 

, 
_. 

,I4914 



When are 
YOU 
receiving 
your 
Prentiss 
Headtight? 
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m On what date did thls editlon (June 4) arrive? L7 

. How many days usually pass between ,he>ublfca:lon dalo and the da,e,you~ 
recelw the edItIon :? ;L; 4 : .~,. 

;; . . ,~ ., 
,~- ,,_. ~. :< ,.,, 

Phone ” ~. 
,, 

Please return this poll to: The Prentiss Headlight /Ann: Pgtsy Spejghls ,., ‘.; .:‘,. ,:,, 
PD. Box ,257 - Pren,iss,$!~,39474, ,’ ::- 

~:~, ~, .; :. 

OR Fax to (601) 792-4222 

Our mall subrcribers sometimes tell us of poor or erratic deliver/ of their newspaper. We are 
trying to find a solution to the problem so you get your Prentlss Headlight on time. We will gath- 
er the reeults and discuss them with the Postal Service. 

. On what date did this edition (June 4) arrlve? 

P.O. Box ,257 * Pren,[ss, MS 33474 

OR Fax to (601) 792-4222 

_. 
our mall subscribers sometimes tell us 01 poor or erratic delivery of their r+ewePaPer. We,ere 
,,,kg to and 4 eolutlon to the problem PO you get your Prentiss Headlight on time. We 711 gath- 
er the resu,,, end dlscuse (hem with ,he Postal SeWICe. 

# On what date did this edition (June 4) arrive? ne/ /.t?c, $/A?, 
: 

be’wee” Ihe Publlc=‘l*” da’@ =“dW d=‘e You 

14917 
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Our mail subscribers sorqetimes tell us of poor or erratic deliver/ ot iheir newspaper. We are 
trytng to find a solution to the problem so you get your Prentks Headlight on time. We will gath- 
er the results and discus+them with the Postal Serke. L _ 

m On what date did this edition (June 4) arrive? I-l- T? 

recetve the edition? 

phone 3 7 i- Jo? 7 

OR Pax ,a (501) 792.4222 

.-.-_., 
-hour mall sub~criberr sometimes tell us of pow 

trying to find a aotutton to the problem so you get ybur 
er the results and dIscus?I them wilh the Postal Service. 

m On what date did this editlon (June 4) erris?? 

Page 16 

14918 



- ._-. 
; : ; : 

,’ Our malt &crtbers sometlmes tell w 01 poor or.erratic deliver++01 theicnewspaper. We are ,’ Our malt &crtbers sometlmes tell w 01 poor or.erratic deliver++01 theicnewspaper. We are ‘:; ‘:; 
trying to tlnd a solutton to the problem so ypu get jour Prentiss Headlight on.tlme: we wilt g?lh-, trying to tlnd a solutton to the problem so ypu get jour Prentiss Headlight on.tlme: we wilt g?lh-, 

i or te?reSultf end dtssusf them with the Pos,al Service. i or te?reSultf end dtssusf them with the Pos,al Service. . . 

lP.N On yrhat dale dld thlr edition (June 4) arrive7 ’ cN On what dale dld thlr edition (June 4) arrive7 &I;- 97 &I;- 97 
.“‘. Hov; many days usually pass .“‘. Hov; many days usually pass 

receive th; edltlon? receive th; edltlon? 

+ 
.‘,I 

w 

. 
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.O” what date did ,h,s edit,“” (June 4) arrive? 0-L 

m HOW many days ususlty pass between the pub!tcatto” dais and the date You 
re~elve the edltlcn? :, *- 3 : ._ .’ .., .y;: 

Phone 

ptesss retyr” thts pott to: The Prenttss Headtight.l,At(n: 
. p.0. BOX ,257. P!e”(lsi:~s 

OR Fax to (601) 792.4222 

our malj sU~scl~bers *o,ne*imes tell US of poor or erratic deliver/ ot their newspaw W= srs 
tvt”g to tt”d s sotutto” to the problem so You get your Prentiss Headlight 0” time. y,wttt gsth- 
=, the results and dlssuss them with the Postal Sewice. 

m On what date did this editlo” (June 4) arrive? 

n HOW many days usually pass betwe the pobllcatlo” date and the date you 
, 

- 
7 C-17/l/?P 

Pho”e4~!&$~ 

p,sss* retur” th,s poll to: The Pre”tiss Headlight I Att”: PstsY Speight*:.::%: . . 
p.0. Box 1257 - Prentiss, MS 39474 

,‘: .“,Yi ‘Y__. 
: ‘:C;.-;: 

; ;I.’ : 
‘:,,;::, :...:.: : 
,,,‘+,’ ,.:.I _,.. :::,. 

OR Fax to(601)792-4222 .qiu;ani. +;;~~yj;; .. 

: ‘....~.. 

~- ---‘-~ ~_... -- 
-Our msll *ibTccribers sometimes tell us of poor or erralic delivery of their newspaper. We are 

trying to find a solutia” to the problem so you get your Prentiss Headlight on,time.,we wil! gath- 
er the results s”d dIsCus* them with the Postal Sewlce. 

a 0” what date did this edition (June 4) arrive7 
$j -6 _ q7 ,:~. j. ~: “Y,’ 

; ? : 
. How many days usually pass between the publication date and the date You. ‘~ _I .‘.: ,:-C 

receive the edltlo”? ah& 7d/+uY .,. 
.~ 

OR Fax to (601)792-4222 
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er the ,ssu,,s and discuss the”, with the Postal Se~tc*:‘- 

n On what dste dld Ihis editta” (June 4) arrive? 
u 

. Hew many days usually pas* be wee” the pubttcalto” date and the date YOU 
receive the edttto”? k ~’ .‘. “’ . ‘. ~“y L 

Our mall subssrlbers s~mellmes tell us of poor or erratic delivery ot their newspaper. We are 
tr/lng lo ttnd a s~t~tto” to the problem so you get your Prentks HeadlIght ?I! time. We will gath- 
er the r**utt* and dlsfrrss~hem with the Postal Service. 

n On what date dtd this edition (June 4) arrive? 0 - - 

, How many days us” 
receive the editlon? 

Please return this pott to: The Prentiss Headlight IAN”: Patsy Speighls ~, T!f.F’:j<:~;?,i ‘.~ -:i’ .: ,:i y’ 
P.O. Box 1257 * Prentiss, MS 39474 

~’ OR Pax IO 601,792.4222 
.,,~.~.~::.i~:,::.,. ,, -;-.. ;: 

Pm** r&urn thts pott to: 

OR FSX to (601) 792422 
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or ths results and dlosus them with the POSl*f LieTyke. 
1’ 

n on what date dld thlr edttto” (June 4) *rriV*? ‘n-+--- flk-.-~=- ~’ : 

m HOW many days usually pa*, between rhe publl+&“,date~~“d the date $0~ .~ -:,:.: ~.i :.;,j;:’ 
recetve ,hs edttlon7 L-7 ..;: I., : :j.. 

PhoneXPv- / 70 ‘. 

A -, 
.-.-__ 

Our mall hubscrtbers sometimes tell us 01 poor or erratic dettvery &heir newspaper. We are 
lrflng to tlnd a sotutto” to the problem IO you gel your Prenttss Headlight on time. We will gath- 
er the result* snd discuss them with the Poslat Service. 

U On wh*, date did thls iddi,ion (June 4) arrive? 

m HOW many days 
receive the editla”? 

Please return thts poll to: The Prentiss Headlight /Ann: Pglsy Speighls : 
P.O. Box 1257 * Prenliss, MS 39474 . . . . 

OR Pax lo (601) 792.4222 ; I~’ :. 

Thank +oii’ -(I ’ 

Our mstt subscribers sometimes tell us 01 poor or erratic delivery of their “ewSp*per..We are 
trytng to find * r~tutton ,o the problem *o you get your Prentlss Headlight 0” lime. We wtt! g?,h. 
er ,ha r.sut,* and dtscuss lhem wtlh the Postal Servtce. 

m On what date did thts edition (June 4) arrive? 
-. 

m How many days usually pass between the pubtt 
receke the edtlton? -3 



~urm.arl subscribers som*limes tell us 01 pow VI tllsu. “_... , 
trying lo ttnd * sotutton to the problem SO you get your Prenttss Headttgh: on ttm*. We ww ww 
ef,the results and dtscurs them with the Portal Service. 

a On what date dtd this edition (June 4) *rrtVe? 

pt**** re:urn :bt* pott to: The Prenltss Headlight:/ At&P%Sy 
p.0. ,3,x ,257. prentissphlq 39474 ~. 

e c&J p*x ,,J (@3,) 79242*‘ 

. 
>!, ::i-_/ 

Our malt subacrtbers somettmes tell u* orpoor or erratic delivw of their newspaper. We we 
t’ytng to ttnd * sotu:ton to the problem so you get your Prent1s.S HeadJlght on time. Wp will g$h- 
er the results and dtscrns them with the Postal SewICe. 

n On what date did thts edition (June 4) arrive? 

ubtlcatlon date and the date You 

-c:fl 

The Prentiss Headlight I Atln: PglSY Sp*tght*‘:~ ,- 
.-, :.; 1.. ‘; _, ,, -,;; 

Please return thk poll to: 
P.O. Box 1257. Prentiss, MS 39474 1:. : : ., 
CR Fax to (601, 792-4222 : 

Thnnk ‘You! . 

between the publication d*:e *nd Ihe daie You ., 

OR Pax tr, (601) 79211222 

Page 21 



14924 

Page 22 



Our marl subscribers somethnes tell us 01 poor or erratic delivery of their newspaper. We are 
trying lo find a solutlm to Ihe problem so you get your Prentlss Headlight on time. ,Wo wil!,gath- 
er the resulIs and dlacuss lhem with the Postal Service. 

n On what date did lhis edillon (June 4) arrive? (0 - - 47 

m HOW many dayr usually 
receive the edition? 

Name: ;: 
Addreas: d f 5 BOY&4 Phone RX - TM .’ 

.:’ .z’+;:<.,;,, 
state A+ I 2s. 

Please return this poll 10: The Prenlirs Headligh( I Ann: 
p,‘.o, SOX 123,. prw-m,, MS 

OR F=~ to (60q 792.4222 

. .,>y’: ., 
. 1 
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CHAIRMAN GLEIMAN: Ms. Speights, have you had an 

opportunity to review the packet of designated written 

cross-examination, the responses you previously provided in 

writing earlier today? 

THE WITNESS: I have. 

CHAIRMAN GLEIMAN: And if the questions were asked 

of you today, would your answers be the same as those you 

previously provided in writing? 

THE WITNESS: They would be. 

CHAIRMAN GLEIMAN: That being the case, I'm going 

to provide two copies to the reporter and direct that it be 

accepted into evidence and transcribed into the record at 

this point. 

[Designation of Written 

Cross-Examination of Patsy 

Speights, NNA-T-2, was received 

into evidence and transcribed into 

the record.1 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 1997 Docket No. R97-1 

DESIGNATION OF WRllTEN CROSS-EXAMINATION 
OF NATIONAL NEWSPAPER ASSOCIATION 

WITNESS PATSY SPEIGHTS 
(NNA-T2) 

m 

United States Postal Service 

Interroqatories 

USPSINNA-T2-1-11 

Respectfully submitted, 

aret P. Crenshaw 
Secretary 



Interrooatorv: 

USPSINNA-T2-1 

USPSINNA-T2-2 

USPSINNA-T2-3 

USPSINNA-T2-4 

USPSINNA-T2-5 

USPSINNA-T2-6 

USPS/NNA-T2-7 

USPS/NNA-T2-8 

USPSINNA-T2-9 

USPSINNA-T2-10 

USPSINNA-T2-11 

INTERROGATORY RESPONSES OF 
NATIONAL NEWSPAPER ASSOCIATION 

WITNESS PATSY SPEIGHTS (T2) 
DESIGNATED AS WRl-iTEN CROSS-EXAMINATION 

Desiqnatinq Parties: 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 
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USPSINNA-T2-1. Please explain how you came to testify on behalf of National 

Newspaper Association. Did you volunteer? Were you selected from a group of 

volunteers? Please explain fully. 

RESPONSE. 

I provided an impromptu briefing about my service problems to the NNA 

Newspaper Leadership Council at the NNA Convention in Fort Worth, TX. last 

September, where Deputy Postmaster General Michael Coughlin addressed 

newspaper publishers. The NNA Postal Committee felt my testimony would be 

useful to the Commission and I was approached by NNA to appear. 
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USPSINNA-T2-2. Please provide details about Prentiss. 

a. Is it incorporated? Who provides local government and services? 

b. What is the population in town? Nearby? 

C. What types of manufacturing and industrial jobs are available in the area? 

d. To what extent is it typical or atypical of the rest of Mississippi? Please 

identify all bases on which you rely in formulating your opinion. 

e. To what extent is it typical of atypical of the rest of the United States? 

Please identify all bases on which you rely in formulating your opinion. 

RESPONSE 

a. Prentiss is incorporated. It is the county seat of Jefferson Davis County. 

Government is provided by a mayor and five aldermen elected at large. Citizens 

are protected by a full time police department and full time fire department. 

The timdepartment works in conjunction with department in Bassfield, Clem 

and Oakvale to provide coverage for the entire county with the assistance of 

trained volunteers who are cross trained First Responder Medical personnel. 

The town provides water and sewer to all residents inside the City Limits and 

some adjacent areas. Solid waste, rubbish and cardboard collections are also 

provided by the city. 

b. Population of Prentiss is 1,487. Population of the county is 14,051; 

C. The school system is one of the larger employers with teaching positions 

and many non-certified service jobs, such as clerical, maintenance, food service 

and transportation. We have four wire harness plants located in and around 

3 
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Prentiss with approximately 800 people employed. Prentiss is the home base of 

Polk’s Meats, a pork processing plant that manufactures sausage, hams and 

sandwich meats distributed across the southeastern United States to retail and 

wholesale markets. Georgia Pacific has a world class paper/pulp mill located 

just across the county line near Monticello and employs many technical 

professional residents of the county. Horace Small, a cut and sew plant, 

located in Bassfield, employs approximately 300 people. It manufactures 

uniforms for law enforcement agencies nationwide. MD Dyess and Sons, also in 

Bassfield. is a home-owned company that refurbishes heavy equipment for the 

international market. 

The expansion of the poultry market in the South has afforded many 

farmers an opportunity to convert their cotton, soybean and corn operations to 

poultry farms providing products for numerous plants in the state. These 

employment opportunities are in addition to various retail business ventures in 

the county. 

d. Prentiss is a fairly typical small town, in my experience. My husband and I 

have lived in several small communities, including Kileen, Texas and Augsburg, 

Germany. Our schools have won state championships in basketball and football 

several times in the past decade. Our churches are the hub of many activities. 

The golf course and country club offer almost year round recreation and cur 

lake has some of the best fishing spots around. We have a local airport to 

permit easy travel. I grew up in Prentiss and was delighted 11 years ago to 

have the opportunity to come to my hometown to work. 

4 
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e. Please see my answer to d. above. I have lived in other small towns and I 

consider community life in Prentiss to be quite similar to that elsewhere. 
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USPSINNA-T2-3. Please provide some details about The Renfiss Headlight. 

a. How have circulation and the percentage of advertising varied during the 

last three years? 

b. With what other publications does it compete for circulation? For each 

publication identified, please provide its frequency of publication and approximate 

circulation, to the best of your knowledge. 

C. Are you aware of any other publications? If so, please identify them and 

your best understanding of their frequency of publication and approximate 

circulation. 

RESPONSE. 

a. Our trade area circulation has decreased from 790 to 714 in that time. Our 

out-of-trade area, has dropped from 427-400 for a loss of 27 subscribers. The 

advertising percentage has fallen from 78% in 1995 to 70% in 1998. 

b. The Headlight is the only weekly newspaper serving our county:Our non- 

subscriber publication, the Southwest Shopping Bag, is the only standard mail 

piece entered on a weekly schedule in our area. 

The two daily newspapers in the area are the Hattiesburg American and 
, 

the Clarion Ledger in Jackson, both Gannett Company newspapers. They do,not 

carry any local advertising from our area and rarely any local news, except when 

some big news happens like a school bus wreck. 

According to my local sources, the American serves 82 people in the 

county and the Clarion Ledger serves 108. They are delivered by private carrier. 

6 



14935 

C. No. I assume there is some circulation from USA Today, the Wall Street 

Journal and other national publications, but I do not have their circulation figures 

in my area. Also, Jefferson Davis county residents subscribe to a number of 

magazines, but I do not consider them competitors and I do not know their 

frequency or circulations. 

7 
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USPSINNA-T24. Please contim that with respect to the “one-time” experience 

described on pages 3-4 of your testimony that you received two telephone calls 

from the Postal Service bringing the matter to your attention. 

RESPONSE. 

Yes, from the Carson and Basstield postmasters. 

8 
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USPSINNA-T2-5. On page 5, line 14, you state you believe the “New Hebron 

situation” is one faced by many small town publishers. Please state the basis for 

your belief. Did you conduct a study? Have you anecdotal evidence of other 

examples? Please explain fully. 

RESPONSE. 

The “New Hebron” situation is not unique to the Headlight. I think we small 

newspaper people get more involved because our subscribers are not just an 

address, they are friends and neighbors and we do what we can to make up for 

service that the Postal Service does not provide. Most of the subscribers who 

receive their mail at Rt. 1 New Hebron, live just inside Jeff Davis County--and 

their county-border situation is repeated all over Mississippi. Newspapers often 

have to go to extra trouble to reach these people whose sense of community is 

not defined by the Postal Service’s operational lines. They expect their 

newspaper on time, just like those served by my local post office. 

The subject of exceptional dispatch is often a topic of conversation at 

Mississippi Press Association meetings. I am aware of the following newspapers 

that have a similar e,xceptional dispatch problem. 

1. John Carney. publisher of the Lawrence County Press (39654). drives 20 

miles one way, twice a week, to drop his newspaper and Standard A 

publications. New Hebron is INSIDE his county, but served by the former 391 

SCF in Jackson. He drops the Standard A piece on Tuesday for Wednesday 

9 
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delivery and his newspaper on Wednesday for Thursday delivery so his In- 

County subscribers can get next day delivery. His former SCF is 396 located 40 

miles away in McComb. which is southwest of Monticello. 

2. Jamie Arrington of the News Commercial (39428), reports losing a lot of out of 

state subscribers due to delivery problems. To avoid damage to his .paper 

from similar loss of his trade area subscribers, he drives his papers to Mount 

Olive (39119) and Seminary (39479). Both Post Offices are located inside his 

county. 

3. Jeff Mosley. Wayne County News (39367) is on the Mississippi-Alabama line. 

Melvin, AL, is part of his trade area. He does not do exceptional dispatch and his 

readers complain that it takes four days for the paper to reach them. The paper 

goes from Waynesboro to Meridian (MS) to Mobile (AL) to Butler (AL) then to 

Melvin. They pass Melvin twice before they are taken off the postal tiucks for 

delivery. 

4. Mrs. John Turner, Greene County Herald (39451), has a similar problem. 

Leaksville, the home of the paper, is located near the Alabama line. The Herald 

serves Fruitdale, AL, only 15 miles away. The papers travel to 

Hattiesburg (MS) to Gulfport (MS) to New Orleans and back before reaching 

subscribers. 

IO 
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5. Sean O’Connor, circulation manager for the Laurel Leader Call (39440) has 

customers in Louin (39338) twenty miles away who complain of a 34 day delay. 

When the paper arrives, it often comes in clusters of two or three issues. It 

appears to me that all of these problems result from the creation of the 

ADC system. It is clear that newspaper readership is affected by the delays. 

II 
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USPSINNA-T2-6. On page 6, lines 17-18, you refer to your newspaper’s annual 

postage bill by referring to postage incurred for both the newspaper and a 

“weekly shopper.” 

a. Please provide a breakdown of the postal expenditures by pieces and 

postage as between the newspaper itself and the weekly shopper. 

b. In what subclass and category(ies) of mail is the weekly shopper 

entered? 

RESPONSE, 

a. My figures for 1997 show a total of $9‘137.84 with an average of 1115 

pieces per week for the Headlight and $46.247.09 with an average of 5558 

pieces per week for my nonsubscriber product (shopper.) 

b. Standard A. 



14941 

USPSINNA-T2-7. Beginning on line 23 of page 6 and ending on the tirst line of 

page 7. you indicate that at one time virtually all copies of the newspaper “would 

have been mail-delivered.” 

a. By this do you mean that the copies once were virtually all delivered by 

mail, or that they would have been if an appropriate combination of mail category 

and service had ever been offered? 

b. To what time period does the quoted statement apply? 

RESPONSE. 

a. When the third-class rate was raised from $.083 to,$.105. we converted to 

private carriers for both the Headlight and the nonsubscriber product within 

the city limits of Prentiss. At that time, we converted 154 subscribers and 

288 shopper recipients to carrier delivery. We found that our advertisers 

were more satisfied, we saved money and we could guarantee day of delivery. 

We made some later adjustments in the proportion of mail versus carrier 

delivery. but have maintained the same general pattern. 

b. The conversion occurred in the early 1990’s. 
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USPSINNA-T2-8. Referring to page 7. line 1 of your testimony, why is carrier 

delivery not “possible” for copies delivered just out of town? 

RESPONSE. 

The word “just” may be misleading. I should have said “carrier delivery isn’t 

possible for us for copies that need to be delivered outside of Prentiss.” 

The rural routes in the county are often more than 100 miles and we mail to 8 

post offices. Due to the infrequency of work and the resources available to 

pay carriers or provide transportation, setting up a carrier force for these 

routes is out of the question. Because of the service problems, however, I am 

working on a plan to spread my private delivery routes another quarter mile 

around Prentiss as development in those areas creates more dense populations 



14943 

USPSINNA-T2-9. Please estimate the percentage of the circulation of 

The Prentiss Headlight that is carrier route presorted. 

RESPONSE. 

Of the 1 ,115 pieces mailed, 657 or 58.9% are carrier route presort. 
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USPSlNNA-TZ10. Please explain why you cannot enter the Prentiss Headlight 

by: 

a. establishing additional entry at New Hebron; or 

b. by using plant verified drop shipment. 

RESPONSE. 

a. I would have to rearrange my schedule to make it to New Hebron before 

their window closes at 4 p.m., a change that would require a mid-day trip and 

lengthen an already long day for me. As it is now, I arrive at New Hebron 

after my news day is complete, long after the Post Office is closed. 

Additional entry would be a problem for the New Hebron office as well, since 

none of the staff there are familiar with the 3541 forms or with the deposit 

accounts needed for Periodicals mail. My present mail drop does not create a 

problem for the Postal Service. My postage is paid at Prentiss, where the 

personnel are familiar with my mail. If I were extended a discount, the 

Prentiss personnel would be able to confirm the number of papers taken to New 

Hebron. but it is important to note that my mailing generally doesn’t change 

from week to week. This verification is not needed very often to assure USPS 

that my proper postage is paid. If either post office--either Prentiss or New 

Hebron--needed to verify that my pieces equaled the number claimed on ,my 

3541, one phone call to Prentiss would do the job. 

b. I don’t have a commercial printing plant. I have no experience in plant 

verified drop shipping and am not familiar with the requirements. I am 

I6 
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unaware of any mailers in my area who use this practice. It has not been 

suggested by my postmaster. He suggested exceptional dispatch after trying 

every means he could think of to get my papers delivered on time. 
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USPSINNA-T2-11. How is your mail verified at New Hebron? 

RESPONSE. 

My mail verifications. to the extent that any are done at all, are done at 

Prentiss where clerks key my statements into their computer. They are aware of 

my New Hebron exceptional dispatch, of course. We keep sufficient funds on 

hand at Prentiss and we provide a copy of the 3541. The Prentiss staff, 

however, do not touch any of my mail except for copies delivered out of 

Prentiss. I do all of the work. 

I drop my Prentiss copies onto a flat cart and push them into the Prentiss 

office. I put the Carson and Bassfield mail into separate canvas buggies and 

push them into the equipment room. There they stay until a contract carrier 

picks them up for those other offices. All the rest of the mail is put into a 

buggy and pushed inside. My New Hebron mail is taken to New Hebron by me 

and pushed through a slot. Most of the time I never see an employee, either at 

Prentiss or at New Hebron. 

My mail operation was overseen on a spot check by Esther Martin, who is 

Officer in Charge in Prentiss. Esther knew little about Periodicals or 

Standard A mail when she came to Prentiss and was interested in learning. She 

spent a day with me shortly afler she arrived, watched me load the paper’from 

the printing plant, compare my actual copies with the printer’s computer 

reports, check my sack tags and unload. She became familiar with my operation 

in that manner. 

IS 
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This system was created because of the repeated failures of the system, 

after my postmaster made his best efforts to get the New Hebron mail delivered 

on time, as I said in my testimony. Mrs. Martin recently asked me to try the 

Postal Service for my New Hebron copies again as she thought the problem 

could be solved. But the effort failed. The copies were not delivered on time. 

I believe my problem arises from a broken system, not from the failures of 

my local postal personnel. I am providing the solution by doing my own trucking 

to New Hebron. What I need is a recognition of my contribution through an 

appropriate discount, not another new burden from additional paperwork and 

bookkeeping. 

19 
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CHAIRMAN GLEIMAN: Does any participant have 

additional written cross-examination for the witness? 

[No response.] 

CHAIRMAN GLEIMAN: If not, then we'll move on to 

oral cross, and as I understand it, no party has requested 

oral cross-examination of this witness. 

Does any party wish to cross-examine? 

[No response.] 

CHAIRMAN GLEIMAN: There doesn't appear to be any 

cross-examination from the parties. 

Do Commissioners have questions? 

Commissioner Omas has a question. 

COMMISSIONER OMAS: Ms. Speights, I'd like to 

welcome you here. 

In your testimony you discussed exceptional 

dispatch situation with the New Hebron post office. 

Where -- I believe you said before you enter them you take 

them to the Prentiss post office, which is 18 miles away 

from the New Hebron post office, and then you take them bac!k 

to the New Hebron post office from Prentiss. Does your 

postage reflect the work that you do by doing this 

particular -- 

THE WITNESS: No, sir, I'm afraid it doesn't. We 

pay full postage, and we pay these, you know, not at DDU 

rate, and -- but we deliver them ourselves. 
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COMMISSIONER OMAS: All right. 

How common is this among small-time, you know -- 

small newspapers? 

THE WITNESS: I think it's a very common practice. 

Where it's possible in my testimony you may have read where 

I contacted several other weekly and daily newspapers in 

Mississippi to simply ask do you have a problem with 

delivery near your plant, and if so, how do you address it? 

Some do their own delivery, as I noted. Some find it 

impossible to do or don't do. 

Hut we do it because the people who receive their 

mail on Route 1, New Hebron, many of them live inside Jeff 

Davis County -- in fact, four or five miles from my 

newspaper office. And they might live on the left-hand side 

of the road and receive their mail Route 1 New Hebron, where 

their neighbor across the road just down the way is a Route 

1 of Prentiss. Prentiss is my DDU, and those papers are 

delivered and carried out the following day. And in order 

for my New Hebron customers, who are in-county customers, 

who shop in my stores, to receive that same service, it's 

necessary for me to drive them to New Hebron and deposit 

them in the letter slot with the approval of my postmaster. 

We've tried every means that he could come up with 

within the system, and that's using different-colored bags, 

a box, a handwritten note from him, everything that he could 
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think of. And so his suggestion was that if I wanted them 

there perhaps I would deliver them myself, and I do, weekly. 

COMMISSIONER OMAS: Thank you. 

THE WITNESS: Thank you. 

CHAIRMAN GLEIMAN: Commissioner LeBlanc. 

COMMISSIONER LeBLANC: Ms. Speights, even though 

you're from Mississippi, you're one State over from a good 

one there, Louisiana. 

THE WITNESS: Ha, ha, ha, ha, ha. 

[Laughter.] 

COMMISSIONER LeBLANC: He and I go back and forth, 

so that's all right. 

But you talk about the personnel at the DDU are 

not familiar with the forms. Do you still say that? I 

mean, I just understood you in answer to my colleague here 

kind of saying that they were kind of familiar, they were 

trying to work with you, but it seems to be in your 

testimony that you're saying they're not familiar with the 

forms, they don't even know what's really going on. Is 

that -- 

THE WITNESS: What I meant -- what I believe I 

said was at Prentiss, that's my DDU, they do accept my mail 

each week, and whether or not they understand the form, you 

know, I couldn't say, because as far as I know, they don't 

touch my mail. I present them with a form, I always have 
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funds in their account, but if we were to have to file 

another form at New Hebron, I don't know that that would be 

fair, because New Hebron has no newspaper, it has no -- 

COMMISSIONER LeBLANC: Okay. So that's what you 

were talking about. 

THE WITNESS: Yes. And the workers there, I don't 

know whether they would understand a 3541 or not. 

COMMISSIONER LeBLANC: Okay. Thank you very much. 

Thank you, Mr. Chairman. 

CHAIRMAN GLEIMAN: You know, during football 

season, we have to put these fellows at opposite ends of the 

bench -- 

THE WITNESS: When LSU and Ole Miss play? 

CHAIRMAN GLEIMAN: To keep peace in the family. 

Does any participant have followup as a result of 

questions from the bench? 

If not, would you like some time with your witness 

for redirect? 

MS. RUSH: No, Mr. Chairman, thank you. 

CHAIRMAN GLEIMAN: That being the case, Ms. 

Speights, I want to thank you. We appreciate your 

appearance here today and your contributions to our record,. 

and if there's nothing further, you're excused. 

THE WITNESS: Thank you. 

[Witness excused. 1 
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CHAIRMAN GLEIMAN: Mr. Hart, counsel for NAPM. 

Mr. Hart, if you could identify your witness. 

MR. HART: Thank you, Mr. Chairman. Again, I am 

Henry Hart representing the National Association of Presort 

Mailers. I have with me NAPM witness NAPM-T-1, Mr. Dennis 

MacHarg. 

Whereupon, 

DENNIS MacHARG, 

a witness, was called for examination by counsel for the 

National Association of Presort Mailers and, having been 

first duly sworn, was examined and testified as follows: 

CHAIRMAN GLEIMAN: Please be seated. 

DIRECT EXAMINATION 

BY MR. HART: 

Q Mr. MacHarg, I am showing you two copies of what 

were filed by you as your testimony in this proceeding, 

entitled "Direct Testimony of Dennis MacHarg on Behalf of 

the National Association of Presort Mailers," NAPM-T-1. Is 

that the testimony which you filed in this proceeding? 

A It is. 

Q If you were to file the same testimony, would you 

make any changes? 

A No, sir. 

Q Do you adopt this testimony as your testimony in 

this proceeding? 
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A I do. 

MR. HART: With the permission of the Chairman, I 

would give two copies to the recorder and ask him to 

introduce it into the record in this case. 

CHAIRMAN GLEIMAN: Are there any objections? 

[No response.] 

CHAIRMAN GLEIMAN: Hearing none, Mr. MacHarg's 

testimony and exhibits are received into evidence, and I 

direct that they be transcribed into the record at this 

point. 

[Direct Testimony and Exhibits of 

Dennis MacHarg, NAPM-T-l, was 

received into evidence and 

transcribed into the record.] 
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I. Statement Of Experience And Oualifications. 

I, Dennis MacHarg, am the President of the National Association of Presort Mailers 

(“NAPM”) and have served as a Director of the Association since 1986. My experience in mail 

processing dates back to 1980 when I founded Advance Presort Services, a major presort bureau 

based in Chicago, Illinois with a daily volume of approximately 2 million pieces: I am and have 

been President of Advance Presort Services since its founding in 1980. I have been the NAPM 

representative on MTAC for the past eight years. I served on the MTAC Committee to rewrite 

the Domestic Mail Manual (“DMM”) in 1993 as a representative of First-Class mailers. I also 

served on the USPS Competitive Services Task Force in 1992. 

II. Puroose. 

The purpose of this testimony is to provide the Commission with the benefit of the 

perspective of presort bureaus on several aspects of the USPS Proposal in R97-1. In particular, I 

discuss the failure of the USPS to credit worksharing FCLM with the substantial mail forwarding 

cost savings which result from the move update requirements applicable to worksharing FCLM; I 

identify additional cost savings provided by presort bureaus but not reflected in the worksharing 

FCLM incentives; I discuss the overall value of the worksharing program to the USPS; I stress 

the need for increasing the incentives for the more valuable automated 3 digit and 5 digit FCLM 

relative to the less valuable automated basic FCLM; and I stress the benefits to the USPS of 

preserving the heavyweight incentive for heavyweight presorted FCLM and of modifying rates 

and makeup characteristics to attract more barcoded FCLM flats. 
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III. The USPS Proposal Fails To Recognize Substantial Mail Forwarding Cost 
3 Savings Of Worksharins FCLM. 
4 
5 The USPS Proposal in R97-1 fails to include substantial reductions in the costs of 

6 forwarding of undeliverable-as-addressed mail due to compliance of worksharing FCLM with 

7 move update,requirements. Mailers have incurred and are incurring substantial expenses in order 

8 to comply with the move update requirements which were made applicable to worksharing 

9 FCLM effective July 1, 1997. It is frustrating to see the USPS impose such a requirement on 

10 worksharing FCLM without making any effort to quantify the obvious benefit which the USPS 

11 derives from such requirement as a result of the reduction in USPS costs of forwarding UAA 

12 mail. 

13 In my company, in order to comply with move update requirements, we have currently 

implemented Fast Forward on two of our five MLOCRs and expect to have implemented Fast 

15 Forward on three of our five MLOCRs by March 3 1, 1998 (halfway through the 1998 test year in 

16 R97-1). This Fast Forward methodology avoids most all mail forwarding costs to the USPS for 

17 that worksharing FCLM which goes through Fast Forward. 

18 Based upon my conversations with other presort bureaus and equipment manufacturers, it 

19 is my conservative estimate that by March 31, 1998, at least 25% ofworksharing FCLM volume 

20 delivered to the USPS will have been run through Fast Forward and will therefore avoid most all 

21 forwarding costs to the USPS. In addition to this 25% or more of total worksharing FCLM 

22 volume which I believe will be processed through Fast Forward on or after March 31, 1998, and 

23 therefore be free of most all forwarding costs to the USPS, the remaining percentage of 
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worksharing FCLM will have complied with other move update tools such as Address Correction 

Endorsement (“ACE”), ACS or NCOA. Although such move update procedures other than Fast 

Forward do not avoid the need of the USPS to forward an UAA the first time, such move update 

procedures should result in additional substantial reductions in the number of mail pieces which 

need to be forwarded by the USPS. 

Therefore, based upon my calculation that at least 25% of worksharing FCLM volume 

will be covered by Fast Forward, I can make a very conservative estimate that the USPS mail 

forwarding costs will be eliminated by at least this same 25%, since in addition to the elimination 

of most all forwarding costs of mail covered by Fast Forward, that portion of worksharing FCLM 

which is not covered by Fast Forward will still be covered by ACE, ACS or NCOA which should 

result in additional savings to the USPS in the form of further reduced mail forwarding costs. 

IV. Additional Unrecoenized Cost Savines Of Worksharine FCLti. 

Although I understand that the USPS methodology for measuring cost avoidance of 

the Commission that presort bureaus and other worksharing FCLM mailers perform the 

following functions which significantly reduce USPS costs: facing, culling, cancelling, and 
. / 

banding and sleeving of trays. 

In addition, I think that the Commission should continue to recognize that the 

worksharing FCLM rate should reflect the important role which worksharing mailers play in the 

USPS system. I estimate that the floor space utilized by NAPM members for their worksharing 

operations is in excess of 2.5 million square feet; and I estimate that members ofNAPM have 
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invested in and devote approximately 300 MLOCRs, in addition to other costly equipment such 

as BCRs and RVEs, to participate in the USPS worksharing FCLM program. Presumably, those 

worksharing FCLM mailers other than NAPM members devote a comparable amount ofwork 

space and automated equipment to performing their worksharing functions. It seems highly 

likely that NAPM members and other worksharing FCLM mailers have procuredtheir plant 

space in a less costly manner than could have the USPS. Furthermore, the sheer size of the 

amount of physical plant and equipment devoted by mailers to the USPS worksharing program 

makes it appropriate for the Commission to consider the positive value of this contribution in 

determining whether to adopt a conservative or more expansive measure of cost avoidance of 

worksharing FCLM. In particular, as it has in the past, the Commission should consider the total 

inability of the USPS to handle worksharing FCLM if it were to revert from worksharing mailers 

to the USPS, as a reason to adopt a less conservative and more expansive measurement of 

worksharing FCLM cost avoidance, and to therefore establish larger incentives for worksharing 

FCLM. 

V. Fast Forward License Fees. 

I note that the USPS has not included in this case any benefit to the USPS in the form of 

Fast Forward license fees. USPS witness O’Hara in response to ABA, EEI & NAPMAJSPS-T30- 

1 stated that Fast Forward license fees were not specifically included in test year revenues, and 

provided an informal estimate that such fees in Fiscal Year 1998 would be $3,000,000. Initially, 

it does not seem fair to me that this $3,000,000 fee is not included in the USPS proposal within 

that revenue derived by the USPS from worksharing FCLM. Also of concern to me is the fact 
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that the USPS has unilaterally established such license fee outside the context of a postal rate 

proceeding where parties would have the opportunity to comment on the fee and the Commission 

would play a valuable role in determining whether any fee at all should be charged for the Fast 

Forward service. 

VI. Flats And The Heawweiaht Presort Incentive. 

The USPS has proposed to eliminate the “heavyweight” incentive of 4.66 per piece of 

workshating first class mail weighing more than two ounces. The USPS provides no study to 

justify the elimination of this long-standing incentive. Rather, USPS witness Fronk summarily 

states that the heavyweight incentive should be eliminated because: 1~) heavyweight mail has 

benetitted since 1990 from an increased gap between the first ounce rate and the additional ounce 

rate of first class mail, and 2) elimination of the incentive would “simplify the rate structure.” 

ABA, EEI & NAPM witness James Clifton has tiled testimony in this proceeding 

unequivocally demonstrating that the incentives proposed by the USPS for workshating FCLM 

are significantly understated. The elimination of the first class worksharing heavyweight 

incentive, when coupled with the significantly understated incentives proposed by the USPS for 

worksharing FCLM, results in unfair treatment of first class worksharing mailers and is 

damaging to the very worksharing program which is so vital to the well being of the USPS. 

Furthermore, the elimination of the heavyweight incentive for first class worksharing 

mail is particularly damaging to the ability of the USPS to attract barcoded first class flats. The 

cost savings to the USPS from barcoded flats are substantial and are grossly in excess of the 

incentives offered by the USPS for barcoded flats. In particular, USPS witness Daniel at Exhibit 

5 
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USPS-29C shows a difference in total mail processing and delivery costs of first class single 

piece flats and first class basic flats of over 9d and a difference in total mail processing and 

delivery costs of first class single piece flats and first class automated 3/5 digit flats of over 23#. 

Notwithstanding this staggering level of cost avoidance, the USPS proposes only a 3# incentive 

for first class automated basic flats and a 56 incentive for first class automated 3/5 digit flats. In 

MC95-1, the USPS attempted to justify low incentives for first class automated flats by arguing 

that it did not utilize the barcodes on the flats. However, the USPS is now enhancing its 

automation equipment so that it can place barcoded flats on equipment which will read barcodes. 

In light of the tremendous cost savings to be recognized by the USPS from receiving 

barcoded flats, as evidenced by testimony of USPS witness Daniel, I urge the Commission to 

recommend the following actions which would increase the volume of the barcoded first class 

flats received by the Postal Service, thereby enabling the Postal Service to benefit from 

substantial cost savings: 

1. Retain the 4.6# heavyweight incentive which is so important to worksharing 

mailers delivering flats to the USPS; 

2. Increase incentives for first class automated flats to a level which passes through a 

much more substantial portion of the cost savings enjoyed by the USPS from such 

automated flats; and 

3. Drop the 5 digit requirement for the second tier of the first class automated flats 

rate category, so that such category is simply for an automated 3 digit flat. 
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VII. Automated FCLM Rate Category Rates Should Be Structured To Maximize The 
Volume Of Automated 3 Digit And 5 Digit FCLM Relative To Automated Basic 
FCLM. 

In MC95-1 the USPS relied on its cost studies to propose a FCLM automated rate 

category structure which would have established the incentive for automated 3 digit FCLM at 

2.0# above the incentive for automated basic FCLM (i.e., 7.0$ - 5.0$). Although the 

Commission ultimately recommended a higher incentive for automated basic FCLM then wys 

recommended by the USPS, NAPM was disappointed that the Commission did so at the expense 

of automated 3 digit FCLM, thereby narrowing the difference between automated basic FCLM 

and automated 3 digit FCLM to 0.7# (i.e., 6.6$ - 5.9$). 

Although I believe that the worksharing FCLM incentives proposed by the USPS in this 

case are understated across the board, I was pleased to see the USPS proposal would at least 

increase the gap between automated basic FCLM and automated 3 digit FCLM to l.O# (i.e., 6.5d 

- 5.56). 

Automated basic FCLM is still a relatively immature and unproven rate category. The 

fact that the eligibility criteria for automated basic FCLM allow a sort to a mixed AADC means 

that the USPS does not bypass processing operations at the origin USPS site for such mail. 

USPS witness Frank has stated in his testimony that the most important automated FCLM rate 

category to the USPS worksharing program is automated 3 digit FCLM. Accordingly, I urge the 

Commission to recommend incentives for automated FCLM rate categories which will 

encourage a high volume of automated 3 and 5 digit FCLM relative to automated basic FCLM. 
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In particular, any automated FCLM rate category structure should have at least a l.O# increment 

between automated basic FCLM and automated 3 digit FCLM. 

CERTIFICATE OF SERVICE 

I hereby certify that I have this 30th day of December, 1997, served the foregoing 

document upon all participants of record in this proceeding in accordance with section 12 ofthe 

210 King Street 
Suite 200 
Alexandria, Virginia 22314 
(703) 838-5153 
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CHAIRMAN GLEIMAN: Mr. MacHarg, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available? 

THE WITNESS: Yes, I have. Yes, I have. 

CHAIRMAN GLEIMAN: And if questions were asked of 

you today, would your answers be the same as those you 

previously provided? 

THE WITNESS: They would absolutely be the same, 

sir. 

CHAIRMAN GLEIMAN: Thank you. 

That being the case, I am going to provide two 

copies of the designated written cross-examination to the 

reporter and direct that it be accepted into evidence and 

transcribed into the record at this point. 

[Designation of Written 

Cross-Examination of Dennis 

MacHarg, NAPM-T-l, was received 

into evidence and transcribed into 

the record. 1 
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INTERROGATORIES OF THE UNITED STATES POSTAL SERVICE 
TO NAPM WITNESS MACHARG 

USPSMAPM-Tl-1 

On page 6, lines 1-3, of your testimony you present First-Class Mail cost differences 
between: (i) single-piece flats and basic automation flats, and (ii) single-piece flats and 
3/5-digit flats. 

(4 

@I 

(4 

(4 

Please confirm that the single-piece cost number you use in your 
calculations includes parcels as well as flats. If not confirmed, please 
explain. 
Is it your contention that single-piece costs are the appropriate benchmark 
to use in measuring cost differentials for setting worksharing discounts? 
Please explain. 
Please confirm that single-piece mail includes everything from “clean” 
mail (uniform pieces featuring typewritten or pre-printed addresses and 
often mailed in bulk) to “dirty” mail (pieces featuring handwritten and 
incorrect or incomplete addresses). If not confirmed, please explain. 
In its Opinion and Recommended Decision in Docket No. MC951, 
paragraph 4210, it stafes, “The Commission concludes that cost 
differentials should reflect costs avoided by worksharing alone, since the 
primary purpose of the discount is to maximize productive efficiency 
within postal markets.” Please reconcile your use of a single-piece 
benchmark with this Commission statement. 

RESPONSE 

(4 Confirmed. 

0) Yes, since the discount is calculated off the single piece. 

(cl Confirmed. 

(4 In MC95-1 the Commission rejected the USPS proposal to create ‘a 
separate subclass for first class automated mail. The Commission based 
its rejection in large part upon the conclusion that there were not sufficient 
differences between the content and other characteristics across FCLM to 
justify separate subclass status for automated FCLM. See Opinion and 
Recommended Decision in MC95-1 at 15030. It seems most unfair to 
deny first class automated mail the benefits of subclass status on the basis 
that it is too homogeneous with single piece mail to be in a separate 
subclass, but to then reject single piece mail as a benchmark on the basis 
that it is not sufficiently homogeneous with automated mail. 

2 
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USPSWW’M-Tl-2. 

On page 2, lines 19-20, of your testimony, you recommend the following, “Drop the 5 

digit requirement for the second tier of the first class automated flats rate category, so that 
such category is simply for an automated 3 digit flat.” 

(4 

0) 

Cc) 

Please confirm that if this recommendation were adopted, it would reduce 
the amount of worksharing performed by mailers, shifting it back to the 
Postal Service. 
Is it your proposal that the 5-digit requirement be dropped, but that -- all 
other things remaining equal -- the discount for the rate category be leff 
the same? Please explain. 
If the costs avoided by the Postal Service are reduced (as a result of the 5- 
digit requirement being dropped, so that the category is simply for 
automated 3-digit flats) and all other things remain equal, does it not 
follow that the corresponding discount needs to be reduced as well? 
Please explain. 

RESPONSE 

(4 Confirmed. 

No. I have not recommended that the discounts for first class automated 
flats remain the same. I have recommended that the 4.60 heavyweight 
incentive be retained, that incentives for first class automated flats be 
increased to a level which passes through a much more substantial portion 
of the costs savings enjoyed by the USPS from such automated flats, & 
that the 5-digit requirement for the second tier of the first class automated 
flats rate category be eliminated (s p. 6 of my testimony). USPS witness 
Daniel at Exhibit USPS-29C estimates mail processing and delivery costs 
for flats and parcels single piece of 40.95606, for automation basic of 
31.27586 and for 3/5-digit of 17.885d. Ifthe 5-digit requirement were 
dropped, the mail processing and delivery costs of the resulting 3-digit 
automation flats would certainly be no more than the 31.27586 for 
automation basic flats. This 3!.2758t? cost is more than 96 less than single 
piece flats, and therefore provides ample justification for an incentive well 
in excess of the 5.0$ proposed by the USPS for first class automated 3/5- 
digit flats. 

(c) &e my response to USPS/NAPM-Tl-2. 
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INTERROGATORIES OF THE UNITED STATES POSTAL. SERVICE 
TO NAPM WITNESS MACHARG 

IJSPSh’APM-Tl-3 

Did your company comply with the move update requirements as of July 1,1997? Did 
all other presort bureaus comply as of July 1,1997? Are there currently presort bureaus 
who have expressed an intention to use the Fast Forward option for compliance, but 
which are not now in compliance? Please indicate the number of presort bureaus you 
know to fit this description. 

RESPONSE 

My company did not comply with the move update requirements as of July 1, 1997. To 

my knowledge, other presort bureaus did not comply with the move update requirements as of 

July 1, 1997, since the manufacturers were given an extension ultimately until December 3 1, 

1997. I have no knowledge of any presort bureaus that are not in compliance with move update 

requirements. 
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USPS/NAPM-TI-4. 

Please confirm that before the move update requirements were mandatory, there was 
significant voluntary use of ACE, ACS and NCOA by First-Class presort mailers? 

RESPONSE 

I cannot confirm that there was Sienificant voluntary use of ACE, ACS &d NCOA by 

First Class presort mailers before move update requirements were mandatory. 
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What is the basis for your claim that volumes processed through Fast Forward will “be 
free of most all forwarding costs to the USPS” as you indicate at page 2, lines 21 to 23? 

RESPONSE 

The whole purpose of Fast Forward is to pick up an incorrect address, match it to a 

corrected address, and correct the mail piece before it is entered into the USPS mail stream, 

thereby avoiding the need for any forwarding costs for such piece. While I understand that this 

system is not currently capable of making a perfect match for every piece which may not bear a 

correct address, USPS offtcials speaking at the December 5, 1997 Multi-Line Users Group 

Meeting at the Mailers’ Council Meeting in Orlando, Florida were very enthusiastic about the 

effectiveness of the Fast Forward System. 
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USPYNAPM-Tl-6. 

(4 What percentage of presort bureaus currently use the Fast Forward option to 
comply with the move update requirement? 

@I On what percentage of their MLOCRs do these presort bureaus currently use the 
Fast Forward option to comply with the move update requirement? 

.RESPONSE 

(a) & (b) I do not know the precise percentage of presort bureaus currently using the Fast 

Forward option to comply with move update requirements, but USPS officials at the December 

5, 1998 Mailers’ Council Meeting in Orlando, Florida reported that of approximately 600 

MLOCRs in current use, the USPS had granted Fast Forward licenses for 123 machines, and had 

applications pending for 114 more. 

..- ,..,.““?.,, 
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USPSINAPM-Tl-7. 

What percentage of presort bureaus intend to use the Fast Forward option to comply with 
the move update requirement? 

RESPONSE 

I do not have information on what percentage of presort bureaus, as opposed to what 

percentage of all mailers of automated FCLM intend to use the Fast Forward option to comply 

with the move update requirement. However, as noted in my response to USPSMAPM-Tl-6, I 

understand that as of December 5, 1997,237 of 600 existing MLOCRs were licensed for Fast 

Forward or were the subject of a pending application for a license of Fast Forward. 



. .,,.., “.,. 

14973 

USPS’NAPM-Tl-8. 

(a) Of commercial mailers which use MLOCRs to prepare their own presort First- 
Class Mail, what percentage currently use the Fast Forward option to comply with 
the move update requirement? 

Of commercial mailers which use MLOCRs to prepare their own presort First- 
Class Mail, on what percentage of their MLOCRs do these mailers currently use 
the Fast Forward option to comply with the move update requirement? 

RESPONSE 

(a)&(b) See response to USPSMAPM-Tl-6 and 7. 



USPSDJAPM-TI-9 

What percentage of commercial mailers which use MLOCRs to prepare their own presort 
First-Class Mail intend to use the Fast Forward option to comply with the move update 
requirement? 

RESPONSE 

See response to USPSINAPM-TI -6 and 7. 
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CHAIRMAN GLEIMAN: Does any participant have 

additional written cross-examination for this witness? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, we will move on to oral 

cross-examination. Only the Postal Service has requested 

oral cross-examination. Does any other party wish to 

cross-examine the witness? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, Mr. Tidwell, you can 

begin when you are ready. 

MR. TIDWELL: Good morning, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. TIDWELL: 

Q Good morning, Mr. MacHarg. I am Michael Tidwell 

on behalf of the United States Postal Service. I hope to be 

brief. 

If a mailer uses a national change of address 

system within six months of a mailing or every six months, 

and that mailer uses no other move update method to correct 

addresses, do you know what percentage of forwarding will be 

avoided as compared with that mailer not using NCOA? 

A In reality, no. But if you use the math on it, 

day one -- day one, you would eliminate all, and then it 

would slide on a sliding scale toward the 180th day. With 7 

percent of the population moving, the odds are some of those 

ANN RILEY & ASSOCIATES, LTD. 
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Washington, D.C. 20005 
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1 would contain moves. 

2 Q And if the same -- if a mailer used Fast Forward 

3 and no other move update method, do you know what percentage 

4 of forwarding would be avoided as compared to that mailer 

5 not using Fast Forward? 

6 A In a Fast Forward environment, if there was a 

7 change in it, the change would be provided instantly and 

8 there would be no cost to the Postal Service. 

9 Q Let's take a look at your response to Postal 

10 Service Interrogatory No. 4. 

11 A Okay. 

12 Q Here we ask you to confirm whether before the move 

13 update requirements were mandatory, there was significant 

14 voluntary First Class mail, presort mailer use of address 

15' correction requested or ACR, or ACS, the address change 

16 service, or NCOA, the National Change of Address Service. 

17 And you responded by saying that you could not confirm 

18 whether such use was significant, and you underlined the 

19 word significant. And I am just trying to probe to make 

20 sure I understand the intent of the underlying. 

21 Would it be more appropriate to interpret your 

22 answer as indicating that you are aware of presort of 

23 mailers using ACR, ACS and NCOA before a move update became 

24 mandatory, but that you don't know enough to be able to say 

25 whether their use was significant? Or are you saying that 
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ACR, ACS, and NCOA were used by presort mailers before move 

update became mandatory, but in your opinion, not to a 

significant degree? 

A I believe that is correct, that I don't believe 

that it was significant. We have to split a hair here 

between a presort mailer and a list mailer. We that run 

machines don't control the mail. Those that create off of 

lists do control the mail, and I -- you know, I don't have 

the inside to the presorters that do it via list. 

I can tell you that the presort bureaus that just, 

you know, do the work, none of us did any of this. 

Q Okay. Okay. Let's take a look at your response 

to Postal Service Interrogatory No. 3. There you talk about 

presort bureau compliance with the move update requirements, 

and you indicate that yours and other presort bureaus were 

not in compliance with the requirements which took effect on 

July 1st of '97. And on page 2, around line I3 of your 

testimony, you indicate that you have implemented Fast 

Forward on two your five MLOCRs, and you expect to have it 

implemented on a third machine by the end of next month. 

I am just curious, when was Fast Forward 

implemented on the first two machines? 

A I believe that the first machine came up middle of 

October, and the second machine, somewhere November, early 

December. 
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Q Okay. And I take it tat the Postal Service 

granted your firm an exemption or a waiver from the 

requirements to allow for that? 

A Correct. 

Q And what were the ground for the waiver? 

A The grounds were that you had applied successfully 

for a Fast Forward license and that you were waiting to be 

installed by the manufacturer. 

Q And I take it, there were a lot of presort bureaus 

that were sort of in a similar situation, there were some 

manufacturer delays in the delivery of Fast Forward 

technology? 

A Correct. 

Q And is it your understanding that these waivers 

were granted sort of on a rolling basis through the end of 

1997, depending on which manufacturer a particular presort 

bureau was doing business with? So, I mean, if, for 

instance, you had a Pitney-Bowes machine and Pitney Bowes 

wasn't coming online until October, then you had a waiver 

until October, but if you had another manufacturer's 

equipment and they weren't coming online till December, then 

you got until December to come into compliance? 

A That's pretty much correct. 

Q So you have got two OCRs with move update -- with 

Fast Forward now. Is it the case that, for the mail 
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prepared on your other three OCRs, that either you or your 

customers are required to utilize another move update 

method? 

A Correct. 

Q That would be either NCOA or address change 

service, before the mail gets tendered to the Postal 

Service? 

A Correct. 

Q Do you know whether any of the these mailer 

compliance efforts are audited by the Postal Service 

presently, or is everything operating right now on the honor 

system? 

A I believe that we are on the honor system, 

although I did receive notification from Memphis about 

pending audits and how the audits would be conducted. 

Q From Memphis -- when you say Memphis, who, in 

particular, in Memphis? 

A Mike Murphy's office. 

Q Okay. Let's take a look at your response to 

Postal Service Interrogatory No. 6. You testify there that 

you were told back in December by some postal officials 

that, of the 600 mailer-owned OCRs, 123 had been granted 

Fast Forward permits and 114 had permits pending. And so if 

my primitive math skills are any good, of 600, we had 123 on 

December'5th that were Fast Forward approved, which is about 
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20 percent and it meant that at least as of that date, we 

had approximately 114, or another 18 or 19 percent, for 

which permits were still pending. 

Do you know where things stand presently with 

respect to that remaining 114? 

A Approximately two weeks ago, at the National 

Association of Presort Mailers Winter Meeting, the Postal 

Service reported that there were 211 Fast Forward systems in 

existence, 166 on multi-line optical character readers and 

45 in the computer version. 

Q Clarify what the computer version is. 

A It's just a different version. It's where your -- 

it's designed to be used on a list rather than a live mail 

piece, used to correct an address before the address is even 

printed. 

Q Let's take a look at page 2 of your testimony 

again. 

CHAIRMAN GLEIMAN: Mr. Tidwell, before you move 

on, you were asking questions in reference to the witness' 

response to interrogatory number 6, and I just would like to 

make a note for the record that looking at the response to 

the interrogatory, it talks about a meeting that took place 

between Postal Service officials and Mailers' Council in 

Orlando, Florida, December 5th, and it reads, at least in 

the copy that I have, 1998, and I believe it should be 1997. 
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I'm usually pretty far behind the power curve, but I don't 

think I'm that far behind today, so I just wanted to make 

clear for the record that we were dealing with a meeting 

last year and not this coming year. 

MR. HART: May I ask, do you agree with that? 

THE WITNESS: I certainly do. It's a typo, Mr. 

Chairman. I apologize. 

CHAIRMAN GLEIMAN: It's not a big deal except if 

somebody goes to cite it, since it's in the record now, you 

know, they may try to discredit the response as a 

consequence of a typo and we wouldn't want that to happen. 

I would like the substance to stand on its own. 

MR. HART: Thank you. 

BY MR. TIDWELL: 

Q At about line 19 on page 2, you estimate that 25 

percent of work-shared first-class mail will have been run 

through fast forward by March 31st of this year; is that 

correct? 

A Yes, sir. 

Q And there, are you referring to all first class 

work-shared mail or only that mail entered by presort 

bureaus, such as -- 

A No. All first class mail. 

Q Okay. And at line 18, you indicate that this 25 

percent estimate is based upon your conversations with other 
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1 presort bureaus and equipment manufacturers. When did these 

2 conversations take place? 

3 A They've been ongoing. 

4 Q Which equipment manufacturers are you referring 

5 to? 

6 A Postal Technology, Bell & Hall and Electrocom, 

I which is I guess technically now Siemens. Everybody seems 

8 to be buying everybody. 

9 Q What sort of information did the equipment 

10 manufacturers provide which factored in the development of 

11 your estimate? 

12 A How many machines that they have presently in the 

13 field and how many machines they have either installed 

14 and/or licensed for fast forward. 

15 Q Do you recall offhand how many presort bureaus you 

16 talked to? 

17 A No. No, I don't. In numbers, no. 

18 Q Can you generally describe the sort of information 

19 they provided that went into your estimate? 

20 A Well, we were talking about the match rates is 

21 what we were discussing and how well the equipment works and 

22 where the problems were and where we all thought we would 

23 be, and that's where the discussions all revolved around. 

24 Q Can you tell us what you mean -- everyone here 

25 what you mean by match rates? 
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A That's when you have a mail piece that has a 

correctable address and we correct in relationship to the 

total volume. 

Q When you say correctable, are you using that term 

to include let's say just address changes? I mean, the 

address -- there can be pieces where the address on the 

pieces is correct in the sense that it's a good address, but 

that it just so happens that the recipient has moved to 

another address. 

A That's what I'm referring to. 

Q Okay. And so this 25 percent estimate is sort of 

derived from these conversations with mailers and equipment 

manufacturers. I mean, you don't have any -- you didn't 

develop any worksheets where you developed a lot of complex 

calculations or anything? 

A No, not really, but if you look at the number of 

total universe multi-lines at 600 and the idea that our 

membership has approximately half of that, and that our 

membership has somewhere in the neighborhood of twelve 

billion mail pieces and that somewhere around half of our 

membership is going to end up with fast forward, either as 

indicated already, that we're closing in on that number, anld 

if the rest of the universe, you know, the rest of the 

multi-lines do as much mail as members of my association, 

you've got 24, 25 billion pieces of mail out of 39 total or 
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37 total billion, that certainly would say that the numbers 

should work out. 

COMMISSIONER LeBLANC: Mr. MacHarg, that was 29 

billion out of the -- did I hear you right? 

THE WITNESS: No. Our association represents 

somewhere around 12 to 13 billion, and that's half of the 

multi-lines. So if you just assume that the other half will 

see as much mail as we do, that would give you 24 to 25 

billion pieces. 

COMMISSIONER LeBLANC: That's what I was trying to 

get to. Thank you. 

BY MR. TIDWELL: 

Q Let's take a look at your response to Postal 

Service interrogatory number 5. 

A Yes. 

Q In response to our interrogatory number 5, you 

gave us your impression that there were Postal Service 

officials who spoke at this December 5th, 1997 meeting who 

were very enthusiastic about the effectiveness of the fast 

forwarding system. Who were the officials you're referring 

to? 

A Rocky Matthews and Audrey Connolly. 

Q With respect to their enthusiasm about the system, 

were they -- or when they were discussing things in the 

manner that you've characterized as enthusiastic, can you 
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recall whether that discussion related to the potential 

benefits of fast forward or its performance to date? 

A I think it was both. 

Q And would their remarks also have related to how 

it worked technically or the degree of -- well, step back. 

Did the remarks relate to how fast forward worked 

technically? 

A I would think so. 

Q And did their remarks relate to the degree of 

compliance by presort bureaus and other mailers? 

A I don't think so. 

Q During these discussions, was there talk about the 

percentage of hits mailers were experiencing when they used 

fast forward? 

A There was. 

Q Can you recall what was said? 

A Just a little over one percent. 

Q And is that consistent with your firm's 

experience? 

A Correct. 

Q And is that consistent with what mailers were told 

to expect with fast forward as the program was being 

developed? 

A No. We believed that it would have been higher. 

Q And what do you think accounts for the difference 
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between actual performance and your earlier expectations? 

A I have no explanation for it. 

Q Do you know whether the volume of forwarded mail 

has declined as a result of the move-up date requirements? 

A I would sure hope so. I mean, I have no permanent 

evidence of it, but since it has been in place, I have to 

believe that it has gone down somewhat. 

Q But you have not seen any Postal Service reports 

indicating one way or the other? 

A Well, I did see a report early on of how many 

attempts had been made and a percentage of the attempts, the 

one percent number, which would eliminate whatever the 

number was that I saw. 

Q Okay. 

MR. TIDWELL: We have no further questions. 

CHAIRMAN GLEIMAN: Is there any follow-up? 

Questions from the bench? 

Commissioner LeBlanc. 

COMMISSIONER LeBLANC: Mr. MacHarg, good to see 

you again. 

THE WITNESS: Thank you. 

COMMISSIONER LeBLANC: You state in I guess it's 

the first -- I'll call it the first page of your testimony, 

line 17, I stress a need for increasing the incentives for 

the more valuable automated three-digit and five-digit first 
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class letter mail relative to the less valuable automated 

basic. 

Can you elaborate on that a little bit for me as 

to how that would help your industry? 

THE WITNESS: Well, it would help the Postal 

Service, and basic mail, you get -- 

COMMISSIONER LeBLANC: That's what I meant, from 

your industry to the Postal Service. 

THE WITNESS: Well, if you had more three-digit 

sorted mail, you would increase the productivity of the 

Postal Service by having bulk bypass. Basic rate mail has 

no bulk bypass whatsoever. It comes to that originating 

post office and stops and is worked as regular mail, whereas 

three-digit, you know, goes on by. 

COMMISSIONER LeBLANC: Now, on page 6 of your 

testimony, you talk about, which I find interesting, you go 

back to MC95-1 and you talk about on the bottom the 

heavyweight pieces and the automated flats and so forth, and 

I would like to ask, if you will, because as I recall, I 

believe the discount was almost cut in half in MC95, the 

presort industry -- I would have to go back and check my 

figures, but that was allowed. 

So you talk about now coming up with some other 

ways of helping the Postal Service, as you say, the Postal 

Service to benefit from substantial cost savings, one, by 
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THE WITNESS: Well, again, we're referring to the 

Daniels chart where he calls a single piece at 40.956 versus 

a 3.5 at 17.88, and what we're suggesting is something in 

between there for a three-digit sorted flat, bar-coded flat. 

COMMISSIONER LeBLANC: And then lastly, No. 3 

there, you talk about drop the five-digit requirement for 

the second tier. Why would that be much of a help in your 

industry? 

THE WITNESS: Because it's -- to process 

flat-sized mail in an economical manner, getting to the 

five-digit is almost impossible. It just takes forever to 

get it there. The equipment doesn't have enough pockets, 

doesn't have enough speed, okay? And in letter mail we have 

a -- you know, you have basic automation, then you have a 

three-digit rate, and then you have an optional five-digit 

rate where we don't have that option in flat-sized mail. 

COMMISSIONER LeBLANC: Thank you very much. 

Thank you, Mr. Chairman. 

CHAIRMAN GLEIMAN: Commissioner Haley? 

COMMISSIONER HALEY: Good morning. How are you, 

Mr. MacHarg? 

I note on your statement of experiences and 

qualifications that you've been a representative of the MTAC 

Committee for eight years; is that -- 
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THE WITNESS: Correct. 

COMMISSIONER HALEY: Yes. Let me ask you, how 

frequently does that committee meet? 

THE WITNESS: Quarterly. 

COMMISSIONER HALEY: Quarterly? And I take it 

that you attend quarterly. 

THE WITNESS: Try to do it every one. 

COMMISSIONER HALEY: Yes. Have you found this 

committee helpful to some of your concerns in really genuine 

discussion about -- 

THE WITNESS: There have been many, many genuine 

concerns that have been cleaned up, if you will, at the MTAC 

meetings. 

COMMISSIONER HALEY: Yes. I was listening of 

course to the Commissioner here and others. I mean, some of 

the things that you are talking about, you bring them up at 

the meetings, and I can appreciate that all of them can't be 

done, but at least they are seriously communicated about 

there; is that right? 

THE WITNESS: That's correct. 

COMMISSIONER HALEY: Urn-hum. Okay. I just -- I 

think that that committee is very significant and important 

from the standpoint of communications, and I just wondered 

how you felt about it. 

THE WITNESS: No, without any doubt, it is very 
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helpful, and it's a very good launching pad for many ideas 

and ways of correcting inequities before they get to the -- 

to a real rule. 

COMMISSIONER HALEY: All right. All right. Thank 

you. 

THE WITNESS: Thank you. 

CHAIRMAN GLEIMAN: Since Commissioner Haley asked 

you about MTAC, just so we understand what it is, can any 

mailer participate in MTAC, or do you have to be approved by 

the Postal Service to participate? Do you know? 

THE WITNESS: Well, we've kind of changed the 

rules a little bit here in the last six months. MTAC was 

association representation only, and obviously the 

association was invited by the Postal Service, but the new 

MTAC is now trying to reach out to all mailers to allow 

participation on any one of the broad subjects that may be 

developing. 

CHAIRMAN GLEIMAN: Probably be more useful in 

solving problems if they reach out. 

Is there any followup as a consequence of 

questions from the bench? 

If not, that brings us to redirect. 

Mr. Hart, would you like some time with your 

witness? 

MR. HART: 'Could I just have a minute with Mr. 
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CHAIRMAN GLEIMAN: Certainly. 

MR. HART: I may not have redirect. I just want 

to talk to him. 

CHAIRMAN GLEIMAN: Fine. 

[Discussion off the record.] 

MR. HART: Thank you, Mr. Chairman. We have 

nothing further. 

CHAIRMAN GLEIMAN: If there's nothing further, 

then Mr. MacHarg, I want to thank you. We appreciate your 

appearance here today and your contributions to our record, 

and if there's nothing further, you're excused. 

[Witness excused.] 

CHAIRMAN GLEIMAN: I think that this would be a 

good point to take our midmorning break, and we'll come back 

at five after the hour and pick up with our next MPA 

witness. 

[Recess. 1 

CHAIRMAN GLEIMAN: Mr. Gold, if you would call 

your next witness. 

MR. GOLD: Yes, Stephen Gold, on behalf of 

Magazine Publishers of America. 

Whereupon, 

SANDER A. GLICK, 

a witness, was called for examination by counsel for 
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1 Magazine Publishers of America and, having been first duly 

2 sworn, was examined and testified as follows: 

3 DIRECT EXAMINATION 

4 BY MR. GOLD: 

5 Q Would you identify yourself for the record, 

6 please? 

7 A Sander Glick. 

8 Q Mr. Glick, do you have before you what's been 

9 identified as MPA-T-4, Direct Testimony of Sander Glick? 

10 A Yes, I do. 

11 Q Was this prepared by you or under your direction? 

12 A Yes, it was. 

13 Q Do you have any corrections today? 

14 A No, I don't. 

15 Q If you were giving this testimony orally today, 

16 would your testimony be the same? 

17 A Yes, it would. 

18 MR. GOLD: Mr. Chairman, I'm handing two copies of 

19 this testimony, MPA-T-4, to the reporter, and ask that it be 

20 admitted into evidence. 

21 CHAIRMAN GLEIMAN: Are there any objections? 

22 Hearing none, Mr. Glick's testimony and exhibits 

23 are received into evidence, and I direct that they be 

24 transcribed into the record at this point. 

25 [Direct Testimony and Exhibits of 

14993 
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Sander A. Glick, MPA-T-4, was 

received into evidence and 

transcribed into the record.] 
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I. Autobiographical Sketch 

My name is Sander A. Glick. I am a Senior Analyst at Project 

Performance Corporation (PPC), a consulting firm based in Sterling, Virginia. 

PPC provides management, information technology, and environmental 

consulting services to private and public sector clients. The firm has grown 

rapidly since our inception in 1991; last year we were number 272 on the Inc. 

500, a compilation of the fastest growing private companies in America. Since 

joining the firm, I have performed economic and cost analysis for both private 

and governmental clients. 

I attended the Maxwell School of Citizenship and Public Affairs at 

Syracuse University, where I received a Master of Public Administration degree 

in 1994, and Carleton College, where I received a BA, magna cum laude, in 

Physics in 1993. While at Syracuse University, I was a graduate assistant in the 

Center for Technology and Information Policy and assisted in developing and 

administering a National Science Foundation-funded survey of more than 500 

companies regarding the costs and benefits of working with Federally-funded 

Research and Development laboratories. 

Following my formal education, I joined PPC in 1994 as an Analyst. At 

the end of 1996, I was promoted to Senior Analyst. Since joining PPC, I have 

assisted the Department of Energy by developing methods for estimating the 

life-cycle cost of cleaning up nuclear weapon production sites and then 

collecting data to implement the analysis. I have also developed regulatory 

compliance cost estimates and reviewed cost estimates prepared by other cost 

estimators. 
-- 
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II. Purpose of Testimony and Summary Conclusions 

United States Postal Service witness Schenk develops estimates of the 

attributable costs of Advance Deposit BRMAS-qualified BRM (Advance Deposit 

BRM) pieces, which is the basis for the six cent QBRM fee. In this testimony, l 

review her methodology and her mail flows. I use the same process as witness 

Schenk to develop a cost estimate for Advance Deposit BRM but make 

alternative and more reasonable assumptions, consistent with her interrogatory 

responses, regarding the Advance Deposit BRM mail flow. I also take into 

account the fat! that 75 percent of this mail does not require delivery, so 

Advance Deposit BRM delivery costs are lower than for First-Class Mail as a 

whole. 

Based upon these improvements to her analysis, I derive a unit 

attributable cost estimate for BRM pieces, above and beyond the costs already 

attributed to First-Class Mail, of 1.28 cents. Reflecting this unit attributable cost 

estimate, I propose a QBRM fee of two cents. 

III. Witness Schenk’s Methodology 

Witness Schenk estimated “the test year costs of counting, rating, and 

billing for the Business Reply Mail (BRM) service, above and beyond the costs 

already attributed to First-Class Mail.” USPS-T-27 at 2. To do this, she first 

assessed the mail flows for Advance Deposit BRM and other aulomation- 

compatible First-Class Mail and then applied unit cost differentials for t.he 

operations through which the mail flows. 

Witness Schenk found that the major difference in mail flow is that, after 

the incoming primary sort, most non-BRMAS automation compatible mail 

receives its incoming secondary sort on a Delivery Barcode Sorter (DBCS) or 

Multiple Position Barcode Sorter (MPBCS), while Advance Deposit BRM 

2 
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I receives its incoming secondary son in one of three ways: (1) in the BRMAS 

2 operation, (2) on another barcode sorter, or (3) manually - and then processed in 

3 the Postage Due Unit. Figure 1 illustrates the mail flow for Advance Deposit 

1 BRM. 

5 
6 Figure 1. Advance Deposit BRM Mail Flow (Exhibit USPS-27A) 
7 

L L I I 
I\ I\ 

BRMAS Operation BRMAS Operation 
Other 8arcode Other 8arcode 

Sorter Operation Sorter Operation Manual Son Manual Son 

I I 

8 
9 

10 
11 Witness Schenk calculated the unit attributable cost of BRM as the 

12 difference between the weighted average cost of the three methods for sorting 

13 Advance Deposit BRM (including Postage Due Unit costs) and the cost for an 

1.l incoming secondary sort for an automation-compatible piece of First-Class Mail 

15 (See Equation 1 below)‘: 

16 
17 (‘0st,,, =x [(A *c,)I--C,c (1) 

18 where i = type of incoming secondary sort 
19 p, = percentage of BRMAS receiving sort type i 

20 c, = unit cost of type i sort 
21 ~,~=unit cost of incoming secondary sort of automation 

22 compatible First-Class Mail. 
13 

’ The attributable cost for an incoming secondary sort for an automation compatible piece Of 
First-Class Presort Mail can be found by summing the weighted cost column for ‘Incoming 
Secondary’ on Page 13 of Appendix I of USPS-T-25. 
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IV. Witness Schenk’s Mail Flow Assumptions 

Witness Schenk surveyed mail processing facilities to determine Base 

Year 1996 mail flows for Advance Deposit ERM. Her results, shown in Table 13 

of LR-H-179, indicate that 14.2 percent of Advance Deposit BRM received its 

secondary sort in the BRMAS operation, 19.3 percent was on other barcode 

sorters, and 66.5 percent was sorted manually (See Table 1 below).’ 

Table 1. Generation of Final ERM Piece Counts 

Source of Piece Counts Percent of Volume 
BRMAS Software Report 14.2 
EOR Counts from Barcode Sorter 19.3 
Manual Counts/Other 66.5 

In calculating the Test Year unit attributable cost of Advance Deposit 

BRM, above and beyond that of First-Class Mail, witness Schenk made two 

inappropriate assumptions regarding how mail flows will change from Base Year 

1996 to the Test Year. First, she assumed that the mail which would migrate 

from Advance Deposit BRM to PRM was entirely mail that, in the Base Year, was 

processed in the BRMAS operation. She makes this assumption despite her 

own statement to the contrary. When asked, “Please confirm that a higher 

percentage of BRM that is counted and rated in the BRMAS operation than of 

BRMAS-qualified mail that is not counted and rated in the BRMAS operation will 

migrate to PRM,” she responded, “Not confirmed....Whether an organization is 

interested in QBRM or PRM will depend on a number of factors, including its 

willingness to prepay postage and whether it finds a monthly fee or a per-piece 

fee more advantageous financially” (MPAfUSPS-T27-5~). 

Second, she assumed that all Advance Deposit BRM not processed in the 

BRMAS operation was processed manually, She made this assumption because 

’ When source is ‘EOR counts from barcode sorter,’ the pieces were sorted on a barcode Sorter. 
When source is ‘ERMAS Software Report’, the pieces were sorted in the BRMAS OPeraliOn. 



I 

1 

3 

4 

5 

6 
1 

8 

9 

IO 

II 

I2 

13 

14 

15 

16 

17 

I8 

19 

20 

21 

22 

23 

24 
2s 
26 
21 
28 
29 

she did not have an estimate of the Cost of a barcode sort for Advance Deposit 

BRM. She did indicate, however, that if one were able to develop a unit cost for 

processing BRM on a barcode sorter, it should be used: ‘...it would be 

appropriate to include the cost of processing ERM in a barcode sorter operation, 

if costs could be developed” (Response to MPNUSPS-T27-2~). 

V. Calculation of Unit Cost for Automated Sort 

Even though the unit cost for a manual sort of First-Class Mail is 4.7 cents 

higher than the cost per sort for sorting First-Class Mail on a barcode sorter,’ 

witness Schenk approximated the cost for sorting Advance Deposit ERM on a 

barcode sorter (including Postage Due Unit activities) as the cost for manually 

sorting Advance Deposit ERM (including Postage Due Unit activities). 

In the absence of a bottom-up estimate of the cost for sorting Advance 

Deposit ERM on a barcode sorter and performing all associated Postage Due 

Unit activities, I develop a more reasonable upper bound estimate of the cost of 

an automated sort of Advance Deposit BRM (including Postage Due Unit 

activities) by subtracting 4.7 cents, the cost difference behveen a manual sort 

and a barcode sort of First-Class Mail, from the cost for manually sorting 

Advance Deposit BRM (See Equation 2 below). 

C‘% ~d..RR.I( = C.md.RRW - k+“dFc-w - ChsaddCW ) (2) 

where c=unit cost per sort 
Barcode indicates barcode sort 
Manual indicates manual sort 
BRM indicates sort of BRM mail 
FCM indicates sort of First-Class mail 

’ The unit cost for a manual sort from USPS-T-25, Appendix I, Page 13, Line ‘Manual/Auto 
Sites’ is 5.4474 cents. The cost for an automated sort from USPS-l-25, Appendix I, Page 13, 
Line ‘DBCS First-Pass’ is .7412 cents. The cost for a OBCS sari is an upper bound estimate 
because it has the highest unit cost of all BCSs shown on Page 13 of Appendix I of USPS-T-25 

5 
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I Equation (2) yields a unit cost for a barcode sort (including costs for 

2 Postage Due Unit activities) of Advance Deposit BRM of 3.56 cents per sod. 

3 This is still an upper bound estimate of the cost for a barcode sort for two 

4 reasons: 

5 

6 . The depth of sort for a barcode sorter is deeper than the depth of sort of a 

7 manual sort. 

8 

9 . The estimate assumes that there is only one incoming secondary sort of 

IO BRM. If two incoming secondary sorts were required, the cost difference 

II between manually sorting and automated sorting of Advance Deposit BRM 

I2 would be twice as large. 

I3 

I4 
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VI. Calculation of Delivery Cost Avoidance 

Witness Schenk’s response to MPAJJSPS-T27-7 indicated that only 25 

percent of BRM, as opposed to 66 percent for First-Class Mail, requires rural or 

city delivery. For this reason, the BRM delivery cost per piece is smaller than 

that for First-Class Mail as a whole. Table 2 calculates a 2.74 cent unit delivery 

cost difference between BRM and First-Class Mail (For more detail, refer to 

Exhibit MPA 4-2). 

Table 2. Calculation of Delivery Cost Avoidance (in cents) 
24 

Item First-Class Mail ERM Difference 
Delivery Unit Cost 6.68 6.68 0 
Percent Delivered 66% 2~5% 41% 
Total Co&Total Pieces 4.41 1.67 : 2.74 
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VII. Calculation of Attributable Cost for Advance Deposit BRM 

As described earlier in my testimony, witness Schenk makes 

unreasonable assumptions to determine Test Year mail flows from Base Year 

flows. In fact, her interrogatory responses contradict the assumptions she made. 

For this reason, a more reasonable method for determining the attributable cost 

for Advance Deposit BRM would be to simply assume that Test Year mail flows 

will be exac!ly the same as Base Year mail flows. Using this assumption ani the 

delivery cos: avoidance calculated in Section VI. the Test Year attributable cost 

for Advance Deposit ERM is 1.28 cents (For more details, please refer to Exhibit 

MPA 4-l). 

VIII. Determination of QBRM Fee 

Based upon an analysis of pricing criteria and their application to the 

QBRM fee, witness Needham proposed a cost coverage of 108 percent. A two 

cent fee based upon my attributable cost estimate yields a cost coverage of 156 

percent, which is a significantly higher contribution than that proposed by 

witness Needham. Thus, I believe that a two-cent fee for QBRM is reasonable. 

7 
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Exhibit MPA 4-1. Alternate BRMAS Fee Development 
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BRMAS Coverage Factor 14.24% [l] 
Manual Sortation Factor 66.46% [21-i-[l]-[3] 

Other Barcode Sorter Factor 19.30% [3], 

BRMAS Processing 
BRMAS Postage Due Unit 
Manual Sort, Postage Due Unit 

Barcode Sort, Postage Due Unit 

Unit Cost 
$0.0064 [4] 

$0.0040 [5] 
$0.0627 [S] 

50.0356 171 

Cost Avoidance (Inc. Sec. Sort for Automation Comp. Piece) 
Cost Avoidance (Delivery) 

Weighted Cost Per Piece 
Net Cost Per Piece 

($0.0231) [E] 
($0.0274) [9] 

$0.0633 [10]=[1]‘([4]+[5])+[2]‘[6]+[3]‘[7] 

$0.0128 [11]=[6]+[9]+[10] 

[I] Coverage Factor, USPS-T-27 at 12. 
[3] LR-H-179, Table 13 

[4] Exhibit USPS-27C 
[S] Exhibit USPS-27C 

[S] Exhibit USPS-27C 
~]=[6]+[lnc. Sec. OBCS Unit Cost]-(Incoming Secondary Manual/Auto Sites Unit Cost] USPS-T-25, Appendix I, Page 16 

[S] Exhibit USPS-27C 

[9] Exhibit MPA 4-2 

Page 1 
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Exhibit MPA 4-2. Unit Delivery Cost Avoidance 

Unit Cost 
M ,998 

Density Delivered Unit Cost per Piece Delivered 
(cents) (000s) ,ooos, (cents) 

111 M [31 PI [51 
Single Piece LeKers and Parcels 5.001 54.394.310 0.529 28.774.590 9.45 
Single Piece Cards 4.357 2S46.540 0.735 1.871.707 5.93 

PESOti Letters 3.729 41.507.006 0.622 34116,761 4.54 PESO” Cards 2.637 2.551684 0.726 1.852.523 3.91 ;1 
Total First-Class Mail 4.408 100.999.542 0.660 66.617.560 6.68 kl 

First-Class Mail 
SRM 
Difference 

Percent Delivered Unit Cost 
66X 161 4.41 191 
25% m 1.67 [IO] 
41% WI 2.74 P11 

[I] USPS-18A. Table A-6, Column (e) 
[21 USPS-16A. Table A-6. Column (k) 
[g USPS-18A, Table A-5, Column (aa), Density=Pieces Deliveredfrotal Pieces 
141=[21'[31 
[5l=nl1~31 
[+5l=l34 
m Response 10 MPANSPS-127-7 
lSl=I61-I71 
19l=mv4 
wl=mL5~l 
[I l]=[lO]-[9] 
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CHAIRMAN GLEIMAN: Mr. Glick, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, they would. 

CHAIRMAN GLEIMAN: That being the case, I'm going 

to provide two copies of the designated written 

cross-examination of Witness Glick to the reporter, and ask 

that it be accepted into evidence and transcribed into the 

record at this point. 

[Designation of Written 

Cross-Examination of Sander A. 

Glick, MPA-T-4, was received into 

evidence and transcribed into the 

record. 1 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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DESIGNATION OF WRITTEN CROSS-EXAMINATION 
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Office of the Consumer Advocate 

United States Postal Service 
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USPSIMPA-T4-I-13 
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Secretary 
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Interroqatorv: 

USPSIMPA-T4-1 

USPSIMPA-T4-2 

USPSIMPA-T4-3 

USPSIMPA-T4-4 

USPSIMPA-T4-5 

USPSIMPA-T4-6 

USPSIMPA-T4-7 

USPSIMPA-T4-0 

USPSIMPA-T4-9 

USPSIMPA-T4-10 

USPSIMPA-T4-11 

USPSIMPA-T4-12 

USPSIMPA-T4-13 

INTERROGATORY RESPONSES OF 
MAGAZINE PUBLISHERS OF AMERICA 

WITNESS SANDER A. GLICK (T4) 
DESIGNATED AS WRllTEN CROSS-EXAMINATION 

Desisnatina Parties: 

OCA, USPS 

OCA 

OCA 

OCA, USPS 

OCA 

OCA, USPS 

OCA, USPS 

OCA, USPS 

OCA, USPS 

OCA. USPS 

OCA, USPS 

OCA, USPS 

OCA. USPS 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSlMPA-TCI. Please refer to page 2 of your testimony, lines 21-23. Is your unit 
attributable cost estimate of 1.28 cents intended to show “the test year costs of counting, 
rating, and billing forthe Business Reply Mail (BRM) service, above and beyond the costs 
already attributed to First-Class Mail?” If not, please explain. 

Response: 
Yes, with two clarifications. First, the 1.28 cent attributable cost estimate does not take 

into account the four cent prebarcoding cost savings that witness Miller developed for PRM 

because this savings was already taken into account-in the PRM rate. (Taking the 

prebarcoding cost savings into account, the cost for QBRM is nearly three cents less 

expensive than that for First-Class Mail.) For this reason, my proposed fee of tie cents 

should be added to the 30 cent PRM rate. Second, a more precise statement would be 

that 1.28 cents is the difference between test year unit costs for counting, rating, billing, 

and delivering BRMAS-Qualified Business Reply Mail (BRM) and test year unit costs for 

counting, rating, billing; and delivering First-Class Mail. 

2 



15009 

Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-2. Please refer to your testimony at page 6, lines 6-7. Does your 
statement that the depth of sort for a barcode sorter is deeper than the depth of sort for a 
manual sort apply to the manual sort in the BRM operation? Please explain your answer, 
taking account of the fact that the manual sort in the BRM operation must finalize the BRM 
for delivery (so the BRM can be accounted for). 

Response: 
Barcode sorters (BCSs) have more separations or stackers than manual cases. In other 

words, one sort on a barcode sorter can sort mail to more separations than one sort in a 

manual case. This is what I meant in my statement that the depth of sort of a BCS is 

deeper than the depth of sort for a manual sort. This is true for all mail whether finalized 

in the BRMAS operation or not. 

3 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-3. Do you agree with witness Schenk’s statement that Prepaid Reply Mail 
(PRM) ‘service would be advantageous for some high-volume BRMASqualified BRM 
recipients.” USPS-T-27 at 13, lines 6-7. If not, please explain why not. 

Response: 
I think that her statement is probably true. I do, however, think that the Postal Service 

overstated the degree to which the service would be advantageous for BRMASqualified 

BRM recipients and therefore the volume of mail that would migrate from QBRM to PRM. 

In developing his volume estimate for PRM, witness Fronk assumed that QBRM recipients 

will migrate to PRM if it will minimize their bill from the Ppstal Service. In his testimony, 

Fronk stated, ‘I develop this estimate [of how much BRM will migrate to PRM] by 

computing the break-even BRM volume needed to make the monthly fee of PRM less 

expensive than the per-piece fees of BRM.” (USPS-T-32 at 42-43). 

In doing this, he implicitly assumed that (1) administrative costs for the PRM recipient 

would be no higher than the administrative costs for QBRM, and (2) the prepayment 

requirement will not deter migration. These assumptions are clearly incorrect and yield 

an upwardly biased estimate of the volume of mail that will migrate from QBRM to PRM. 

First, for QBRM, the Postal Service counts and bills the recipient. In PRM, the recipient 

will have to count mail volume, prepare postage bills, and prepare for Postal Service 

audits. Second, PRM recipients must prepay their postage while there is no prepayment 

requirement for QBRM. This requirement also makes PRM less financially advantageous. 

4 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4d. Do you believe that low-volume BRMASqualified BRM recipients would 
be just as likely to switch to PRM as high-volume BRMASqualified BRM recipients? 
Please explain the basis for your answer. 

Response: 
Everything else being equal, I believe that the PRM rate would be more advantageous for 

high-volume BRM recipients than for low-volume BRM recipients. Other factors, such as 

the magnitude of administrative costs associated with PRM and the likelihood that the 

BRM recipient will continue to pay for their customer’s business reply mail over the long 

term, would also play a part in determining the likelihood that a firm would switch to PRM. 

Because I have no basis for understanding how low-volume and high-volume BRM 

recipients differ in terms of these other factors, I am unable to answer your interrogatory 

conclusively. 

5 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-5. Do you believe that high-volume BRMASqualified BRM recipients are 
more likely to be processed using the BRMAS system than low-volume BRMAS-qualified 
BRM recipients? Please explain the basis for your answer. 

Response: 
Not necessarily. The Postal Service found that there are many reasons why postal 

facilities don’t process BRMASqualified mail in the BRMAS operation. Table 12 of LR-H- 

179 shows reasons sites provided for not using BRMAS to sort BRM. It shows that “not 

enough volume to justify use” was the reason provided for not using BRMAS at sites 

representing only 25.6 percent of volume. Other reasons provided for not using BRMAS 

software were “reports take too long to print out,” “no automation at facility where BRM is 

sorted to mailer, ” ‘no BRMAS software at site,” and “time constraints.” Facilities 

accounting for nearly 34 percent of volume reported an “other” reason for not using 

BRMAS software. 

6 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-6. Please refer to your testimony at page 4, lines 15-24. 

(a) Do you agree with witness Schenk’s assertion that “[if there is migration of BRMAS- 
qualified volumes to PRM, the BRMAS coveragefactorwould change . ...” USPS-T- 
27 at 13, lines 7-8. If not, please explain why not. 

(b) Did witness Schenk withdraw the assertion quoted in part (a) above after 
responding to interrogatory MPAIUSPS-T27-SC? 

Response: 
a. No. If 10 percent of BRMAS-qualified volume migrated to PRM, and the coverage 

factor for the migrated mail was 14.24 percent, then the BRMAS coverage factor would not 

change. I do agree with the statement that if there is migration of BRMASqualified 

volumes to PRM, the BRMAS coverage factor could change. 

b. No. 

7 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-7. Please refer to your testimony at page 7, lines 6 to 6. 

(a) Please confirm that your use of “Base Year mail flows” includes the use of the 
current BRMAS coverage factor of 14.24 percent? If you do not confirm, please 
explain why not. 

(b) If you do confirm part (a), please confirm that your application of the base year 
BRMAS coverage factor to the test year assumes that only 14.24 percent of the 
BRMASqualified BRM that switches to PRM would currently be processed using the 
BRMAS system. If you do not confirm, please explain why not. 

Response: 
a. Confirmed. 

b. Not confirmed. From a mathematical perspective, my application of the base year 

BRMAS coverage factor to the test year assumes that one of two things occurs: (1) there 

is no migration from QBRM to PRM or (2) 14.24 percent of the BRMAS-qualified BRM that 

switches to PRM is currently processed in the BRMAS operation. From a common sense, 

analytical perspective, it is reasonable to believe that test year mail flows, in the absence 

of an unbiased estimate of the volume of OBRM that will migrate to PRM in the test year 

(See my response to USPSIMPA-T4-3) will be similar to base year mail flows 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-8. Please confirm that the First-Class Mail that avoids carrier delivery 
costs (such as mail addressed to a post office box or a caller service customer) is not 
limited to BRMAS-qualified BRM. If you do not confirm, please explain why not. 

Response: 
Confirmed. Exhibit MPA 4-2 shows that 34 percent of First-Class Mail avoids carrier 

delivery costs. Please note that my estimate of the delivery cost avoidance takes this point 

into account. 

9 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-9. Referring to your Exhibit MPA 4-1, please confirm that the 6.33 cent 
weighted cost per piece does not include any delivery costs. If you do not confirm, please 
explain why not. 

Response: 
Confirmed. With the exceptions noted in my testimony, the 6.33 cents was calculated in 

the same way that witness Schenk calculated the $0.0765 weighted cost per piece figure 

(direct and indirect) in Exhibit USPS27C 

10 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-10. Please refer to your response to interrogatory USPSIMPA-T4-1. 
Assume that there were no proposals for lower rates for Prepaid Reply Mail and Qualified 
BRM, based on the prebarcoding cost savings developed by witness Miller, or assume, in 
the alternative, that these proposals are not recommended by the Commission. Should 
prebarcoding cost savings then be considered, like the delivery cost savings calculated 
in section VI of your testimony, in determining the costs that underlie the BRMAS fee? 
Please explain your answer. 

Response: 

Yes. As witness Fronk stated in his testimony, ‘Achieving fairness and equity is an 

important goal for the Postal Service in preparing rate proposals. The proposed new 

categories for Prepaid Reply Mail and Qualified Business.Reply Mail promote fairness and 

equity by establishing rates that are more closely aligned with costs. Also, by recognizing 

some of the cost savings [from prebarcoding] associated with this mail, the Postal Service 

is able to permit a broader base of customers to more directly share in the benefits of 

automation.’ USPS-T-32 at 4748. This explanation of why the Postal Service is 

proposing to reflect the prebarcoding cost savings in the rates for PRM and QBRM is 

applicable for BRMAS-qualitied BRM whether the PRM or QBRM proposals are 

recommended by the Commission or not. 

2 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-11. Please refer to your response to interrogatory USPSIMPA-T4-3. 
Please wntinn that the proposed monthly and annual fees for Prepaid Reply Mail (FIRM) 
would be more likely to make PRM uneconomical for low-volume reply mail recipients than 
high-volume reply mail recipients. If you do not confirm, please explain why not. 

Response: 

I confirm that the proposed monthly fee per piece and proposed annual fee per piece for 

PRM decline as volume increases. Assuming that administrative costs for PRM and the 

opportunity cost of prepaying PRM rates is zero, I confirm that the proposed monthly and 

annual fees for Prepaid Reply Mail (PRM) would be more likely to make PRM 

uneconomical for low-volume reply mail recipients than high-volume reply mail recipients. 

3 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSIMPA-T4-12. At facilities currently using the BRMAS program to count and rate 
BRMAS-rated BRM, do you believe that high-volume BRMAS-rated BRM recipients are 
more likely to be processed using the BRMAS program than low volume BRMASqualified 
BRM recipients? If not, please explain the basis for your response, taking into account the 
need to assign a BCS stacker for each BRM recipient processed using the BRMAS 
program. 

Response: 

As witness Sohenk’s study indicates, the cost for processing BRMASqualified BRM in the 

BRMAS operation is more than seven cents cheaper than processing it manually. Stated 

differently, the cost of manually processing BRMAS is approximately eight times the cost 

of processing it in the automated BRMAS operation. Even if the Postal Service had tlo 

perform two passes on all mail in the automated BRMAS operation, the cost for sotiing 

BRMASqualified BRM in the BRMAS operation would still be much less expensive than 

sorting it manually. Therefore, the Postal Service seems to be processing more BRMA,S 

manually than makes sense economically. Because the Postal Service is sorting a large 

amount of BRMASqualified BRM manually for reasons other than economic ones, it i,s 

unclear whether mail for high-volume BRMASqualified BRM recipients is more likely t:o 

be processed in the BRMAS operation than mail for low-volume recipients. 

For example, assume that Facility A processes BRMAS for several high-volume recipielnt 

and no low-volume recipients but decides, for reasons other than economic ones, ‘to 

process only five percent of BRMASqualified BRM in the automated BRMAS operation. 

Further, assume that Facility B processes all BRMASqualified BRM, except rejects, in the 

automated BRMAS operation and that the facility sorts BRMASqualified BRM for both 

high-volume and low-volume recipients. For these two facilities combined, the Post;al 

4 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

Service sorts a higher percentage of low-volume recipient BRM in the automated BRMAS 

operation than of high-volume recipient BRM. 

5 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

USPSlMPA-T4-13. Please refer to your testimony at page 5, lines 17 to 26, and footnote 
3. 

(a) in your equation 2. why did you use the unit cost for a manual sort at automafeo 
sites? 

(b) Do you agree with witness Hatfield that: 

At automated facilities, a large portion of the mail that receives piece 
distribution in manual incoming secondary operations is reject mail from 
automation equipment. Because these pieces have been rejected from 
automation equipment they are oflen the more challenging pieces to process 
for reasons such as damage and address quality. On the other hand, the 
manual incoming secondary operation at non-automated facilities process 
all pieces of mail. Therefore, the mail processed in manual incoming 
secondary operations tends to be much cleaner at nonautomated facilities 
than at automated facilities. Manual processing of this cleaner mail stream 
leads to a higher productivity. 

Response of witness Hatfield to ABA&EEl&NAPM/USPS-T-25-26(e), Tr. 4/ 1725 
26. If not, please explain why not. 

(c) Please refer to Table 15 in Postal Service Library Reference H-179. 

(i) Please confirm that 22 percent of BRMAS-rated pieces sorted in the manual 
BRM operation are done so because there is no automation at the facility 
where the BRM is sorted to the mailer. If you do not confirm, please explain 
why not. 

(ii) Please confirm that the following reasons for sorting automatible pieces 
manually would appear to indicate BRMAS-rated mail that has not been run 
through automation equipment: “lnsufticient volume”, “Automa,tion 
overburdened already”, “Nonautomatible mail (flats, oversize letters)“, ‘Time 
Constraint (mail arrives too late; service standard)“. If you do:not confirm, 
please explain why not. 

6 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

(iii) Please confirm that only 40 percent of all BRMAS-rated pieces sorted in t,he 
manual BRM operation are sorted in this operation because automation 
sorted them into a reject bin. If you do not confirm, please explain why not. 

(iv) Please confirm that, given that some pieces that a BRMAS or barcode sorter 
operation sends to a reject bin are pieces that are out of scheme, rather than 
damaged or of poor address quality, the 40 percent figure discussed in p,art 
(ii) above represents an overestimate of “non-clean” (damaged or of poor 
address quality) BRM. If you do not confirm, please explain why not. 

(v) Sin& BRMAS-rated BRM must go through a mailpi&? approval process, ‘do 
you agree that BRMASqualified BRM would generally tend to be of better 
address quality than other nonpresort First-Class Mail? If not, please explain 
why not. 

(4 Is it reasonable to expect that a majority of the BRMAS-rated mail that is manually 
sorted, counted, and rated would more closely reflect the “cleaner mail stream” at 
non-automated facilities, rather than the “more challenging pieces” at automated 
facilities, as discussed by witness Hatfield in part (b), above? If not, please explain. 

(e) Please confirm that if you use the 3.0787 cents per piece figure for “Manual/ Non- 
Auto Sites”, from USPS-T-25, Appendix 1, page 13, instead of the 5.4474 cents per 
piece figure for “Manual/Auto Sites”, in your Equation 2, the unit cost of a barcode 
sort (item 7 in Exhibit MPA-I), using all your other inputs, changes 6om 3.56 cents to 
5.93 cents. If you do not confirm, please explain why not. 

Response: 

(a) I was performing an apples-to-apples comparison. I wanted to compare the cost of a 

barcode sort, which by definition takes place at an automated facility, with th.e cost of a 

manual sort at the same automated facilities. 

(b) Yes. Please note that witness Hatfield did not quantify the percentage of the 

automated facility manual incoming secondary sort mailstream that was reject mail. 

7 
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Magazine Publishers of America Witness Sander Glick 
Responses to Interrogatories of USPS 

Clearly, this number is less than 100 percent (Please also see my response to par! (c)(ii)). 

Also, the referenced statement does not quantify the.quality of mail at non-automated 

facilities. Specifically, the referenced quote does not quantify the percentage of mail at 

non-automated facilities that would have been rejected by automated equipment if it had 

been processed on automated equipment. 

(c) (i) If the Column labeled ‘Percent of BRMAS Pieces (Postage Due Unit #8)’ refers to 

all BRMAS pieces sorted in the manual BRM operation, then I confirm. 

(ii) Confirmed subject to the same caveat as in USPSIMPA-T4-13(c)(i). Please also note 

that the reasons mentioned in your interrogatory also apply to non-BRMAS automatible 

pieces that are sorted manually at automated facilities. 

(iii) Not confirmed. Some facilities provided the reason “other” for sorting automatible 

pieces manually and some facilities did not respond to the BRM Practices Survey at all. 

I agree with the statement that facilities representing 40 percent of BRMAS Pie’ces 

(Postage Due Unit #8) mail responded that the reason for sorting automatible pieices 

manually was “Automation sorted it into reject bin.” 

(iv) Confirmed that some pieces that a barcode sorter sends to a reject bin are pieces that 

are out of scheme. Please also see my response to subpart iii above. 

(v) Yes. ’ 

(d) Not confirmed. I agree that the stream of BRMASqualified BRM that is processed 

manually is cleaner than the stream of “more challenging pieces’ at automated facilities 

and dirtier than the mail stream at non-automated facilities. You have not provided enough 

8 
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Magazine Publishers of Ainerica Witness Sander Glick 
Responses to Interrogatories of USPS 

information on the “more challenging’ automated facility mailstream and the cleaner 

nonautomated facility manual mailstream for me to assess whether “a majority of the 

BRMAS-rated mail that is manually sorted, counted, and rated would more closely reflect 

the ‘cleaner mail stream’ at non-automated facilites.’ Please also see my response to part 

b of this interrogatory. 

(e) Confirmed. Please note that if you average the cost of a manual sort at a non- 

automated facility with the cost of a manual sort at an automated facility, you would get a 

unit cost for a barcode sort of 4.75 cents. Using the 4.75 cent unit cost for a barcode sort 

yields a net cost per piece for BRMASqualified BRM of 1.5 cents. Based upon this net 

cost per piece, a two cent fee would result in a cost coverage of about 133 percent. 

9 
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CHAIRMAN GLEIMAN: Does any participant have 

additional written cross-examination for this witness? 

[No response.] 

CHAIRMAN GLEIMAN: If not, that brings us to oral. 

cross. The Postal Service is the only party that requested 

oral cross of this witness. Does any other party wish to 

cross-examine the witness? 

[No response.1 

CHAIRMAN GLEIMAN: There doesn't appear to be 

anyone else. Mr. Rubin? 

CROSS-EXAMINATION 

BY MR. RUBIN: 

Q Thank you. 

Good morning. I'm David Rubin for the U.S. Postal 

Service. 

Would you please refer to your response to Postal 

Service Interrogatory l? 

A Yes, I have it. 

Q And in the last sentence of your response you 

state that you've calculated, and I quote, the difference 

between the test-year unit costs for counting, rating, and 

billing -- counting, rating, billing, and delivering 

BRMAS-qualified business reply mail, BRM, and test-year unit 

costs for counting, rating, billing, and delivering First 

Class mail. Is that correct? 

AWN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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1 A Yes. 

2 Q On page 6 of your testimony you directly 

3 calculated a cost difference between delivery costs for 

4 First Class mail and business reply mail. 

5 A Yes. 

6 Q Let's consider counting, rating, and billing. 

7 A Okay. 

a Q You did not subtract counting, rating, and billing 

9 costs for First Class mail from the counting, rating, and 

10 billing costs for business reply mail, did you? 

11 A NO. 

12 Q And are you implicitly assuming that counting, 

13 rating, and billing costs for First Class mail other than 

14 business reply mail are zero? 

15 A I would say that the cost for counting, rating, 

16 and billing single-piece mail, yes, would be zero. 

I.7 Q And would you agree that this is a reasonable 

18 assumption, since postage generally is prepaid for First 

19 Class mail, single piece, so there is no need for counting, 

20 rating, and billing operations by the Postal Service? 

21 A Yes, I would agree with that. 

22 Q Now your testimony concluded that the difference 

23 between counting, rating, billing, and delivery costs for 

24 qualified business reply mail and First Class mail is 1.28 

25 cents; is that right? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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A Yes. 

Q And was the delivery cost avoidance that you 

determined 2.74 cents? 

A Yes, it was. 

Q And if you add back the 2.74 cents of delivery 

cost savings to your overall 1.28 cents result, do you agree 

that the remaining cost difference would be 4.02 cents? 

A Yes. 

Q And do you agree that this 4.02 cents is the 

portion of your BRMAS cost estimate related to the cost of 

counting, rating, and billing? 

A I would agree that if you didn't take into account 

the delivery cost difference that that would be the 

attributable cost of BRMAS above that of First Class mail. 

Q And since you were trying to get the cost 

difference for counting, rating, billing, and delivering, 

what would be left would be counting, rating, and billing? 

A Yes. 

Q Please refer to your response to Interrogatory 10 

from the Postal Service. 

A I have that. 

Q Do you agree with the Postal Service that 

pre-bar-coding cost-savings for qualified business'reply 

mail should be used to justify a lower postage rate for 

qualified business reply mail? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 
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A Yes. 

Q But on the other hand the delivery cost savings 

you estimate in your testimony are used to determine the 

costs that underlie the BRMAS qualified BRM fee; is that 

right? 

A Can you restate that? 

Q Sure. I was just trying to confirm that the 

delivery cost savings that you calculate in your testimony, 

that is used to determine the costs that underlie the BRMAS 

fee. 

A I agree with that. 

Q How should one decide which costs underlie the 

postage rate for qualified business reply mail and which 

costs underlie the fee for qualified business reply mail? 

A I'm not sure if there is a -- I mean, I think 

that's a semantic difference. What I'm really interested in 

is the cost of BRMAS-qualified BRM. Whether it's included 

in the 30-cent base for PRM or whether it's included in the 

fee I don't think for the purpose of my testimony is 

important. 

Q Okay. In your response to Interrogatory 10 do you 

state that the pre-bar-coding cost savings if they are not 

reflected in the postage rate for qualified business reply 

mail should be used to determine the costs that underlie the 

BRMAS fee? 
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A Can I repeat back what I think you're asking? 

If there was no pre-bar-coding cost avoidance for 

prepaid reply mail, should there be a pre-bar-coding cost 

avoidance for QBRM or BRMAS-qualified BRM? I would agree 

that I think there should be a pre-bar-coding cost avoidance 

for both PRM and QBRM, and it's -- they're independent of 

each other. 

Q And does it matter to you whether they're used to 

determine the postage rate for the BRMAS mail or the fee for 

the BRMAS mail? 

A Again, I don't think that -- it doesn't bother me 

if it would be considered in the base or whether it would be 

considered in the fee. 

Q Please turn to your response to Postal Service 

Interrogatory 12. 

A I've got it. 

Q In the second paragraph of your response you 

present an example of two facilities which make different 

uses of the automated BRMAS operation -- 

A Yes. 

Q Does the first facility use the automated system 

for 5 percent of the BRMAS qualified volume for each mailer 

that presents BRMAS qualified mail? 

A That was a scenario that I was envisioning in that 

response. 
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Q And the remaining 95 percent of the volume for 

each mailer would be processed some other way, such as 

manually? 

A Yes, or it could be on another barcode sorter. 

Q And would you agree that it would be unusual for 

the Postal Service to divide the volume that way? 

A I would agree with that. 

Q The last sentence of the question asked you to 

consider the need to assign a BCS stacker for each business 

reply mail recipient process using the BRMAS system? 

A Correct. 

Q Let's consider two mailers, one for whom a BCS 

stacker has been assigned and the other for whom a stacker 

was not assigned. 

A Okay. 

Q Don't you think it would be more likely that the 

Postal Service would try to process all the mail for the 

mailer with the assigned stacker before it used BRMAS for 

the other mailer? 

A I would think that processing mail in the BRMAS 

operation is significantly lower than processing mail 

manually. 

I think that they would, if the Postal Service was 

to make the economic decision that was based on just 

economics they would process both in the BRMAS operation. 
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If you have to sort some on a second sort I don't 

see that as being a problem. 

Q And that assumes that the Postal Service has 

enough capacity on its barcode sorters to process all the 

BRMAS mail, is that right? 

A At a given facility or across all facilities or -- 

Q I guess at a given facility. 

A At a given facility I would think that the closest 

they come to being able to have full capacity to do that, 

the closer they would come to sorting low volume, both low 

volume and high volume in the BRMAS operation. 

Q Well, if BCS stackers were not available for all 

the mailers of BRMAS qualified mail, would you agree that it 

would be most efficient to assign a BCS stacker for the 

mailers with the greatest BRMAS volume? 

A If the Postal Service is doing this efficiently I 

would agree that that is the case. 

It also could be the case that if a high volume 

came in at one time they would process that whole volume no 

matter what mailer would be going to on a barcode sorter but 

at a different time during the day when they didn't have 

much volume they wouldn't run it through the BRMAS 

operation. 

Q Are you saying that it would be inefficient to do 

that, or this is all assuming -- 
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A I'm saying, let's say that you have a large amount 

of BRMAS volume that comes in at 5:00 o'clock. I would say 

that it may be very likely that they would sort all of that 

BRMAS on a bar code sorter. But then, at 10:00 o'clock, 

they just have a little -- they have a small amount of BRMAS 

and they decide they are not going to process that on the 

BRMAS operation. And that would be based upon how much 

volume there is in general, but not how much volume there is 

for each individual mailer. 

Q Okay. Please turn to your response to 

Interrogatory 13. 

A I've got it. 

Q In Part E, you calculate a 1.5 cent cost per piece 

for BRMAS qualified BRM, is that right? 

A Based upon the assumptions that I spelled out, 

that would be the cost per piece. That is not the cost per 

piece that I am presenting. 

Q And does this cost, like the other costs you 

present, include the delivery cost avoidance of 2.74 cents? 

A Yes, it does. 

MR. RUBIN: I have no more questions. 

CHAIRMAN GLEIMAN: Is there any follow-up? 

Questions from the bench? 

[No response. 1 

CHAIRMAN GLEIMAN: Mr. Gold, would you like some 
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time for redirect? 

MR. GOLD: I just need one minute. 

CHAIRMAN GLEIMAN: Certainly. 

[Recess.] 

MR. GOLD: Mr. Chairman, we have no redirect. 

CHAIRMAN GLEIMAN: If there is no redirect, then, 

Mr. Glick, I want to thank you. We appreciate your 

appearance here today and your contributions to the record. 

And if there is nothing further, you are excused. 

[Witness excused. 1 

CHAIRMAN GLEIMAN: Our next witness is Dr. Haldi, 

who is already under oath. He is appearing on behalf of 

ValPak Directing Marketing Systems et al. 

Mr. Olson, if you could introduce your witness and 

enter his testimony. 

MR. OLSON: Mr. Chairman, William Olson for 

Val-Pak, Carol Wright, and we would call Dr. Haldi to the 

stand. 

Whereupon, 

DR. JOHN HALDI, 

a witness, was recalled for examination by counsel for 

Val-Pak Direct Marketing Systems, Inc., Val-Pak Dealers' 

Association, Inc., and Carol Wright Promotions, Inc. and, 

having been previously duly sworn, was examined and 

testified as follows: 
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MR. OLSON: May we proceed? 

CHAIRMAN GLEIMAN: Proceed with his -- yes, he is 

already under oath. You can proceed to introduce his 

testimony. 

DIRECT EXAMINATION 

BY MR. OLSON: 

Q Mr. Haldi, I would like to hand you two copies of 

what is entitled "The Direct Testimony of Dr. John Haldi 

Concerning Standard A Enhanced Carrier Route Mail on Behalf 

of Val-Pak and Carol Wright", designated as VP/'W-T-I, and ask 

you if you can identify this for us? 

A Yes, this is my testimony. 

Q Prepared by you or under your direction? 

A Prepared by me, under my direction. And these 

particular copies contain some errata. 

MR. OLSON: Mr. Chairman, we have some errata that 

we are filing -- have filed today and I have copies for the 

bench that we have identified recently. 

CHAIRMAN GLEIMAN: Please proceed. 

MR. OLSON: I would note that we had faxed these 

late last night to counsel for all parties who had indicated 

an interest in the witness by way of oral cross-examination, 

and also given them copies today. 

BY MR. OLSON: 

Q Dr. Haldi, would you briefly describe the errata 
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of today? 

A Yes. Today's errata consists of five pages, and 

the first page is page 25, replaces page $25, Table 3 of the 

testimony as originally filed. 

The next page, page C-3, 

&f$ 

replaces a page that was 

previously as an erratum on 2/11/98. 
DA- 

Page C-5 contains itself an- that I need to 

correct right here. The penultimate line of the text on 

page C-5, the number that is shown there in redline, -~xH+ 

0, $4,044,084, should change to- 

$3,919,084. That is the same number should be in the text 

as in the lower right hand corner of the box immediately 

below it. 

The next page C-3, Table C-3, sorry, page C-8, 

replaces a page that was previously submitted as an erratum. 

And then the final page here, the final two pages, 

I'm sorry, page C-12 and C-17, Table C-7 and C-12, 

respectively, are new errata. 

In addition to the errata that you have before 

you, there are some other changes I would note. Page 48 

actually reverts to the original. There was an erratum 

submitted previously for page 48 on 2/11/98 and that should 

be withdrawn and the original testimony should stand with 

the rates there. 

Then on page 51, Table 7, all the numbers in that 
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table -- I am looking at the -- I'm sorry. There was an 

erratum submitted on 2/11/98 for Table 7, and if you have 

that table, all the margins in that table go down by l/lOth 

of 1 cent. But if you have the original table, they would 

change slightly. 

Let me, if I may, just read those into the record 

so that we have them correct. In the column marked "No 

Destination Entry", Automation would be 9.2 cents; Basic 

would be 9.3 cents;. High Density, 8.9 cents; Saturation, 8.6 

cents. That's uniformly l/lOth of 1 cent lower than the 

Table 7 submitted on 2/11/98. 

In the DBMC column, it would be 8.0 for 

Automation; 8.1 for Basic; 7.8 for High Density; and 7.6 for 

Saturation. 

In the third column marked "DSCF", the Automation 

would be 7.9; Basic would be 8.0; High Density would be 7.7; 

and Saturation would be 7.3. 

And in the final column marked "DDU", Automation 

would be 7.6; Basic would be 7.7; High Density, 7.4; and 

Saturation, 7.0. 

Since the margins went down by a tenth of a cent, 

the mark-ups, correspondingly, go down by slight amounts in 

the Part B of that same page. 

Just to get them -- 

Q I don't think there's any need to read those. 
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A No need to read those? Okay. They go down about 

2 to 3 percent, and they're marked in the one which I've 

submitted here. 

The next change, minor, very minor change, on page 

A8, footnote 1, there's a reference to an "Exhibit 

USPS-29D.' That should be changed to "Exhibit USPS-29C" and 

that was indicated previously in a response to an 

interrogatory. 

Q And have those changes been made in the two copies 

that have been prepared for the reporter? 

A Yes, they have. 

MR. OLSON: And with that, Mr. Chairman, we would 

move the admission of this into evidence. 

CHAIRMAN GLEIMAN: Are there any objections? 

Hearing none, Dr. Haldi's testimony and exhibits 

are received into evidence, and I direct that they -be 

transcribed into the record at this point. 

[Direct Testimony and Exhibits of 

Dr. John Haldi, VP/CW-T-1, was 

received into evidence and 

transcribed into the record.1 
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My name is John HaIdi. I am President of HaIdi Associates, Inc., an 

economic and management consulting firm with, offices at 680 Fifth Avenue, 

New York, New York 10019. My consulting experience has covered a wide 

variety of areas for government, business and private organizations, 

including testimony before Congress and state legislatures. 

In 1952, I received a Bachelor of Arts degree from Emory University, 

with a major in mathematics and a minor in economics. In 1957 and 1959, 

respectively, I received an M.A. and a Ph.D. in economics from Stanford 

University. 

From 1958 to 1965, I was assistant professor at the Stanford 

University Graduate School of Business. In 1966 and 1967, I was Chief of 

the Program Evaluation Staff, U.S. Bureau of Budget. While there, I was 

responsible for overseeing implementation of the Planning-Programing 

Budgeting (PPB) system in aII non-defense agencies of the federal 

government. During 1966 I also served as Acting Director, Office of 

Planning, United Stated Post Office Department. I was responsible for 

establishing the Office of Planning under Postmaster General Lawrence 

O’Brien. I established an initial research program, and screened and hired 

the initial staff. 
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I have written numerous articles, published consulting studies, and co- 

authored one book. Included among those publications are an article, “The 

Value of Output of the Post Office Department,” which appeared in 7he 

Anulysis of Public Output (1970); a book, Postal Monopoly: An Assessment of 

the Private Express Statutes, published by the American Enterprise Institute 

for Public Policy Research (1974); an article, “Measuring Performance in Mail 

Delivery,” in Regulation and the Nature of Postal Delivery Services (1992); 

and an article, “Cost and Returns from Delivery to Sparsely Settled Rural 

Areas,” in Managing Change in the Postal and Delivery Industries (1997; 

with L. Merewitz). 

I have testified as a witness before the Postal Rate Commission in 

Docket Nos. MC96-3, MC95-1, R94-1, SS91-1, R90-1, SS86-1, R84-1, RBO-1, 

MC78-2 and R77-1. I also submitted comments in Docket No. RM91-1. 



3 

15042 

I. PURPOSE OF TESTIMONY 

9 

10 

11 

This testimony has the following principal purposes: (1) to develop 

bottom up costs for Standard A ECR mail; (2) to use those bottom up costs to 

examine the Postal Service’s proposed rate design; and (3) to propose 

alternative rates for Standard A ECR Mail that are designed within the 

context and economic logic of bottom up costs. For the reasons stated herein, 

I do not support the extremely high coverage proposed by the Postal Service 

for Standard A ECR Mail. Nevertheless, to facilitate Commission analysis of 

the principles of rate design underlying my proposed rates, rates proposed 

here provide the same revenues and contribution to institutional cost as the 

rates proposed by the Postal Service. 
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This testimony is presented on behalf of VaI-Pak Direct Marketing 

Systems, Inc. (VPDMS) and VaI-Pak Dealers’ Association, Inc. (KPDA), 

hereinafter collectively referred to as ‘YaI-Pak,” and Carol Wright 

Promotions, Inc., d/b/a “Cox Direct,” hereinafter referred to as “Carol 

WrightfCox Direct.” As described more fully below, VaI-Pak’s mail primarily 

consists of letter mail sent at the Standard A Mail ECR Saturation rate, and 

Carol WrightfCox Direct’s mail consists of both letter mail and nonletter mail 

primarily sent at the Standard A Mail ECR High-Density rate. 

VaI-Pak Direct Marketing Systems, Inc. is the nation’s largest firm in 

the subset of the hard-copy, direct mail cooperative advertising industry 

which is sometimes referred to as “coupons in an envelope.” Carol 

WrightlCox Direct is one of the largest firms in this same market segment. 

Both companies’ headquarters offices are located in Largo, Florida. VaI-Pak 

Direct Marketing Systems, Inc., and Carol Wright Promotions, Inc. are 

wholly-owned subsidiaries of Cox Enterprises, Inc. of Atlanta, Georgia. VaI- 

Pak and Carol WrightfCox Direct jointly mail over 800 miIIion pieces 

annuaIIy. 
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VPDMS Mailing Practices 

VPDMS mailed 341 million pieces in the United States in 1996, and 

estimates it will mail 360 miR.ion pieces in 1997. 

About 95 percent of VPDMS’ mailings use letter-shaped number 10 

envelopes, while about 5 percent use letter-shaped 6” x 9” envelopes. AR 

envelopes are trayed by VPDMS for individual carrier routes and entered at 

the Standard A Mail ECR Saturation Rate. 

In business for 30 years, VPDMS operates in aU 50 states through 

approximately 210 U.S. franchisees which are members of the VaI-Pak 

Dealers’ Association, Inc. The work of these franchisees is supplemented by 

efforts of approximately 1,200 sales representatives. 

VPDMS’ mailings reach 47.7 million households and over I million 

businesses in the United States each year. Its mailings can be highly 

targeted to meet the marketing needs of even the smallest retail businesses. 

This is accomplished by VaI-Pak’s geographic advertising plan, which divides 

the country into thousands of “Neighborhood Trading Areas” (NTAs), most 

consisting of approximately 10,000 residences. These NTAs are built around 

neighborhood purchasing patterns, taking into account factors such as traflic 

zones and natural barriers such as rivers. Through this NTA construct, 

businesses can target precisely for advertising purposes those geographic 

market segments that are most economically attractive. Advertisers may 
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purchase coverage for the entire nation, or any number of NTAs, from several 

thousand down to only one. 

Many knchisees mail at least eight times per year, with the larger 

offices mailing on a monthly schedule. The average Val-Pak advertiser mails 

seven times annually. 

Each year, over 130,000 individual advertisers have purchased 

Saturation advertising with VPDMS. Some of these advertisers are national 

or regional businesses, but the vast majority are small, local businesses. 

Once an advertiser places an order with a VPDMS franchisee for 

distribution of a particular coupon to a particular geographic area with a 

particular frequency, the order is directed to Val-Pak’s corporate 

headquarters in Largo, Florida. There, the graphics for the coupon are 

created. VPDMS fashions as many as a quarter of a million advertising 

layouts each year. 

After review and approval by the advertiser, the coupons are printed 

and mailed either in Largo, Florida or Las Vegas, Nevada (for 11 western 

states). Printing may be simple, involving only one color, or may involve 

sophisticated four-color printing. 

VPDMS has been encouraged by the Postal Service to put delivery 

point barcodes on all of its mail. At present, 100 percent of VPDMS’ mail is 

delivery point barcoded. VPDMS incurs additional computer charges as a 

result of adding the delivery point barcode to mailing lists that have only ZIP 
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+ 4 information. VPDMS works closely with firms supplying mailing lists to 

ensure that it uses the cleanest and most up-to-date lists available anywhere. 

For example, when the Postal Service makes changes in boundary lines, 

these lists are updated by list companies supplying VPDMS with the next 

bimonthly update from the Postal Service. 

For 9 years VPDMS also participated voluntarily in Postal Service 

tests, such as those involving traying letter-shaped carrier route mail and 

palletizing trays, despite the fact that these procedures caused VPDMS to 

incur additional costs. VPDMS was a national test site for such tests. Since 

such traying became mandatory, VPDMS has been in full compliance. 

Virtually all of VPDMS’ mail is transported by truck at VPDMS’ 

expense, and 98 percent is entered at the destinating SCF. ‘Ihe remaining 2 

percent is entered at BMCs (with a fraction of a percent of the mail being 

entered locally in the St. Petersburg, Florida area). 

VPDMS advertisers require that the Val-Pak mail be delivered in a 

timely fashion. For example, if a pizza carry-out firm issues $ l-off coupons to 

be delivered during a particular week, it must anticipate the additional 

business generated by purchasing additional ingredients and hiring 

additional staff. If the mail is not delivered in a timely fashion, the extra 

ingredients can be wasted and the staff can stand idle. VPDMS therefore 

strives to achieve consistent performance. In VPDMS’ 30-year history, it has 

never missed a mail date for a customer. 
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8 Carol WrightKox Direct’s Mailing Practices 

9 Carol WrightlCox Direct mailed 300 million pieces in 1996, and is 

10 estimated to mail 300 million pieces again in 1997.’ 

11 The Carol WrighffCox Direct cooperative mailings generally use 6” x 9” 

12 envelopes. All mail is delivery point barcoded. 

13 Carol WrightlCox Direct operates two plants, located in Elm City, 

14 North Carolina and in Washington, North Carolina, which together mail 

15 approximately 30 million cooperative advertisements 10 times per year to 

16 households throughout the United States. These mailings consist of shared 

8 

Several other national or regional firms around the country are known, 

to operate in a manner similar to that of Val-Pak. Money Mailer of 

Manhattan Beach, California, is believed to be the second largest such firm, 

followed by many others, such as Super-Coups in Boston, Massachusetts, 

United Coupon in Springfield, Virginia, and ‘l&Mark in Wilmington, 

Delaware. Many other competitors operate only in limited geographic 

markets. 

1 In addition to mailing 300 million cooperative advertisements per 
year, the two Carol WrightXox Direct plants in North Carolina operate as lettir 
shops which provide contract mailing services only for the national account 
customers of Carol WrightlCox Direct. This contract mailing business of the two 
plants represents an additional 170 million pieces per year, for a total of 470 million 
pieces per year. 

, ,,,~.~. ,..,. 
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mail advertisements and coupons only for national account customers of 

Carol WrightKox Direct. 

The Carol WrightfCox Direct Cooperative Mailing Program offers 

customers highly targeted geographic and demographic distribution of their 

marketing message by means of distribution segments based on a market 

structure which is also divided into retail trade zones. Further targeting can 

be achieved through household level selections based on household 

demographics. This capability is accomplished in a cooperative mass mailing 

environment through the use of selective inserting technology unparalleled 

in this type of product. 

Timeliness of delivery is a major concern for Carol WrighffCox Direct 

and its customers. All Carol WrightKox Direct cooperative mailings have a 

one-week delivery target window. Carol WrightXox Direct customers 

depend on and demand that this standard be met. In many cases, customers 

have other promotional efforts scheduled to occur in conjunction with the 

distribution of Carol WrightlCox Direct cooperative mailings, such as radio, 

TV, and in-store promotions. Retailers also depend on timely delivery, so 

that they will be prepared with suflicient shelf stock and store staflixig, and 

can utilize those special preparations. 
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III. TOP DOWN AND BO’ITOM UP COSTS 

In prior testimony before the Postal Rate Commission, I have 

discussed development of cost estimates and rates from the top down and 

from the bottom up! Most of that discussion will not be repeated here, but a 

few salient points are worth summarizing. 

When developing costs from the top down, the Postal Service 

determines a base cost for a rate subclass, and then computes costs avoided, 

or costs saved, and deducts avoided costs from the base cost to arrive at the 

estimated net cost for individual rate categories or rate cells3 Thus defined, 

“top down” describes the procedure that has been used to develop cost 

estimates for all rate categories within the different subclasses of Standard A 

bulk mail. 

When estimating costs from the bottom up, the Postal Service 

computes the amount of volume-variable costs incurred, and adds costs 

incurred for different functions and activities, such as sorting and 

transportation, to arrive at the estimated cost for individual rate categories 

or rate cells. The volume-variable unit cost for any rate category is the total 

volume-variable cost of the category divided by the volume. 

2 Docket No. R94-1, ANM-T-1, pp. 19-29. 

3 The base cost for a subclass is the average cost for the particular rate 
category, or rate cell, to which none of the cost avoidances or cost savings apply. 
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The term ‘bottom up” is a reasonable description of the procedure used 

by the Postal Service for some products, e.g., to estimate costs for the 

different weight-zone rate cells of Priority Mail. Bottom up estimates of 

product costs are common throughout the printing industry (the source of 

mail in the Periodicals and Standard A subclasses) and in manufacturing 

generally. Bottom up costs are typically the starting point for determining 

product prices in these businesses. 

It has not been customary for the Postal Service to present the average 

volume-variable unit costs for individual rate cells, regardless of whether 

volume-variable unit costs have been developed by a top down or a bottom up 

approach. The failure to present explicit unit cost estimates for individual 

products does not mean, of course, that such average unit costs are not 

known. In point of fact, implicit in every rate ceII is a unique, average unit 

cost for mail in that ceI.I, regardless of whether the Postal Service makes the 

effort to compute or present it. Moreover, since the average unit cost within 

a rate cell is unique, theoretically it should be possible to estimate that 

average unit cost either Corn the top down or from the bottom up.” 

4 Development of Priority Mail costs for individual rate cells does not 
involve any estimate of costs avoided. 

5 An analogy would be computing the highway distance between New 
York and Miami by (1) taking the Miami-Boston distance and deducting the avoided 
leg from Boston tc New York (top down), or (2) by adding the New York-Washington 
and Washington-Miami legs (bottom up). Of course, the result should be the same 
either way. See also Docket No. R94-1, ANM-T-1, p. 25. 
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1 In Docket No. MC95-1, the Postal Service presented a series of cost 

2 models for Standard A mail which were more detailed and comprehensive 

3 than any previously presented. In the present docket, the cost models for 

4 Standard A mail have been further refined through, for example, explicit 

5 attention to certain costs which were not modeled previously in Docket No. 

6 MC95-1. As a result of the more detailed cost information provided by the 

7 Postal Service in Docket No. MC95-1 and this docket, it is now possible for 

8 the iirst time to develop bottom up estimates of volume-variable unit costs for 

9 each rate cell within the Standard A ECR subclass. Having an explicit unit 

10 cost estimate available for each rate cell provides a useful basis for the 

11 formulation of cost-based rates, and rate design generally. Bottom up costs 

12 for Standard A Mail have therefore been developed separately for letters and 

13 nonletters. 

14 

15 

16 

17 

18 

12 

Development of Bottom up Costs for ECR Letters 

In terms of weight, Standard A ECR Letter Mail is relatively 

homogeneous in comparison to nonletter mail. By definition, all Standard A 

letters weigh less than 3.3 ounces. Any piece of Standard A ECR Mail that 

weighs more is defined as a nonletter. Consequently, in this testimony the 
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effect of weight on cost has not been treated as an important consideration 

with respect to determining the unit cost of letters.’ 

The current rate schedule for Standard A ECR letters consists of 16 

different rate cells.’ The rate cells are distinguished by (i) presort condition, 

and (ii) point of entry into the postal network. Each rate cell is thought of, 

appropriately, as a separate product. My estimated Test Year volume- 

variable unit costs for Standard A ECR letters, including contingency, are 

shown in Table 1. The unit costs range from ,$zg% cents for a Saturation 

letter entered at the delivery unit, to zja8 cents for a Basic presort letter 

entered upstream of the Destinating BMC. 

Shipping costs. Differences in the unit costs, as shown in Table 1, 

reflect the Postal Service’s costs incurred by mail not entered at delivery 

units.’ Thus, when developing costs from the bottom up, those volume- 

variable costs that are incurred for mail which is not dropshipped, and must 

instead be handled and transported by the Postal Service, are presumed here 

0 Even within the letters category, weight may cause costs to vary. 
Since weight is not part of the rate design for letters, however, its effect is subsumed 
within the average per-piece cost, The effect of weight must be, and is, t,aken into 
account in the development of bottom up costs for nonletters. 

7 USPS-T-36 p. 31. 

8 Cost incurrence for postal transportation and dock handling expense is 
computed on a per-pound basis, consistent with the cost avoidance developed in LR- 
H-l 11, and is based on estimated actual weight of the mail in each rate cell; i.e., cost. 
incurrence is not estimated at the breakpoint weight of 3.3 ounces. See Appendix A 
for more details. 
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to, be equal to the costs avoided by mail that is dropshipped to destinating 

facilities. Stated succinctly, cost incurrence and cost avoidance are treated as 

the two sides of the same coin. 

Sortation costs. Differences in the unit costs in Table 1 also reflect 

the Postal Service’s presort cost differentials. In my bottom up approach, 

costs avoided by presortation likewise have been presumed to equal the 

volume-variable costs which the Postal Service must incur to achieve an 

equivalent level of sortation. Here too, cost incurrence and cost avoidance 

are treated as two sides of the same coin. 

Conformity with CRA costs. Unit costs derived by this bottom up 

process, when multiplied by the volume in each respective category, are 

slightly (5:iT percent) less than the estimate of total CRA volume-variable 

costs for ECR letters.’ Accordingly, unit costs are adjusted upward by a 

uniform amount @3:$93 cents per piece) to conform with the CRA total. A 

detailed explanation regarding development of the volume-variable unit costs 

in Table 1 is contained in Appendix A. 

9 See Appendix A for the details concerning development of CRA cost,s 
for ECR letters and nonletters. 
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Table 1 

Volume-Variable Unit Cost for 
Standard A ECR Letters, With Contingency 

(test year, cents per piece) 

Source: Appendix A, Table A-13 

Development of Bottom up Costs for ECR Nonletters 

Nonletters below the breakpoint. Standard A ECR nonletters can 

weigh up to 1G ounces. With respect to weight they are less homogeneous 

than letters. Rates for ECR nonletters vary with weight of the mailpiece. 

Nonletters that weigh less than the breakpoint (3.3 ounces) now pay a flat 

per-piece rate, the same as letters. ” AR costs for each rate cell below the 

10 

structure. 
The proposed parcel surcharge is not part of the current rate 
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breakpoint have been computed on an average per-piece basis, including any 

costs that are (or may be) pound-related, as is true of ECR letter rate cells.” 

Nonletters above the breakpoint. Nonletters that weigh more than 

the breakpoint now pay a rate that consists of(i) a per-piece amount, plus 

(ii) a per-pound rate (multiplied with the weight). For pieces that weigh 

more than the breakpoint, pound-related costs need to be isolated and 

identified (i.e., as certain amount per pound); they are not to be transformed 

into per-piece averages. 

If weight-related costs are known, development of bottom up costs 

becomes a fairly straightforward exercise. In this docket, however, 

development of bottom up costs for Standard A ECR nonletters is complicated 

by the fact that the Postal Service has again failed to present any reliable 

evidence concerning which costs shouId be treated as pound-related and 

which costs should be treated as piece-related (i.e., on how weight affects 

cost). I2 In order to develop bottom up costs for nonletters, it is therefore 

necessary to make an assumption concerning the effect of weight on certain 

costs. 

11 That is, pound-related costs such as shipping are computed for each 
cell on the basis of weight, after which they are divided by volumes, which 
translates the per-pound cost into an average per-piece cost. The underlying costs 
(e.g., shipping) are still a function of weight, not the number of pieces. 

12 USPS-LR-H-182 purports to study the weight-cost relationship for 
Standard A Mail. See Appendix D for further discussion. 
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To illustrate the methodology used here to develop bottom up volume- 

variable unit costs for Standard A ECR nonletters, two different cases are 

presented below. In Case I, moderately high weight-related costs are 

assumed, and in Case II, moderately low weight-related costs are assumed.i3 

As explained below, in the absence of solid evidence concerning the weight- 

cost relationship, both assumptions are arbitrary. The two cases are 

included to deal with the reality of the Postal Service’s failure to advance 

either a credible theory or reliable empirical evidence on the relationship 

between weight and cost. 

Conformity with CRA costs. In both cases, the unit cost for all ECR 

nonletters has been adjusted to equal estimated CRA costs for nonletters. 

This serves as a control to prevent shifting of costs from letters to nonletters, 

and vice versa.14 

Case I: High weight-related costs. In Case I, mail processing and 

delivery costs equal to 2.33 cents per piece are assumed to be weight-related. 

The effect of this assumption is to shift costs from lighter-weight nonletters 

below the 3.3 ounce breakpoint to heavier-weight nonletters above the 

13 Some city carrier street time costs may he weight-related; SW ,,..,.,. I:~:~:::.:.:,: :: ~:.: ,..............,.... 
NAMJSPS-T3G-17, redirected to the Postal Service @r;#l7.!@8). 
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breakpoint. For Cases I and II, bottom up volume-variable costs, with 

contingency, are shown in Table 2. 

Although the decision in Case I to treat 2.33 cents per piece as weight- 

related cost is arbitrary, the rationale by which it was derived is as follows. 

Witness Moeller’s proposed piece rate for pound-rated Saturation nonletters 

is 3.2 cents.‘6 For nonletters, the implicit coverage on volume-variable cost is 

approximately 220 percent. Using witness Daniel’s per-piece data for mail 

processing, delivery, transportation, and other costs, the unit cost for a 

Saturation letter would be 3.8527 cents per piece.lG Shifting 2.33 cents of 

this amount to weight-related cost leaves a piece-related cost of 1.5227 cents 

which, when multiplied by a slightly-reduced coverage of 210 percent, results 

in 3.2 cents, which is the same as witness MoeIIer’s proposed rate.” 

The decision to shift 2.33 cents from per-piece costs to pound-related 

costs increases weight-related cost by 11.91 cents per pound. Treating 

“other” costs as pound-related further increases the weight-related cost for 

mail entered at DDUs by another 0.54 cents per pound, to 12.45 cents per 

pound. The final adjustment for contingency increases the pound cost for 

16 USPS-T-36, p. 31. 

16 Appendix A, Table A-l. 

17 The next section of this testimony analyzes margins and mark-ups 
(over cost) implicit in the Postal Service’s proposed rates. Treating 2.33 cents of 
piece-related costs as weight-related results in piece-rated and pound-rated 
nonletters having generally similar markups. 
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DDU entry to 12.57 cents, while the cost for mail with no destination entry is 

26.50 cents per pound; these are the pound rates for Case I shown in Table 

2.18 

Case II: Low weight-related costs. In Case II, mail processing and 

delivery costs equaling to 0.5825 cents are assumed to be weight-related. 

This assumption shifts costs from heavier-weight nonletters above the 3.3 

ounce breakpoint to lighter-weight nonletters below the breakpoint. The 

assumption that 0.5825 cents per piece of the mail processing and delivery 

cost is weight-related is as arbitrary as the assumption of Case I. It is simply 

one-fourth of 2.33 cents, which is the assumption used to develop Case I. In 

Case II, the per-pound cost for nonletters entered at DDUs is 3.51 cents, 

while the per-pound cost for non-destination entry nonletters is 17.44 cents.‘” 

These are the pound rates for Case II, which are also shown in Table 2. 

I8 Appendix A, Table A-18. Witness Moeller proposes a rate of 53 cents 
per pound for ECR mail with no destination entry. USPS-T-36, p. 31. His rate thus 
has an implicit coverage of 202 percent over the weight-related cost assumed in 
Case I. 

19 Appendix A, Table A-24. In this scenario, witness Moeller’s rate of 53 
cents per pound represents a coverage of 304 percent over assumed cost. 
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1 Table 2 

Standard A ECR Nonletters 
WAR Final Adjusted Unit Costs 

(including contingency, cents) 

5 Case I: 2.33 Cents per Piece Treated as Weight-Related Cost 

6 

i 
9 

10 
11 

Piece-Rated, per piece 
Basic 
High-Density 
Saturation 

No Destination - Entry at Destinating - 
!aclElMr2sE!2D!J 

8.99 8.19 7.90 7.54 
6.16 5.25 5.67 4.71 
4.21 3.30 3.35 3.04 

12 Pound-Rated, per piece 
13 Basic 
14 High-Density 
15 Saturation 

5.96 5.96 5.96 5.96 
3.13 3.13 3.13 3.13 
1.46 1.46 1.46 1.46 

16 Pound-Rated, per pound 
17 Basic 
18 High-Density 
19 Saturation 

26.50 17.37 15.34 12.57 
26.50 17.37 15.34 12.57 
26.50 17.37 15.34 12.57 

20 Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost 

15059 

Piece-Rated, per piece 
Basic 
High-Density 
Saturation 

No Destination - Entry at Destinating - 
Ea!YI3M.c~~ 

9.62 0.81 8.53 a.17 
6.79 5.80 5.69 5.34 
4.84 4.01 3.90 3.66 

21 
22 
23 
24 
25 
26 

27 

2 
30 

31 
32 
33 

it 
36 

Pound-Rated, per piece 
Basic 7.73 
High-Density 4.90 
Saturation 3.22 

Pound-Rated, per pound 
Basic 17.44 
High-Density 17.44 
Saturation 17.44 

Source: Appendix A, Tables A-18 and A-24. 

7.73 7.73 7.73 
4.90 4.90 4.90 
3.22 3.22 3.22 

8.31 6.20 3.52 
8.31 6.20 3.52 
8.31 6.20 3.52 
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Introduction 

The postal rate-setting process apportions non-volume-variable costs 

in two steps. The 5rst step establishes a target contribution for each class 

and subclass of mail, using the criteria specified in 39 U.S.C. Section 

3622(b).” Collectively, these target contributions assure that the Postal 

Service will cover all of its costs and meet its revenue requirement. 

Step two determines how much to charge each subgroup of products 

(e.g., ECR letters), and each rate category within a subclass. This step 

defines the amount in excess of volume-variable cost that each rate cell 

contributes to other costs. Mailers who enter mail in only one or two rate 

cells are more concerned with the coverage assigned to the rates which they 

use, than with the average coverage for the subclass as a whole. 

Rate Design 

This is the second step mentioned above. Determination of specific 

rates for each individual category, or rate cell, within a subclass is typically 

referred to as rate design. Cost differences, sometimes referred to as costs 

20 See USPS-T-30, testimony of witness O’Hara. 
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avoided in the context of top down rate design, are the starting point for rate 

differences within a subclass. Rates for Standard A Mail are designed by the 

Postal Service using a top down approach. Here, rate differences between 

various rate categories are referred to as worksharing discounts. These 

discounts reflect varying passthroughs of costs avoided. Postal Service 

rate design experts rely on the criteria of 39 U.S.C. Section 3622(b) to 

rationalize the extent to which differentials in costs avoided are transformed 

into rate differentials in the final design. 

Section 3622(b) criteria. To illustrate the preceding point, witness 

Moeller, in his discussion of proposed rates for Standard A mail, repeatedly 

invokes the “need to temper the increase on any one rate category to 

customers” (criterion 4).*’ Also mentioned are: 

. The ‘below cost rate problem” (criterion 3);” 

. The desire for simplicity in the rate structure (criterion 7);23 

. His concern that the proposed surcharge not be perceived as 
“inappropriate or unfair” (criterion 1);” 

21 USPS-T-36, p. 10; see also pp. 13, 16, 17, 20, 28, 29, 30, and response 
of witness Moeller to VP-CWILTSPS-T36-5 vr. 612899). 

22 USPS-T-36, p. 12. 

23 USPS-T-36, pp. 13, 15 and response of witness Moeller to DMANSPS- 
T36-3 (Tr. 6/2740-41). 

24 USPS-T-36, p. 13 and response of witness Moeller to DMNUSPS-T36- 
3 (l’r. 6/2740-41). 
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1 . The desire to give appropriate recognition to “the value of 
2 worksharing activity” (criterion 6);” and 
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. the need for the rate structure to be “sensitive to, and priced 
competitively with, the alternatives” (criterion 5).26 

Although witness Moeller appears to focus on criterion 4, he also 

“[rlatesetting involves balancing this factor [criterion 41 with the other 

criteria of the Act, including cost considerations.“28 

The preceding development of the volume-variable unit cost for each 

rate cell, in Section III of this testimony, facilitates analysis of the Postal 

Service’s proposed rates, as well as alternative rate designs. For example, 

using the volume-variable unit costs in Table 1, computation of the margins 

and mark-ups that are implicit in the Postal Service’s proposed rates is a 

25 USPS-T-36, p. 16. 

20 Id., p. 26. 

27 The only explicit criteria not mentioned by witness Moeller are value 
of service (criterion 2) and ECSI (criterion 8). 

28 VP-CWAJSPST36-5 (Tr. 612899). The Postal Service’s First-Class 
rate design expert, witness Fronk, has a similar view. “The factors, considerations, 
or principles I think should guide the recommendation of a passthrough for shape- 
related cost differences are set forth in Section 3622(b) of title 39, United States 
Code. Section 3622(b) describes the pricing criteria that need to be followed when 
setting postal rates and fees. The recommended passthrough of cost differences 
depends on a balancing of the various pricing criteria set forth in Section 3622(b).” 
NDMSAJSPS-T32-6 (l’r. 4/1498). 



15063 

24 

1 straightforward exercise.zg The results make possible explicit comparisons 

2 between rate elementsso 

7 

8 

9 

10 

11 

12 

13 

Revenues and Costs for ECR Letters and Nonletters 

Revenues and costs contained in, or derived directly from, Postal 

Service projections in this docket for Standard A ECR letters and nonletters 

are presented in Table 3. The third row of Table 3 shows the margin over 

revenues, or contribution to other costs, by letters and nonletters, 

respectively. The fourth row shows the margin as a percent of volume- 

variable costs, referred to here as the “mark-up.” From this first row, it can 

be readily observed that the Postal Service’s proposed rate design marks up 

ECR letters about 24 percentage points more than nonletters (i.e., 144 

percent versus 120 percent). Unit revenues, costs and margins are shown in 

the bottom portion of Table 3. 

29 Throughout this testimony the term “margin” will refer to the 
difference, stated as an absolute amount, between rates and volume-variable unit 
costs, and “mark-up” will refer to the percentage difference by which rates,exceed 
unit costs. The margin thus represents a shorthand expression for per-piece 
contribution to the Postal Service’s other costs. 

so The Postal Service’s rate design did not set or even consider cost 
coverages below the subclass level. Response of Postal Service to NAAIUSPS-T36- 
29. This response was designated, but not incorporated into Transcript volume 19: 
response of witness Moeller to NAAKJSPS-T3648 (Tr. 612807), response of witness 
Moeller to PSAKJSPS-T36-5 (Tr. S/2883), and response of witness Moeller to 
PSAAJSPS-T26.1 vr. 6/2887). 

-.-1 ,: 
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18 Source: Revenues, Appendix C, Table C-12 
19 Costs, Appendix A, Table A-2. 
20 Volumes, Appendix A, Table A-6. 
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Table 3 

Standard A ECR Mail 
Revenues and Costs Test Year After Rates 

BY Shape 

Revenues from Rates 

Volume-variable Costs, 
including contingency 

Margin 

Mark-up 

Per Piece (cents) 

Revenues 

costs 

Margin 

Total 

4,262.518 

1.885.440 

2.377.078 

126.08% 

Averaae 

14.86 

&g 

8.29 
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The following discussion makes use of the bottom up cost figures 

computed for the 16 rate cells for Standard A ECR Mail, as presented in the 

preceding Section III of this testimony. 

Margins. The implicit margins for the rates proposed by the Postal 

Service for each ECR letter rate cell are shown at Table 4, Part A. For all 

ECR letters, the average margin, or contribution to other costs, is @@ cents 

,.......... ~.,~ .._ ..,.,...;,;_ 
~~~~~~,~~~~:. 

s , 
Margins range from a 10~ of ~f$tFg cents to a high of $zg$ cents 

per piece. 

Mark-Ups. The implicit percentage mark-ups for Standard A ECR 

letter mail are shown in Table 4, Part B. For all ECR letters, the average 

mark-up is 144 percent (se~:rzlriFs~~~~~~. Because the highest margin is imposed 

on Saturation mail - which has the lowest unit cost - the implicit mark-ups 

on ECR letter mail span a wide range, from $3 to $$lf$ percent. The implicit 

mark-ups on the different rate categories are seen to vary widely around the 

average. 

31 The Postal Service did not calculate unit contribution at this level of 
detail. Response of witness Moeller to NAAAJSPS-T3G-35 rr. G/2795). 
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Table 4 

Revised 2/11198 

Margins and Mark-Ups Implicit in Postal Service Proposed 
Rates for ECR Letters 

A. Margins 
(cents per piece) 

No Destination 

Basic 

Automation 

High-Density 

Saturation 

- Entry at Destinatino - 

Sources: Proposed rates from USPS-T-36, p. 31. 
Unit Costs from ECR letters. Table 1. 
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As this analysis demonstrates, Saturation mail is not only in a 

subclass which was assigned one of the highest cost coverages of any 

postal product, it also makes a disproportionate contribution to 

institutional costs within the ECR subclass. Not only does Saturation 

mail contribute a higher percentage of its revenues to institutional costs than 

other ECR mail receiving more Postal handling, the Postal Service’s 

proposed rates impose a larger cents per piece contribution on Saturation 

mailpieces. Ironically, Saturation mail is also the ECR mail which is most 

susceptible to diversion to alternative methods of delivery. 

This discrimination, or “anomaly”, is due to the Postal Service’s 

reliance on a top down rate design methodology rather than a bottom up 

methodology. See discussion in Section V, infra. 

ECR Nonletters 

Piece-rated Nonletters. As explained previously, Case I assumes 

comparatively high weight-related costs. This reduces the costs allocated to 

those pieces that weigh less than the breakpoint (3.3 ounces) and pay 

minimum per-piece rates. The net result of assuming high weight-related 

cost is that (i) volume-variable unit costs are lower, and (ii) margins and 
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mark-ups increase. Margins range from 6.6 to 9.9 cents, while mark-ups 

vary over a wide range, from 82 to 289 percent (see Table 5-A).‘* 

Case II is the reverse of Case I; weight-related costs are assumed to be 

comparatively low. This increases the cost for all pieces that weigh less than 

the breakpoint. In Case II, the higher volume-variable unit costs decrease 

margins and mark-ups (in comparison with Case I). In this case, margins 

range from 5.9 to 9.3 cents (i.e., about 0.6 cents less than Case I), and mark- 

ups vary from 69 to 222 percent (see Table 5-B). 

One tinding stands out independently of the assumptions of Case I or 

II. Regardless of whether weight-related cost is assumed to be high or low, 

Basic nonletters have a significantly lower margin and mark-up than either 

High-Density or Saturation nonletters. This finding is unaffected by the 

wide variation of margins and mark-ups implicit in the Postal Service’s 

proposed rate design. 

52 Using the estimated CRA costs for nonletters as a control here limits 
the effect of a higher or lower pound rate to nonletters. If the CRA lett.er/nonletter 
cost constraint were not present, explicit identification of some costs as weight- 
related would probably shift costs from letters (which have a lower average weight) 
to nonletters. as discussed in witness Moeller’s response to NAARJSPS-T3G-51 
fir. 6/2810-11). 
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Table 5-A 

Standard A ECR 

Analysis of Postal Service Rates 
Piece-Rated Nonletters 

(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost1 
(cants) 

Proposed Rates [I] 
Piece-Rated 

Basic 
High-Density 
Saturation 

Cods [Z] 
Piece-Rated 

Basic 
High-Density 
Saturation 

Margin [3] 
Piece-Rated 

Basic 
High-Density 
Saturation 

Mark-up [4] 
Piece-Rated 

Basic 
High-Density 
Saturation 

No Dest. 
Entry 
- 

BMC SCF 
- - 

18.4 14.9 14.8 14.1 
15.3 13.8 13.5 13.0 
14.1 12.8 12.3 11.8 

8.99 8.19 7.90 7.54 
8.18 5.25 5.07 4.71 
4.21 3.38 3.35 3.04 

7.41 8.71 8.70 6.56 
9.14 8.55 8.43 8.29 
9.89 9.22 8.95 8.78 

82% 82% 85% 87% 
148% 183% 186% 178% 
235% 273% 287% 289% 

[I] USPS-T-38, p. 31. 

[2] Appendix A, Table A-18. 

[3] Proposed rate - estimated cost. 

]4] Margin/estimated cost. 
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Table 5-B 

Standard A ECR 

Analysis of Postal Service Rates 
Piece-Rated Nonletters 

(Case II: 0.5825 Cants per Piece Treated as Weight-Related Cost) 

(cants) 

Proposed Rates [l] 
Piece-Rated 

Basic 
High-Density 
Saturation 

costs [2] 
Piece-Rated 

Basic 
High-Density 
Saturation 

Margin (31 
Piece-Rated 

Basic 
High-Density 
Saturation 

Mark-up [4] 
Piece-Rated 

Basic 
High-Density 

No Dest. 
Entry 
- 

BMC 
- 

SCF 
- 

18.4 14.9 14.8 14.1 
15.3 13.8 13.5 13.0 
14.1 12.8 12.3 11.8 

9.82 8.81 8.53 8.17 
8.79 5.68 5.89 5.34 
4.84 4.01 3.98 3.86 

6.78 6.09 8.07 5.93 

8.51 7.92 7.81 7.88 
9.28 8.59 8.32 8.14 

71% 
125% 
191% 

89% 
135% 
214% 

71% 
137% 
209% 

73% 
143% 
222% 

[I] USPS-T-38, p. 31. 

fi] Appendix A, Table A-24. 

[3] Proposed rate - estimated cost. 

[4] Margin/estimated cost. 
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Pound-Rated Pieces Weighing 5 and 10 Ounces 

For any given assumption about weight-related costs, analysis of the 

Postal Service’s proposed rates is comparatively straightforward. Using the 

assumptions in Cases I and II above, volume-variable unit costs, margins and 

mark-ups have been developed for pieces that weigh 5 ounces and 10 ounces. 

These results are shown in Appendix B, Tables B-3,4,6 and 7. 

In both Cases I and II, the highest mark-ups and margins are paid by 

Saturation nonletters. Regardless of the assumption about weight-related 

costs, the margins for Saturation rate cells are higher (by about 2.3 cents) 

than they are for the Basic category rate cells. And, since the Saturation rate 

category has lower volume-variable unit costs, the percentage mark-ups are 

strikingly higher than mark-ups for the Basic category rate cells. 

ECR Cost Coverage is Extremely High 

The coverage factor for the ECR Subclass was set at 218 percent in 

Docket No. MC95-1, and under the Postal Service’s Request in this docket 

would increase to 228 percent. 

Recent Dockets. In Docket No. R94-1, the Commission assigned 

third-class bulk rate regular (“BRR”) (the predecessor mail subclass to 

Standard A) a lower cost coverage than First-Class Mail. BRR’s mark-up 

was only 90 percent of the systemwide average, while the mark-up on First- 

Class was 131 percent of the systemwide average. The Commission said that, 
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“the lower markup index for BRR reflects its higher elasticity of demand, 

the potential for volume diversion to alternative delivery and the need 

to set rates which are responsive to the market...[and] the low intrinsic 

value of its service standards and service performance. Each of these 

considerations must be taken into account under section 3622(b)(2).“” 

The Postal Service first proposed to create an Enhanced Carrier Route 

(“ECR”) subclass within the new Standard A Class, in Docket No. MC95-1. 

When presenting its Standard A ECR proposal, Postal Service witness 

Moeller testified that the requested cost coverage for Standard A ECR (212 

percent) was higher than that recommended by the Commission for any 

subclass in Docket No. R94-1. a’ Witness Moeller nevertheless defended 

Standard A ECR’s high cost coverage in that docket as necessary to avoid 

major changes in rate relationships between subclasses, which were designed 

to be revenue neutraLa 

Witness Moeller further testified that, were it not for the concern of 

reducing the contribution to institutional costs which BRR had provided, “I 

would propose a lower cost coverage for Enhanced Carrier Route.” Standard 

A ECR has a relatively low economic value of service, and the : 

availability of alternatives to Standard A ECR argues for a lower cost 

33 

34 

Op. & Rec. Dec., Docket No. R94-1, p. V-93, emphasis added. 

USPS-T-18, p. 6. 

36 Id. at 7. 
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coverage (Sec. 3622(h)(5)); and Standard A ECR has a high degree of 

mailer preparation, supporting a lower cost coverage (Sec. 3622(b)(6)).36 

Docket No. R97-1. Witness O’Hara’s testimony presents the Postal 

Service’s explanation and justification for its proposed cost coverages in 

Docket No. R97-1. His analysis of the noncost criteria echoed witness 

Moeller’s analysis in Docket No. MC95-1: “most of the factors 

considered...would indicate a cost coverage lower than that actually 

proposed” for ECR (emphasis added). For example: the intrinsic value of 

service (criterion 2) for Standard A ECR is relatively low, since it lacks access 

to the collection system, receives ground transportation, and its delivery may 

be deferred; the priceelasticity (criterion 2) of Standard A ECR is higher 

than that of Standard A Regular, First-Class letters, or Periodicals, 

13 indicating a relatively low economic value of service as well; the availability 

14 of alternatives (criterion 5) for users of Standard A ECR mail is relatively 

15 high - due to its geographic concentration, both alternate delivery firms and 

16 newspaper inserts may provide alternative ways of delivering the same 

17 advertising message; and this mail has a very high degree of preparation 

18 by the mailer (criterion 6) - even the basic rate category must be line-of- 

36 Id. at 7-8. 
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travel sequenced, and the high-density and saturation categories are walk- 

sequenced.” 

Witness O’Hara defends the Postal Service’s imposition of a high (228 

percent) cost coverage on ECR. He notes that the Postal Service proposes a 

3.2 percent average rate increase, which is “somewhat below the system-wide 

average increase, reflecting a desire to lower the very high cost coverage of 

this subclass.” (Emphasis added.) He also notes that a reduction in the ECR 

cost coverage could be achieved only by imposing greater rate increases on 

other subclasses, and would have made it more diflicult to design rates to 

encourage the movement of ECR basic letters into the automation 

mailstream. 

If the Commission finds itself unable to reduce the ECR coverage 

factor in this docket, a decision with which I would disagree, this makes it all 

the more important to ensure that that high coverage level is shared 

reasonably by mail within the Subclass. As can be seen from Tables 4, 5A 

and 5B, under the Postal Service’s proposal, an unduly high share of this 

already excessive coverage is being pushed onto saturation mail, the rate 

category most susceptible to diversion to alternative delivery. Should the 

Commission decide to adopt the ECR coverage at the 228 percent level 

37 

38 

USPS-T-30, pp. 34-36. 

Id., pp. 34,36. 
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1 proposed by the Postal Service, that makes it all the more necessary for the 

2 Commission to utilize a bottom up costing method which deliberately and 

3 thoughtfully sets mark-ups that do not excessively burden saturation mail. 
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Conclusion 

The Postal Service and the Postal Rate Commission have long been 

concerned about increases which depart so far from the average rate increase 

that they constitute “rate shock.” This consideration presumably derives 

from 39 U.S.C. Section 3622(b)(4). 

To the extent that one non-cost criterion applies to an individual rate 

category, it seems reasonable that all of the other criteria in Section 3622(b) 

should be reviewed to determine if they to are applicable. For example, 

fairness and equity, criterion 1, would appear to be as applicable as criterion 

4. This is because some mailers use one rate cell predominantly, or even 

exclusively. For this reason the Postal Rate Commission should also examine 

closely the contribution to overhead, in both absolute amount and percent, 

that is added to the volume-variable unit cost of each product, and extracted 

from mailers who use that product. The explicit development of bottom up 

costs for each rate cell provides basic data to facilitate such analysis. 
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1 V. RATE DESIGN IN THE CONTEXT OF BOTTOM UP COSTS 
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As stated previously, estimated volume-variable unit costs for 

individual rate categories should be the same, regardless of whether derived 

from the top down or the bottom up. Interestingly, however, the same cannot 

be said when rates are designed f%om the bottom up versus the top down. At 

present, the two approaches as utilized by the Postal Service apply 

fundamentally different principles to rate design. As discussed below, the 

resulting rates can be and are often quite different. 

Bottom up Rate Design 

When the Postal Service develops volume-variable unit costs using a 

bottom up approach -that is, by summing the mail processing, shipping and 

delivery unit costs applicable to each rate cell - volume-variable unit costs 

are the basis for developing rate elements in the rate schedule. Rate design 

adds a target percentage mark-up to the average volume-variable cost of each 

rate cell, with only secondary subsequent modi&ations. This procedure not 

only passes though all cost differences between rate cells to the rates derived 

from them, but also has the effect of increasing, or amplifying, those cost 
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differences by the full amount of the contingency and the mark-up.39 Thus, 

regardless of whether the difference in volume-variable cost is caused by 

sortation, transportation, shape, or weight, it is marked up. 

For Priority Mail, witness Sharkey justifies this procedure on grounds 

that all volume-variable costs iu each rate cell are marked up and, by 

inference, should be marked up. ” To develop Snal proposed rates, the initial 

target rates are then tempered, or adjusted slightly, on the basis of various 

considerations.” 

Top down rate design, by contrast, starts by developing an average 

rate for a group of rate categories. Then, through a series of discounts, often 

reflecting a dizzying array of passthroughs, the Postal Service proposes rates 

for individual categories. ” Not only are volume-variable unit costs for 

individual rate categories not analyzed, they are not even computed.43 

99 The same end result (Le., rate differences greater than cost 
differences) can be achieved by passthroughs that exceed 100 percent. Witness 
Moeller’s proposed rate design includes several passthroughs greater than 100 
percent. He denies, however, that they are based on a mark-up of the avoided costs. 
Response to VP-CWIUSPS-T36-17 pr. 612908). 

40 Response of witness Sharkey to NDMSIUSPS-T33-13 (Tr. 411961). 

41 Bottom up costs that have been marked up may be subject to 
adjustment and modification, as explained by witness Sharkey in response to 
UPS/USPS-T33-11 (I’r. 411992-95). 

42 The top down approach to rate design is depicted graphically in 
witness Moeller’s response to NAAKJSPS-T3G-8 (Tr. G/2782). 

43 Response of witness Moeller to PSA/LJSPS-T3G-5 (Tr. 612883). 
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Instead, an initial rate is developed from costs averaged over all applicable 

rate cells. 

One of the Commission’s oft-stated goals is to develop and recommend 

cost-based rates. The most obvious and logical basis from which to develop 

cost-based rates is the volume-variable unit cost for each rate cell.” This is 

true regardless of whether unit costs for individual cells are developed from 

the top down or the bottom,up. 

Starting with the volume-variable unit cost for each rate cell, the 

Commission can recommend rates that, on a consistent basis, treat all 

subclasses fairly and equitably. At a minimum, the Commission should 

strive for rates that do not produce grossly inconsistent results between 

different rate categories and cells within subclasses. To that end, as an 

initial step, I therefore propose the following alternative approach to rate 

design for the Standard A ECR subclass in this docket: 

(1) Compute the average unit cost for each rate cell, 

(2) Establish an initial target rate for each rate cell based on 
volume-variable unit cost plus a target mark-up, target margin, 
or some combination of the two. 

(3) Adjust the initial target rates through a conscious balancing of 
all applicable rate setting criteria contained in 39 U.S.C Section 
3622(b). 

44 It is of course assumed here that costs are properly measured and 
computed, as they should be, and that they correctly reflect volume-variable costs. 
To the extent that cost systems do not track costs properly, integrity of rate design is 
jeopardized. 
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Computation of an average unit cost for each rate cell is explained in 

section III of this testimony, supra. The other two steps are discussed below. 

Target Margins Versus Target Mark-Up 
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Volume-variable unit cost reflects the extent to which mail in each rate 

category utilizes the facilities and transportation of the postal network. That 

is, a higher volume-variable cost generally reflects greater usage of and 

reliance on the network for sortation and shipping, as well as delivery to 

addressees. Using volume-variable unit cost as the basis for establishing 

cost-based rates, one approach would be (i) to compute the average amount 

required from each piece of mail to achieve the target contribution, and then 

(ii) add that amount to the volume-variable unit cost in each rate cell. An 

alternative approach would be to add a fixed percentage mark-up, or 

coverage, that is suflicient to recover the target contribution. The extent to 

which either of these two approaches is more appropriate for any given class 

or subclass depends on the competitive environment for postal services, as 

explained below. 

Target margin. Establishing a fixed margin per piece of mail is one 

way to set initial target rates. ” By adding a constant amount, this approach 

maintains rate differentials equal to cost differentials, but does not enlarge 

the differential. That is, rate differences reflect cost differences, and no 

46 For ECR letters, the average margin is 8.2 cents per piece; for 
nonletters, it is 8.3 cents. 
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more. This approach results in rates that more or less resemble those 

derived from a top down rate design.” 

Within a subclass, rate categories with the highest volume-variable 

unit cost stand to benefit most from an approach of the type described here. 

Since the same margin is imposed on each rate category, regardless of how 

much processing and transportation the mail receives, this approach prices 

intermediate postal functions such as sortation at marginal cost. The entire 

contribution to other costs is recovered by imposing a high monopoly rent on 

the delivery function.4’ Critical economic assumptions which underlie this 

pricing strategy are: (i) the Postal Service faces perfect or near-perfect 

competition for the sortation and shipping services which are offered on an 

optional basis, and (ii) it has a perfect or near-perfect monopoly over 

delivery which it can exploit by charging a high mark-up on the delivery 

function. 

Target mark-up. Adding a percentage mark-up to volume-variable 

cost is the procedure used to set initial postal rates in some subclasses, such 

as Priority Mail. ‘* Because costs are increased by a percentage amount, rate 

46 The implicit margins in the Postal Service’s proposed rates for ECR 
letters reflect only relatively small differences; see Table 4-A. st~~wa. 

47 That is, the same margin is extracted regardless of cost. Hence, it is 
reasonable to presume that the margin is imposed on final delivery, the one function 
that is common to all mail in the subclass. 

48 As noted previously, the procedure of adding a percentage mark-up is 
(continued...) 
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difFerentids exceed cost dXerentiaLs,49 The resulting rates are typically 

identified with bottom up rate design. Within a subclass, rate categories 

with comparatively low unit costs would pay a lower contribution to other 

costs, and thus would stand to benefit from an approach that applies a 

percentage mark-up to volume-variable unit costs. 

This approach seeks to derive a contribution, or “operating profit” on 

each function performed by the Postal Service, regardless of whether it is 

mail processing, transportation or delivery.60 Implicitly, it treats all postal 

services as being subject to fair competition, and rejects the concept that 

the Postal Service should price mail processing and transportation at (or very 

near) marginal cost, while extracting virtually the entire,contribution to 

other costs from the delivery function in the form of a pure monopoly rent. 

The degree to which the latter function approximates such a pure monopoly 

is an issue which will be addressed presently. 

To the extent that the mail processing and transportation portions of 

the Postal Service’s network provide valuable services to those mailers that 

‘*(...continued) 
also the starting point for setting initial target prices in many industries. 

49 Priority Mail offers a good example. Under the Postal Service’s 
proposed rates, the margin on a 50-pound package ranges from $13.85 to $23.56, 
depending on the zone, or distance traveled. 

60 In the case of ECR letters, under the Postal Service’s proposed rates 
the average mark-up on letters is 144 percent, and the average mark-up on 
nonletters is 120 percent; see Table 3, supro. 
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1 utilize them, a mark-up that is fair to private providers of those services, 

2 added to on the cost of performing these functions, would be appropriate. 

3 Using this approach, generally higher target rates than those proposed by 

4 the Postal Service would be justified for the Automation and Basic presort 

5 rate categories. Target rates for High-Density and Saturation mail would be 

6 correspondingly lower. 
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Assessing the Competitive Environment 

The two approaches described here can be viewed as representing 

somewhat extreme economic assumptions as regards the competitive 

environment for the provision of postal services. For any subclass, the 

question of which approach is more appropriate turns on the situation in 

which the Postal Service finds itself. Furthermore, the choice is not 

restricted to one or the other. The two approaches described here can be 

combined in a variety of ways. For example, should each approach be 

deemed equally applicable, half the desired contribution could be recouped 

via a fixed amount per piece, and the other half could be recouped by adding 

a mark-up equal to half the target mark-up to volume-variable unit cost. 

Competitive environment for delivery of advertising mail. For 

advertising material such as Standard A ECR Mail, the Postal Service is the 

dominant provider of hard-copy delivery service. At the same time, 

newspaper inserts are a widely used method of distributing catalogs and 
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other advertising material, and alternative delivery services exist in some 

part-s of the country.6’ The Postal Service’s statutory monopoly precludes 

competitors’ access to mailboxes, but to assume that the Postal Service has a 

monopoly on the delivery of all advertising material would appear 

presumptuous. A rate design that imposes on the delivery function the entire 

contribution to other, non-volume-variable costs clearly represents an 

extreme example of monopoly pricing. From an economic perspective, the 

result is a very high monopoly rent for delivery. Over the long run, a 

predictable effect of such monopoly pricing will be to encourage new entry 

and competition in the provision of delivery service. 

Competitive environment for sorting and shipping advertising 

mail. In some respects the environment for sortation is highly competitive, 

but considerably less so in other respects. Competition comes solely from 

mailer presortation, which is quite common, and typically is referred to as 

worksharing. 

The situation with respect to shipping is similar. When advertising 

mailings are sufllciently large to fill one or more trucks, private 

61 The Postal Service commissioned a wide-ranging confidential study on 
alternative delivery by Strategic Analysis, Inc. See Presiding Officer’s Ruling No. 
R97-1146. If the Postal Service had a complete monopoly on delivery, it would have 
no need for such a study, nor would it be sensitive about release of the contents. 

62 From an economic perspective, presortation is a substitute for, and 
thus competes with, sortation by the Postal Service. 
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transportation is usually provided or arranged by the preparer.” Like 

presortation, dropshipment to destinating postal facilities is quite common, 

and is also referred to appropriately as worksharing. 

The bulk mail advertising industry noticeably lacks an inf%astructure 

of independent intermediate consolidators (i.e., firms that transport and 

merge advertising mail, and provide it to delivery firms, including - but not 

limited to - the Postal Service; ‘in a highly presorted condition).64 

Consolidators that collect, aggregate, sort and transport advertising material 

from different preparers of bulk mail scarcely exist. The principal 

consolidator by far is the Postal Service itself. To the extent that an 

advertising mailer requires the services of a consolidator, the Postal Service 

thus currently enjoys something close to a monopoly position. 

To illustrate, within the ECR subclass, Saturation mail can be taken 

directly to the delivery route without any further sortation. By contrast, for 

any other ECR mail that only meets the basic requirement of 10 or more 

pieces per route, carriers must merge it with other mail prior to delivery. 

Hence, even this mail requires some “consolidation,” and that service is 

available only from the Postal Service itself. Similarly, smaller ECR : 

65 The preparer may be the mailer itself, or a letter shop that serves 
many clients. 

64 Independent presort houses exist for First-Class Mail, but not for 
advertising mail. 
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mailings that barely meet the minimum requirement of 10 pieces per carrier 

route may find that dropshipment is not an economically feasible alternative, 

given the lack of shipping consolidators for advertising maih6’ 

Balancing Applicable Criteria of Section 3622(b) 

On prior occasions, the Commission has explicitly resisted the idea 

that the criteria in 39 U.S.C. Section 3622(b) should be applied 

systematically to the design of rates within a subclass.66 The Commission is 

requested to reconsider its position on this issue. Regardless of the 

Commission’s stated position, consideration and balancing of the different 

criteria in Section 3622(b) clearly underlie the rates proposed by the Postal 

Service for each rate cell, or rate category, of Standard A mail. The real issue 

is whether the criteria of Section 3622(b) will be invoked on an ad hoc basis 

to rationalize and justify any result which the Postal Service deems desirable 

at a particular time, or whether the criteria will be applied openly in a 

manner that is even-handed and over time becomes reasonably predictable. 

66 Commercial letter shops that prepare and dropship large Saturation 
mailing occasionally may be able to piggyback smaller mailings onto their larger 
mailings. 

59 See, e.g., Op. & Rec. Dec., Docket No. R87-1, pp. 458-59. 
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2 My proposed rates for ECR letters are shown in Table 6. They have 

3 been designed to provide the same revenues and contribution to institutional 

4 costs as the rates proposed by witness Moeller; see Appendix C for details. As 

5 indicated previously, rates proposed by witness Moeller would impose a 

6 higher implicit mark-up on letters than on nonletters (Table 3). Although 

7 the reasons for this higher mark-up on letters are not altogether clear, the 

8 rates proposed here have been designed so that letters and nonletters each 

9 produce essentially the same revenues as under the Postal Service proposal; 

10 i.e., no revenue burden is shifted from letters to nonletters, or vice-versa. 

11 The principles adopted and the rationale underlying the rates proposed for 

12 letters and nonletters are explained below. 

47 

VI. PROPOSED RATES 
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Table 6 

VP-CW Proposed 
Enhanced Carrier Route Rates 

(in dollars) 
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22 Per Pound: 
23 Basic 
24 High-Density 
25 Saturation 

No Destination 
Entry BMC SCF DDU 
- - - -- 

Letters 
Basic 
Automation 
High-Density 
Saturation 

Nonletters (piece-rated) 
Basic 
High-Density 
Saturation 

Nonletters (pound-rated) 
Per Piece: 
Basic 
High-Density 
Saturation 

0.167 0.152 0.149 0.144 
0.160 0.145 0.142 0.137 
0.142 0.127 0.124 0.119 
0.129 0.114 0.111 0.106 

0.167 0.152 0.149 0.144 
0.150 0.135 0.132 0.127 
0.138 0.123 0.120 0.115 

0.058 
0.041 
0.029 

0.530 0.458 0.442 0.420 
0.530 0.458 0.442 0.420 
0.530 0.458 0.442 0.420 
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Destination Entry Discount 

49 

Rate differentials for dropshipment and destination entry are identical 

to those proposed by the Postal Service. Costs avoided from destination entry 

are computed on a per-pound basis. ” Witness Moeller proposes an 80 

percent passthrough of avoided costs, with the following proviso: for all 

pieces that weigh less than the breakpoint (3.3 ounces), the discount is 

computed at the breakpoint. Given the nature of the rate structure for 

Standard A Mail, the rate differences advocated by witness Moeller for 

destination entry seem fair and reasonable, and are adopted here. 

Letter Rates 

The starting point for rate development is the bottom up costs, 

including the 1 percent contingency, shown in Table 1. These costs reflect 

the full cost of sortation (otherwise referred to as presort savings), and were 

used to develop letter rates as follows. 

First, initial “target rates” were derived by adding to unit costs a 

constant amount of 7.379 cents5’ plus a mark-up of 10 percent. The 10 

percent mark-up is a conservative recognition of the fact that the Postal 

Service faces competition from alternate delivery in a number of markets. At 

5, USPS-LR-H-111. 

58 This represents SO percent of the average margin per piece (8.199 
cents). 
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the same time, most of the contribution to overhead costs is put on the 

delivery function, consistent with the fact that the Postal Service is the 

dominant provider of hard-copy advertising delivery service, and with respect 

to hard-copy advertising the Postal Service exercises a substantial degree of 

monopoly power as regards the delivery function. 

Second, these initial “target rates” are adjusted to reflect the 

differential for destination entry; i.e., the Postal Service’s rate differentials 

for dropshipment, as explained previously. Revenues from these adjusted 

rates are then compared with target revenues that result from the Postal 

Service proposal and a final per-piece adjustment is made.59 These are the 

ECR letter rates in Table 6. 

Subtracting units costs (Table 1) from the proposed rates gives 

margins and mark-ups for letters, which are shown in Table 7. In absolute 

amount, Basic letters pay slightly more than the other rate categories. As a 

percentage of cost, however, the contribution made by Basic letters is lower 

than that of any other rate category. 

69 The adjustment amounts to 0.26 cents per piece; see Appendix C, 
Table C-3, for details. 
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Table 7 

32 
4 A. MARGINS 
5 (cents) 

6 
7 

8 
9 

10 
11 

12 l3. MARK-UPS 

13 
14 

15 Automation 
16 Basic 
17 High-Density 
18 Saturation 

Margins and Mark-ups From 
VP-CW Proposed ECR Letter Rates 

No Destination - Entry at Destinating - 
Entry DBMC DSCF DDU 

Automation -93 9.1 -&$s.o %7,4 *7.(1 
Basic 9Y4 9.3 -gg 8. J $i$l 8.0 m 7.7 
High-Density -ggj 8.9 a; 7.8 =;I,7 7+ -7,fl 
Saturation .a g#A $57 7.b B7.3 H~7.0 
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52 

Since the weight-cost relationship is not known with any degree of 

certainty, it was decided to adopt the Postal Service’s proposed rate of $0.53 

per pound for pieces that weigh in excess of the breakpoint. 

Designing nonletter rates in a manner analogous to letters would 

require that each presort category reflect 100 percent of the cost difference 

for sortation plus an additional amount for institutional costs. The 

contribution to overhead costs would be a constant amount plus, perhaps, a 

small percentage mark-up (similar to that for letters). Following that 

procedure would result, however, in increasing the nonletter Basic rate well 

beyond the rate proposed by the Postal Service, and also well beyond the 

Basic rate for letters. 

The effect of proposed rates on mailers (Le., possible “rate shock”) is 

one criterion of the Act. Also, in its rate design, the Postal Service 

constrained the rate for Basic letters and nonletters to be equal. In light of 

these considerations, the indicated rate differences were reduced below the 

cost differences. The presort rate differences in Table 6 reflect 60 percent of 

the presort cost differences; i.e., only 60 percent of the cost of sortation is 

passed through in the rates.60 

60 The presort cost differences passed through by witness Moeller were 
39 percent between Basic and High-Density and 72 percent between High-Density 
and Saturation. USPS-T-36, p. 29 
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Within the context of bottom up rate design, the difference between 

the cost and proposed rate for Basic nonletters can be viewed in either of two 

ways: 

. Basic nonletters make the same contribution to overhead for 
delivery service (the monopoly function) as do Saturation and 

. 
High-Density letters, but they receive sortataon services from 
the Postal Service at only 60 percent of cost; or, alternatively, 

. Basic nonletters pay 100 percent of the cost of sortation services 
which they receive, but for delivery service (the monopoly 
function) they pay a lower contribution to overhead than do 
Saturation and High-Density letters!’ 

From the perspective of bottom up rate design, the Postal Service 

appears to use its monopoly over the delivery function to price sortation 

services below cost to Basic nonletters. At a minimum, the Postal Service 

needs to articulate why Basic nonletters should pay less than volume- 

variable cost for sortation services, or, in the alternative, pay a contribution 

to overhead that is lower in absolute amount than the contribution paid by 

High-Density and Saturation nonletters. 

61 Developing postal rates within the context of bottom up costs 
facilitates analogy with unbundled telephone rates. Local carriers are considered to 
have an effective monopoly over access, and they charge all long-distance carriers an 
equal amount (about 4 cents per call) for access. Interestingly, local carriers have 
not been permitted to enter the competitive long-distance business for fear that they 
would (i) find a way to charge themselves less for access than they charge 
independent competitors, or alternatively, (ii) they would sell competitive long 
distance services below cost in order to obtain the monopolistically-set access rate. 
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2 The Commission is urged not only to recommend the Standard A ECR 

3 rates proposed here, but also to utilize the bottom up approach to cost 

4 development and rate design for ECR. This approach is generally consistent 

5 with the printing industry, which is a major provider of mail to the Postal 

6 Service, as well as many other industries. The explicit development of unit 

7 costs, margins and mark-ups for each rate category within a subclass helps 

8 assure that each rate will be cost-based and, at the same time, be consistent 

9 with all the statutory criteria of the Act. 

54 

VII. CONCLUSIONS AND RECOMMENDATIONS 
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DEVELOPMENT OF UNIT COSTS 
FOR STANDARD A ECR MAIL 

This appendix contains data to support my development of unit costs for 

Standard A ECR mail in Section III of my testimony. It contains 25 tables, as 

follows: 

A-l Test Year Unit Costs 

A-2 TYAR Total Cost of Letters and Nonletters 

A-3 1996 Base Year Volume 

A-4 1996 Base Year Weight 

A-5 1996 Base Year Average Weight 

A-6 1998 TYAR Volume 

A-7 1998 TYAB Weight 

A-8 Shipping Costs Incurred on Account of Non-Destination Entry 

A-9 Total Shipping Costs Incurred on Account of Non-Destination Entry, 
TYAR 

A-19 Unit Shipping Costs Incurred on Account of Non-Destination Entry, 
TYAR 

A-l 1 Unadjusted TYAR Total Unit Cost (T+MP+D) 

A-12 Unadjusted TYAR Total Cost 

A-l 
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A-13 Adjusted TYAR Total Unit Cost 

A-14 TYAR Unit Cost Less 2.33 Cents Per Piece (Case I) 

A-15 TYAR Adjustment Factors (Case I) 

A-16 TYAR Unit Cost Including Weight-Related Adjustment (Case I) 

A-17 TYAR Final Unit Cost Adjustment to CRA (Case I) 

A-18 TYAR Final Adjusted Unit Costs (Case I) 

A-19 TYAR Total Adjusted Costs (Without Contingency) (Case I) 

A-20 TYAR Unit Cost Less 0.5825 Cents Per Piece (Case II) 

A-21 TYAR Adjustment Factors (Case ID 

A-22 TYAR Unit Cost Including Weight-Related Adjustment (Case II) 

A-23 TYAR Final Unit Cost Adjustment to CR4 (Case II) 

A-24 TYAR Final Adjusted Unit Costs (Case II) 

A-25 TYAR Total Adjusted Costs (Without Contingency) (Case II) 

Basic Data 

Table A-l: Mail Processing and Delivery Unit Costs. Data from 

various USPS sources were used to develop unit costs for mail processing, 

transportation (and other costs), and delivery, for letters and nonletters. 

Table A-2: TYAR Total Cost of Letters and Nonletters. Unit costs in 

Table A-l are multiplied by the TYAR volume projection in USPS-GA, Table 4, to 

A-2 
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obtain total CRA costs before contingency, which comports with CRA costs 

before contingency from Exhibit USPS-151. 

Tables A-3 and A-4: 1996 Base Year Volume and Weight. Volumes 

(Table A-3) and weight (Table A-4), are taken directly from 1996 Billing 

Determinants, USPS-LR-H-145. 

Table A-5: 1996 Base Year Average Weight. Dividing weight (Table A-4) 

by volume (Table A-3) produces average weight. 

Tables A-6 and A-7: TYAR Volume and Weight. TYAR volume (Table A- 

6) and data for pound-rated pieces (Table A-7) are from USPS-T-36, WP 1, page 20. 

For letters and piece-rated nonletters, total weight is derived by multiplying the 

average base year weights (Table A-5) by the respective TYAR volumes (Table A-6). 

Table A-3: Shipping Costs Incurred on Account of Non-Destination 

Entry. Data in Table A-8 come directly from USPS-LR-H- 111. 

Tables A-9 and A-10: Total and Unit TYAR Shipping Costs Incurred 

on Account of Non-Destination Entry. TYAR pounds (Table A-7) are multiplied 

by the per-pound shipping costs (Table A-8) to calculate the total shipping costs 

A-3 
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incurred (Table A-9). Dividing total costs (Table A-9) by TYAR volumes (Table A-6) 

gives unit shipping costs (Table A-10). 

Unit Costs for ECR Letters 

Tables A-11 and A-12: Unadjusted TYAR Total Unit Cost and 

Unadjusted TYAR Total Cost. The sum of mail processing and delivery costs 

(Table A-l), plus shipping costs (Table A-10) results in unadjusted total unit costs 

(Table A-11). Multiplying unit costs (Table A-l 1) by TYAR volumes (Table A-6) 

gives an unadjusted total cost of ~~~~~~~~~~~~, Subtracting this from the CRA 

After Rates Tot& Cost for Letters, ~~~~~~~~~~~ (Table A-2) results in a w~rence 

of ~~~~~~~~~~~, Dividing this ~~~~~~~~~~~ difference by total TyAR letter volume of 

8,712,800,000 (Table A-6), gives a per-piece adjustment of &@,@ cents. 

Table A-13: Adjusted TYAR Unit Costs. Adding the per-piece adjustment 

of Q&$9,3. cents (Table A-12) to unadjusted unit costs (Table A-l 1) gives the 

adjusted unit costs for Standard A Regular Rate ECR Letters shown in Table A-13. 

Unit Costs for ECR Nonletters 

Tables A-14 and A-20: TYAR Unit Cost Less 2.33 Cents Per 

Piece (Table A-14) and 0.5825 Cents Per Piece (Table A-20). Unit mail 

processing and delivery costs (Table A-l, columns 1 and 2) together with unit 

A-4 
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shipping costs (Table A-10) less 2.33 cents per piece, gives the piece-rated unit 

costs and pound-rated per piece costs for Case I shown in Table A-14. 

Using the same methodology, less 0.5825 cents per piece, gives the piece- 

rated unit cost and pound-rated per-piece costs for Case II shown in Table A-20. 

Pound-rated per pound costs are unadjusted and taken directly from Table A-8 in 

both Table A-14 and A-20. 

Tables A-15 and A-21: TYAR Adjustment Factors. Table A-15 gives the 

adjustment factors used in Case I (2.33 cents per piece treated as weight-related 

cost). 

Table A-21 gives the adjustment factors for Case II (0.5825 cents per piece 

treated as weight-related cost). Both tables take TYAR volume from Table A-6 and 

TYAR ~weights from Table A-7. 

Tables A-16 and A-22: TYAR Unit Cost Including Weight-Related 

Adjustment. Adjusting the unit costs in Table A- 14 by the adjustment factors in 

Table A-15 give the adjusted TYAR unit costs shown in Table A-16 for both piece- 

rated pieces and pound-rated pieces, using the Case I adjustment of 2.33 cents per 

piece as weight-related cost. 

Similarly, adjusting the unit costs in Table A-20 by the adjustment factors 

given in Table A-2 1 provides the adjusted TYAR unit costs shown in Table A-22 for 

A-5 
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both piece-rated and pound-rated pieces, using the Case II adjustment of 0.5825 

cents per piece as weight-reIated cost. 

Tables A-17 and A-23: TYAR Final Unit Cost Adjustment to CRA. 

Multiplying unit costs (Table A-16) by TYAR volumes (Table A-6) and TYAR 

weights (Table A-7) gives the initial total cost for nonletters under Case I. This 

total, $1,354,722,000, varies from the CRA total for nonletters, $1,375,673,000, 

(Table A-2) by $20,951,000. The adjustment factors of $0.0054 per pound and 

0.0677 cents per piece, shown in Table A-23, are used to reconcile the Case I total 

cost for nonletters with the CRA total for nonletters. 

Simiktrly, multiplying unit costs (Table A-22) by TYAR volumes (Table A-6) 

and TYAR weights (Table A-7) gives the initial total cost for nonletters for Case II. 

This total, $1,356,123,000, varies from the CRA total for nonletters, $1,375,673,000, 

(Table A-2) by $19,550,000. The adjustment factors of $0.0054 per pound and 

0.063~2 cents per piece, shown in Table A-23, are used to reconcile the Case I total 

cost for nonletters with the CRA total for nonletters. 

Tables A-18 and A-24: TYAR Adjusted Unit Costs Without and With 

Contingency. Adding the adjustment factors of $0.0054 per pound and 0.9677 

cents per piece (Table A-17) to the unadjusted unit costs (Table A-16) gives 

adjusted TYAR unit costs without contingency for Case I, shown in Table A-18, 

A-6 
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part A. Adding the 1 percent contingency factor gives the TYAR unit costs with 

contingency for Case I shown in Table A-18, part B. 

Similarly, adding the adjustment factors of $0.0050 per pound and 0.0632 

cents per piece (Table A-22) to the unadjusted unit costs (Table A-23) gives the 

adjusted TYAR unit costs without contingency for Case II shown in Table A-24, 

part A. Adding the 1 percent contingency factor gives the TYAR unit costs with 

contingency for Case II shown in Table A-24, part B. 

Tables A-19 and A-25: TYAR Total Adjusted Costs. As a final check, the 

per-piece and per-pound rates (Table A-18) are multiplied by TYAR volumes (Table 

A-6) and ZYAR weights (Table A-7) to obtain the total TYAR costs for nonletters 

under Case I, as shown in Table A-19. 

Similarly, for Case II, the adjusted total per-piece and per-pound rates (Table 

A-24) are multiplied by TYAR volumes (Table A-6) and weights (Table A-7) to 

obtain the total TYAR costs for nonletters, as shown in Table A-25. 

A-7 
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LETTERS 
Alit0 
Basic 
High-Density 
Saturation 

NONLETTERS 
Basic 
High-Density 
Saturation 

Sources: 

[1) USPS-T-29 (Exhibii USPS-unrevised 8/lW7) - ECR costs reflect current level of dropshipping. 

Processing 

111 

2.3691 3.3570 a. 1877 0.4519 6.3857 
1.9840 4.3670 0.1677 0.4519 6.9906 
0.3611 3.7590 0.1077 0.4519 4.7597 
0.3611 2.6520 0.1677 0.4519 3.8527 

2.3634 5.6490 0.1677 
0.2753 5.1570 0.1677 
0.2753 3.4960 0.1677 

Table A-l 

Standard A ECR Mail 

Test Year Unit Costs 
(cents per piece) 

Delivery Transport. 

PI 131 
Other 

141 
TOTAL 

0.4519 6.8720 
0.4519 6.0719 
0.4519 4.4109 

[Z] USPS-T-18. 

(3) CRA AFTER Rates (AR) CS 14 cost&volume = ($5%839)/(28,888.182). 

[4] CRA After Rates (AR) Other = (Total cost CSJ.l’piggy . CSE-S‘l’piggy) 
CS14 coststmlume = (SlZ9.847/2s.888,182). 

NOTE: Based on witness Daniels’ calculations (USPS 29C. pages 3 8 6). 

A-8 
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Table A-2 

Standard A ECR Mail 

l-YAR Total Cost of Letters and Nonletters 

Test Year 
After Rates 

Volume Forecast 
(000) 

Ill 

Test Year TYAR 
IJnti Costs Total Costs 

(cents) WO) 
PI A 

LETTERS 
Auto Basic 
Basic 
High-Density 
Saturation 

Subtotal - Letters 

2.059.662 6.3657 
3,1?3,?65 6.9906 

392,966 4.7597 
3,066,387 3.6527 

: 
131,524 
221,666 

5 16.705 

: 
116;910 
491,006 

NONLETTERS 
Basic 10.660.705 
High-Density 1 ,I 54.076 
Saturation 6.156.599 

Subtotal - Fiats or Nonletters 

6.6720 
6.0719 
4.4109 

5 
945,621 

70,075 

: 
359.970 

1,375,766 

TOTAL $ 1,666,772 

CRA COSTS [5] $ 1,666.715 

[l] Fmibii USPS-SA, Table 4. pa9e 9. 

[2] Table A-l. 

Total Costs 
(000) 
with 

Contingency 
I41 

5 495,916 

5 1,309,624 

5 l&35,440 

t 1,005,302 

A-9 
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TableA- 

Standard A ECR Mail 

1996BaseYearVoiume 
(pieces) 

NoDest. 
Entry BMC SCF DDU 
- - - - 

LETTERS 
Automation 336.502422 
Basic 2.262.380,553 3.812,854,698 3,310.581.219 278.005.401 
High-Density 17,604,147 12,186,619 56.005.324 6,933,645 
Saturation 362,745.749 172.470.941 1,517,097,795 380.384.383 

Subtotal 2.979,232,871 3,997,512.258 4,883,684,338 665.323,429 

NONLETTERS 
Piece-Rated 

Basic 498.545.926 1,257,926,932 2.368,814,695 136.795,553 
High-Density 10.986,188 15,541,982 292.755.894 147,357,210 
Saturation 310,552.624 257,401.767 2.072,397,579 3.025,912,800 

Subtotal 820,084,740 1,530,952,681 4,733,968,168 3,310,065,563 

Pound-Rated 
Basic 260,852,101 1,164,495,905 2.692,035,487 83,426.851 
High-Density 4.753.608 2,622.482 130,260,726 14K915.734 
Saturation 104,593.569 4.452,334 336.105,974 1,663.900,216 

Subtotal 370.199.278 1,171,570,721 3,158,402,187 1,896.242,801 

TOTALVOLUME 

Total 
- 

336.502,422 
9.663,821,871 

92,729.735 
2.432,698,666 

12,525,752,896 

4,262.085,108 
466.641,274 

5,666.344,770 

10.395.071.152 

4.200.810.344 
286,552.550 

2,109.052.093 
--- 

6,596,414,987 

29,517,239,035 

Source: 1996 Billing Determinants, LR-H-145. 

A-IO 
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Table A4 

Standard A ECR Mail 

1996 Base Year Weight 
(Founds) 

LETTERS 
Automation 
Basic 
High-Density 
Saturation 

17,119,401 
104,880,958 

1,068,698 
18,747.235 

310,813,167 
1,174,791 
9,755.931 

192.178.644 8.436.165 
5.109,926 243,345 

104.539.955 22,471,632 

301.828,525 31.151,142 

17,119,401 
616.308,934 

7,596,760 
155,514.753 

Subtotal 141.816,292 321,743.889 796,539.848 

NONLETTERS 
Piece-Rated 

Basic 
High-D 
Saturation 

51.818.732 169.216.938 305,960,835 14.628,446 541.624,951 
1 ,I 39,460 1,738,115 37,266,159 15,468,259 55,611,993 

26,193,420 18,502,983 237,662,665 423,637,455 705,996,523 

Subtotal 79,151,612 189,458,036 580.889.659 453,734,160 1,303,233,467 

Pound-Rated 
Basic 
High-D 
Saturation 

799184,436 346.823,089 
18346,976 633,829 

29,845.360 1,416,882 

866,322,625 28,388,379 
38,784,108 48,5?3,948 
95,114,118 492,328,680 

1,000,220.851 569,291,007 

1,320.718,529 
89.338.861 

618,705.040 

Subtotal 110,376,772 348.873,800 2,028,762,430 

No Dest. 
EnW 
- 

BMC 
- 

TOTAL WEIGHT 4.128.535.745 

Source: 1996 Billing Determinants, LR-H-145. 

SCF DDU 
- - 

Total 
- 

A-l 1 
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Table A-6 

Standard A ECR Mail 

1996 Base Year Average Weight 
(pounds par piece) 

No Dest. 
Entry BMC SCF DDU 

LETTERS 
Automation 
Basic 
High-Density 
Saturation 

NONLETTERS 
Piece-Rated 

Basic 
High-Density 
Saturation 

Pound-Rated 
Basic 
High-Density 
Saturation 

0.0509 
0.0464 
0.0607 
0.0517 

0.0815 0.0580 0.0303 
0.0964 a.0912 0.0351 
0.0566 0.0689 0.0591 

0.1039 0.1345 0.1292 0.1069 
0.1037 o.lila 0.1273 0.1050 
0.0843 0.0719 0.1147 0.1400 

0.3036 0.2978 0.3218 0.3403 
0.2834 0.2417 0.2977 0.3262 
0.2853 0.3162 0.2830 0.2959 

Source: Computed - Table A-4rTable A-3. 
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Table A-6 

Standard A ECR Mail 

1998 P/AR Volume 
(pieces) 

Revised 2/l l/98 

LETTERS 

No Dest. 
Entry 
-_--- 

BMC SCF 
--___ --__ 

DDU 
----_ 

Total 
- 

Automation 
Basic 
High-Density 
Saturation rFZ$&G 

682.281,OOO 856.221,OOO 479.035,OOO 42,125,OOO 
635.299.000 1.035,288,000 1.205.217.000 97.961.000 

38,040.000 248,831.000 
211,268,OOO 2,029,472.000 

Subtotal 

-~--_ _____ -----_-_ ____ --- ____ -__ __ 
[1.932,453.000~ 2,140.817.000 3,962.555.0001 676,975,OOOj 

NONLETTERS 
Piece-Rated 

Basic 564,897,OOO 1.724.261,OOO 3,493,243.000 115,536.OOO 
High-D 29,049.OOO 42,541.OOO 465,253.OOO 213,812,OOO 
Saturation 281,107,OOO 285,819,OOO 2,229.350,000 3,097.689.000 

_______ -__ _________-____ -- ______ --__-- ____ --__------- 

Subtotal 875,053,OOO 2,052.621,000 6,187.846,000 3.427,037,000 

2,059,662.000 
3,173,765,000 

392.986,OOO 
3.086.387.000 

_-- -___ ---_- 

8.712.800.000 

5.897.937,OOO 
750,655,OOO 

5,893,965,000 

12,542,557,000 

Pound-Rated 
Basic 251.474,150 1,087.339,934 3,367,276,976 56.676,939 4,762,768.000 
High-D 5.768,949 4,074,572 147,773.845 245,805,634 403,423,OOO 
Saturation 50,04f3.411 5,661.585 388.837,658 1.820.086,346 2.264.634.000 

_________________-_ _--_- -----_ ____---- -------1----- __.---_ -- ---_ - 
Subtotal 307.291,511 1.097,076.092 3.903,888,479 2.122.568,919 7,430,825,000 

Subtotal, NONLETTERS 19,973.382.000 

TOTAL VOLUME 28.686.182.000 

Source: Witness Moeller, USPS-T-36, WP 1, page 20. 
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Table A-7 

Standard A ECR Mail 

1998 TYAR Weight 
(pounds) 

Revised 2/l l/98 

No Dest. 
Entry BMC SCF DDU Total 
-- -_ -_ _____ - 

LETFERS [I] 
Automation 
Basic 
High-Density 
Saturation 

31,629,641 69,796.722 27.807.896 1,278,297 130.512.556 
38.723.352 84.393.759 69,962.630 2,972,659 196.052.400 

Subtotal 1 92.155.9641 169.808,0521 260.320.4301 34.384.6911 1 556,669,1371 

NONLETTERS 
Piece-Rated [l] 
Basic 58.715.245 231.948.053 451,194,240 12.355.023 
High-Density 3,012.890 4.757,511 59.224.059 22,444.096 
Saturation 23.709.842 20.539.334 255.661.977 433.686,352 

_________________ -_ ._------------_____ ______ ____ _------ _-- ------ _-_--_--_ 

Subtotal 851437,977 257.244898 766,080.275 46K485.471 

Pound-Rated [2] 
Basic 79,660.806 344,738.349 1.067.567,737 18,005.108 
High-Density 1,949,739 1,367,604 49.733.368 .32,722.289 
Saturation 14J33.445 1.651,620 115.032.091 538.486844 

___-___-_ _______._- _____ -_-_-_ ____-__- _____ ---- --------------- 

Subtotal 96.443,990 347.757,573 1,232,333,196 639,214.241 

754.212.560 
89.438.556 

733.597.506 

1 v577.248.622 

1,509,972.000 
135,773.000 
670.004.000 

-_ _________ - _______ 

2.315,749.000 

Total Nonletters 181.881,967 605.002.471 1.998,413,471 1,107.699.712 3.892.997,622 

TOTAL WEIGHT1 274.037.9311 774.810.5241 2,258.733.901)1.142.084.403~ 14.449.666.7591 

Sources: 

[I] Test Year Afler Rates Volumes (Table A-6) multiplied by Base Year WeighWPiece, 
Table A-5. 

[2] Pound-rated pieces: Moeller. WP I. page 20. 
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Table A-8 

Standard A ECR Mail 

Shipping Costs Incurred on Account of Non-Destination Entry 
(dollars per pound) 

Point of Transpor- Nonlrans- 
Entry tation porlation 

DDU 0 0 
SCF 0.0202 0.0072 
BMC 0.0339 0.0136 
Other 0.1106 0.0271 

Source: LR-H-1 Il. 

Total 

0 
0.0274 
0.0475 
0.1379 

A-15 
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Standard A ECR Mail 

Total Shipping Costs Incurred 
on Account of Non-Destination Entry, TYAR 

15109 

LETTERS 
Automation 

No Dest. 
Entry BMC 
-____ __-_ 

4,361.727 3,315,344 

SCF DDU 
_____ ---_- 

Revised 211 l/98 

Total 

8,439,061 
11,265.762 

----- -- _------- --------____ -_ --_-__----_---- ------ _____-__________ 

Subtotall12,708,3081 4.750.538 6,371.281 Op7ZEUEj 

NONLETTERS 
Piece-Rated 

Basic 8,096.832 11,017.533 12.363,572 0 
High-D 415,478 225,982 1,622.851 0 
Saturation 3.269,587 975,618 7,005.620 0 

------_____ _-_- _-------_ ______ ___------___ ___ ----___ 

Subtotal 11,781,897 12.219,133 20.992,042 0 

Pound-Rated 
Basic 10,985,225 16,375.072 29,253,366 0 
High-D 268,869 64,961 1,362.788 0 
Saturation 2,045,532 78,452 3,152.096 0 

___________ ____ ________ _______ _________ ______ __-____ 

Subtotal 13,299.626 16,518,485 33.768,250 0 

TOTAL COST 

Sources: 

[I] Test Year After Rates pounds, Table A-7. 

[Z] Shipping Costs per pound, Table A-8 ( total column), 

31,477.937 
2.264.310 

11.250,825 

p4.993,072 

56,613,663 
1,696,618 
5,276,080 

63,586,361 

A-16 
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LETTERS 
Automation 
Basic 
High-Density 
Saturation 

NONLETTERS 
Piece-Rated 

Basic 
High-Density 
Saturation 

Table A-10 

Standard A ECR Mail 

Unit Shipping Costs Incurred 
on Account of Non-Destination Entry, TYAR 

(cents per piece) 

Pound-Rated 
Basic 
High-Density 
Saturation 

No Dest. 
Entry 

- 

0.6393 0.3872 0.1591 0.0000 
0.6393 0.3872 0.1591 0.0000 
0.6312 0.4579 0.2500 0.0000 
0.7127 0.2687 0.1888 0.0000 

1.4333 0.6390 0.3539 0.0000 
1.4303 0.5312 0.3488 0.0000 
1.1631 0.3413 0.3142 0.0000 

4.3683 15060 0.8688 0.0000 
4.6606 1.5943 0.9222 0.0000 
4.0871 1.3857 0.8106 0.0000 

Sources: 

[l] Test Year Afler Rates Shipping Costs. Table A-9. 

[2] Test Year Afler Rates Volume, Table A-6. 
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Table A-l 1 

Standard A ECR Letters 

Unadjusted TYAR Total Unit Cost (T+MP+D) 
(cents per piece) 

No Dest. 
Entry BMC SCF DDU 
- - - - 

Automation 6.3854 6.1333 5.9052 5.7461 
Basic 6.9903 6.7382 6.5101 6.3510 
High-Density 4.9573 4.5780 4.3701 4.1201 
Saturation 3.9258 3.4818 3.4019 3.2131 

[l] Mail Processing Costs, Table A-l, column 1. 

[2] Delivery Costs, Table A-l, column 2, 

[3] Shipping Costs, Table A-10. 
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Table A-12 

Standard A ECR Letters 

Unadjusted TYAR Total Cost 
(5.000) 

No Dest. 
Entry BMC SCF DDU 
_-- -- _____ -- 

Automation 
Basic 
High-Density 
Saturation 

43,566 52,515 20,200 2,421 
50,390 69,760 78,460 6,222 

1.741 10,874 

7,356 69,041 E 
Subtotal l$1’8,“561$ 131,372 $ 186,663 m 

TARGET: CRA AFTER Rates Total Cost for Letters (Table A-2, Column 3) 

Difference 

Per Piece Adjustment = Difference/total Volume (cents) 

Revised 2111196 

TOTAL 
--__ 

126.789 
212,832 

m 

15 463,184 

5 491,006 

15 27,822 1 

0.31931 

Sources: 

[l] TYAR Volume (pieces), Table A-6. 

[2] TYAR Total Unadjusted Unit Costs, Table A-l 1, 
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Automation 6.7047 6.4526 6.2245 6.0654 
Basic 7.3096 7.0575 6.8294 6.6703 
High-Density 5.2766 4.8973 4.6894 4.4394 
Saturation 4.2451 3.8011 3.7212 3.5324 

Basic 
High-Density 
Saturation 

Sources: 

Table A-13 

Standard A ECR Letters 
Revised 2/i I/98 

Adjusted TYAR Total Unit Cost 
(cents per piece) 

A: WITHOUT CONTINGENCY 

No Desk 
Entry BMC SCF DDU 

_____ _-__ ----- ---- 

B: WITH CONTINGENCY 

No Dest. 
Entry BMC SCF 

_____ _____ ----- 
DDU 
_-___ 

[I] TYAR Unadjusted Total Unit Costs, Table A-l 1. 

[2] Per-piece adjustment, Table A-12. 
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Table A-14 

Standard A ECR Nonlettets 

lYAR Untt Cost Less 2.33 Cents Per Piece 
(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 

No Dest. 

EnbV EMC 

Piece-Rated, per piece (cents) [I] 
Basic 7.3357 6.5414 
High-Density 4.5326 3.6335 
Saturation 2.6044 1.7826 

Pound-Rated, per piece (cents) [2] 
Basic 5.9024 5.9024 
High-Density 3.1023 3.1023 
Saturation 1.4413 1.4413 

Pound-Rated, per pound (dollars) [3] 
Basic 0.1379 0.0475 
High-Density 0.1379 0.0475 
Saturation 0.1379 0.0475 

SCF DDU 

6.2563 5.9024 
3.4511 3.1023 
1.7555 1.4413 

5.9024 5.9024 
3.1023 3.1023 
1.4413 1.4413 

0.0274 0.0000 
0.0274 0.0000 
0.0274 0.0000 

Sources: 

[I] Mail Processing and Delivery Costs, Table A-l. 
columns 1 6 2 plus shipping costs per piece, 
Table A-10, less 2.33 cents per piece considered 
pound-related weight cost adjustment. 

(21 Mail Processing and Delivery Costs, Table A-l, columns 1 6 2, 
less 2.33 cents per piece considered pound-related 
weight cost adjustment. 

[J] Shipping cost, dollars per pound, Table A-8. 
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Table A-16 

Standard A ECR Nonletters 

NAR Adjustment Factors 
(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 

Piece-Rated total Volume (pieces) l 2.33 cents per peice 5 465,360 

Total Weight for NONLETTERS 3,906,661,279 

Dollars per pound for adjustment a 0.1191 

Total Piece-Rated pounds ‘.1191 S 107.792 

Total Pound-Rated pounds ‘.0746 a 277,580 

Piece-Rated adjustment, (cents) 1.4972 

Pound-Rated adjustment, (dollars) s 0.1191 

Sources 

[I] NAR Volume (pieces), Table A-6. 

[2] NAR Volume (weight), Table A-7. 

[3] NONLETTERS adjustment factor (2.33 cents), Table A-14. 

A-22 



15116 

Table A-16 

Standard A ECR Nonletters 

TYAR Unit Cost Including Weight-Related Adjustment 
(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 

No Desi. 
Entry 

- 

Piece-Rated, per piece (cents) 
Basic 8.8330 
High-Density 6.0298 
Saturation 4.1017 

Pound-Rated, per piece (cents) 
Basic 5.9024 
High-Density 3.1023 
Saturation 1.4413 

Pound-Rated, per pound (dollars) 
Basic 0.2570 
High-Density 0.2570 
Saturation 0.2570 

BMC 
- 

SCF DDU 
- I- 

8.0386 7.7536 7.3996 
5.1307 4.9484 4.5995 
3.2799 3.2528 2.9305 

5.9024 5.9024 5.9024 
3.1023 3.1023 3.1023 
1.4413 1.4413 1.4413 

0.1666 0.1465 0.1191 
0.1666 0.1465 0.1191 
0.1666 0.1465 0.1191 

Sources: 

[l] Table A-14. 

[2] Table A-15, edjustment 
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Table A-17 

Standard A ECR Nonletters 

NAR Final Unit Cost Adjustment to CRA 
(S.000) 

(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 

No Dsst 
Entry BMC SCF DDU TOTAL 

- - - - - 

Piece-Rated (per piece) 
Basic 
High-Density 
saturation 

49.697 138,607 270,651 6.549 467904 
1,752 2.163 23,022 9,634 36791 

11,530 9,375 72,516 91,027 184447 

63,179 150,164 366,389 109,410 S 689.142 

Pound-Rated (per piece) 
Basic 
High-Density 
S&KitiOfl 

Subtotal 

14,643 64,179 196.750 3,345 261.116 
179 126 4,564 7,626 12,515 
721 82 5,604 26,233 32,640 

15.743 64,367 206.939 37,204 S 326,273 

Pound-Rated (per pound) 
Basic 
High-Density 
STJtUrdhl 

Subtotal 

TOTAL (11 

20,470 
501 

3,612 

24,763 

TYAR CRA Total for NONLElTERS 

Total Adjustment Required: 

57,421 156,361 2,144 236,396 
220 7,264 9.649 17,662 
275 16.648 64,114 65,049 

57,924 160,494 76,107 S 339,307 

3 1.354.722 

$ 1.375.766 

3 21,044 

(I .53% 0, CRA, 

Adjustment per pound (dollars) 3 0.0054 

Total Piece-Rated Add Back Adjustment s 6,526 

Piece-fated, par ptaca (cents) o.oaso 

Per pound (ddlars) S 0.0054 

Sources: 

[l] Table A-16. 

[2] TYAR Volume (pieces), Table A-6. 

[3) TYAR Volume (Weight). Table A-7. 
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Table A-16 

Standard A ECR Nonletters 

TfAR Final Adjusted Unit Costs 
(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 

A: WITHOUT CONTINGENCY 

No Dest. 
Entry 

- 

Piece-Rated, per piece (cents) 
Basic 8.9009 
High-Density 6.0978 
Saturation 4.1696 

Pound-Rated, per piece (cents) 
Basic 5.9024 
High-Density 3.1023 
Saturation 1.4413 

Pound-Rated, per pound (dollars) 
Basic 0.2624 
High-Density 0.2624 
Saturation 0.2624 

BMC SCF 
- - 

6.1066 7.0215 
5.1967 5.0163 
3.3479 3.3206 

5.9024 5.9024 
3.1023 3.1023 
1.4413 1.4413 

0.1720 0.1519 
0.1720 0.1519 
0.1720 0.1519 

8: WITH CONTINGENCY 

Piece-Rated, per piece (cents) 
Basic 8.9900 
High-Density 6.1566 
Saturation 4.2113 

Pound-Rated, per piece (cents) 
Basic 5.9614 
High-Density 3.1333 
Saturation 1.4557 

Pound-Rated, per pound (dollars) 
Basic 0.2650 
High-Density 0.2650 
Saturation 0.2650 

Sources: 

0.1877 7.0998 
5.2507 5.0665 
3.3613 3.3540 

5.9614 5.9614 
3.1333 3.1333 
1.4557 1.4557 

0.1737 0.1534 
0.1737 0.1534 
0.1737 0.1534 

[1) Table A-16. 

DDU 
- 

7.4676 
4.6675 
3.0065 

5.9024 
3.1023 
1.4413 

0.1245 
0.1245 
0.1245 

7.5423 
4.7142 
3.0366 

5.9614 
3.1333 
1.4557 

0. ‘t257 
0.1257 
0.1257 

[2] Table A-17, per-piece adjustment (cents) 9 per-pound adjustment (dollars). 

A-25 



15119 

Table A-19 

Standard A ECR Nonletters 

TYAR Total Adjusted Costs (Without Contingency) 
(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 

Piece-Rated 
Basic 
High-Density 
Saturation 

8,628 471,913 
9,980 37,301 

93.133 188,454 

Subtotal 

50,281 139,779 273.226 
1,771 2,212 23,339 

11.721 9,569 74.031 

63.774 151,559 370,596 111,740 $ 697,668 

Pound-Rated, per piece 
Basic 
High-Density 
Saturation 

14.843 64,179 198,750 
179 126 4,584 
721 82 5,604 

15,743 64,387 208,939 

3,345 281,118 
7,626 12,515 

26,233 32,640 

Subtotal 37.204 $ 326,273 

Pound-Rated, per pound 
Basic 
High-Density 
Saturation 

20,901 59,284 182,132 2,241 244.558 
512 235 7.553 10,296 18,598 

3.892 284 17,470 67,025 88,671 

Subtotal 25,304 59,803 187,155 79,562 f 351.825 

TOTAL NONLETTERS S 1,375,766 

Sources: 

No Dest. 
Entry 
- - - 

DDU TOTAL 
- ---- 

[1] TYAR Final Adjusted Unit Costs, Table A-18. 

[Z] MAR Volume (pieces), Table A-6. 

[3] TYAR Volume (weight), Table A-7. 
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Table A-20 

Standard A ECR Nonletters 

TYAR Unit Cost Less 0.5825 Cents Per Piece 
(Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost) 

No Dest. 
Entry BMC SCF DDU 

Piece-Rated, per piece (cents) [I] 
Basic 9.0832 8.2889 
High-Density 6.2801 5.3810 
Saturation 4.3519 3.5301 

8.0038 7.6499 
5.1986 4.8498 
3.5030 3.1888 

Pound-Rated, per piece (cents) [Z] 
Basic 7.6499 7.6499 
High-Density 4.8498 4.8498 
Saturation 3.1888 3.1888 

Pound-Rated, per pound (dollars) [3] 
Basic 0.1379 0.0475 
High-Density 0.1379 0.0475 
Saturation 0.1379 0.0475 

7.6499 7.6499 
4.8498 4.8498 
3.1888 3.1888 

0.0274 0.0000 
0.0274 0.0000 
0.0274 0.0000 

Sources: 

[I] Mail Processing and Delivery Costs, Table A-i, 
columns 1 B 2 plus shipping costs per piece, 
Table A-IO. less 0.5825 cents per piece considered 
pound-related weight cost adjustment. 

[Z] Mail Processing and Delivery Costs, Table A-l, columns 1 8 2. 
less 0.5825 cents per piece considered pound-related 
weight cost adjustment. 

[3] Shipping cost, dollars per pound, Table A-8. 
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Table A-21 

Standard A ECR Nonletters 

TYAR Adjustment Factors 
(Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost) 

Piece-Rated total Volume (pieces) l .5825 cents per peice 5 116,345 

Total Weight for NONLETTERS 3,908,681,279 

Dollars per pound for adjustment 5 0.0298 

Total Piece-Rated pounds ‘.I 191 6 46,948 

Total Pound-Rated pounds ‘.0748 5 69,397 

Piece-Rated adjustment (cents) 0.3743 

Pound-Rated adjustment (dollars) s 0.0298 

Sources 

[I] TYAR Volume (pieces), Table A-6. 

[Z] TYAR Volume (weight), Table A-7. 

[3] NONLETTERS adjustment factor (.5825 cents), Table A-20 
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Table A-22 

Standard A ECR Nonletters 

TYAR Unit Cost Including Weight-Related Adjustment 
(Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost) 

No Desk 
Entry 

- 

Piece-Rated, per piece (cents) 
Basic 9.4575 
High-Density 6.6544 
Saturation 4.7262 

Pound-Rated, per piece (cents) 
Basic 7.6499 
High-Density 4.8498 
Saturation 3.1888 

Pound-Rated, per pound (dollars) 
Basic 0.1677 
High-Density 0.1877 
Saturation 0.1677 

Sources: 

[l] Table A-20 

[Z] Table A-21, adjustment 

BMC 

8.6632 8.3781 8.0242 
5.7553 5.5729 5.2241 
3.9045 3.8774 3.5631 

7.8499 7.6499 7.6499 
4.8498 4.8498 4.8498 
3.1888 3.1888 3.1888 

0.0773 0.0572 0.0298 
0.0773 0.0572 0.0298 
0.0773 0.0572 0.0298 

SCF 
- 

DDU 
- 
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Table A-23 

Standard A ECR NonMe= 

TYAR Final Unit Cost Adjustment to CRA 
WJOW 

(Case II: 0.5625 Cents per Piece Treated as Weight-Related Cost) 

No Dest. 

Entry 

Piece-Rated (per piece) 
B&Z 
Hi9hDensit+ 
StUrati0n 

Subtotal 

Pound-Rated (per piece) 
Basic 
High-Density 
SatUr&Xl 

Subtotal 

Pound-Rated (per pound) 
Basic 
High-Density 
SatUrti0n 

Subtotal 

TOTAL (11 

53,425 
1.933 

13.208 

66,644 

19,230 
260 

1,596 

21,113 

13,356 
327 

2,407 

16,170 

TYAR CRA Total for NONLETTERS 

Total Adjustment Required: 

Adjustment per pound (dollan) 

Total Piece-Rated Add Back Adjustment 

BMC 
- 

149,376 292.669 
2,440 25,926 

11.160 66,440 

162.964 405,037 

63.160 257,593 
196 7.167 
101 12,399 

63.559 277,159 

26,636 61,030 
100 2,643 
126 6,576 

26,670 70,450 

DDU TOTAL 
- - 

9,271 504741 
11.170 4147s 

110,374 221259 

130,615 s 767,479 

4,336 364,347 
11,921 19,565 
50.039 72,215 

74,296 S 456.127 

536 101,559 
2,462 5,730 

16,026 25,219 

19,027 s 132,516 

$ 1.356.123 

s 1,375.766 

3 19,644 

(113% ormA, 

S 0.0050 

a 7,959 

Pll?ce*ated. per p1ec.z (cents] 

Per pound (dollars) 

sources: 

[1] Table A-22. 

0.0635 

S 0.6050 

[2] NAR Volume (pieces), Table A-6. 

[3] NAR Volume (weight), Table A-7. 
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Table A-24 

Standard A ECR Nonletters 

TYAR Final Adjusted Unit Costs 
(Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost) 

A: WITHOUT CONTINGENCY 

No Dest. 
Entry 

- 

Piera;fed. per piece (cents) 9.5210 
High-Density 6.7178 
Saturation 4.7897 

Pound-Rated. per piece (cents) 
Basic 7.6499 
High-Density 4.6496 
Saturation 3.1888 

Pound-Rated, per pound (dollars) 
Basic 0.1727 
High-Density 0.1727 
Saturation 0.1727 

BMC SCF 
- - 

8.7266 0.4416 
5.0100 5.6364 
3.9679 3.9408 

7.6499 7.6499 
4.8498 4.6498 
3.1886 3.1886 

0.0823 0.0622 
0.0823 0.0622 
0.0823 0.0622 

6: WITH CONTINGENCY 

Piece-Rated, per piece (cents) 
Basic 9.6162 
High-Density 6.7850 
Saturation 4.8376 

Pound-Rated, per piece (cents) 
Basic 7.7264 
High-Density 4.8983 
Saturation 3.2207 

Pound-Rated, per pound (dollars) 
Basic 0.1744 
High-Density 0.1744 
Saturation 0.1744 

Sources: 

8.6139 8.5260 
5.8770 5.6927 
4.0076 3.9802 

7.7264 7.7264 
4.8983 4.8983 
3.2207 3.2207 

0.0831 0.0628 
0.0831 0.0628 
0.0831 0.0628 

[1] Table A-22 

DDU 

8.0877 
5.2676 
3.6266 

7.6499 
4.6498 
3.1888 

0.0348 
0.0348 
0.0348 

8.1685 
5.3404 
3.6626 

7.7264 
4.8983 
3.2207 

0.0352 
0.0352 
0.0352 

[Z] Table A-23, per piece adjustment (cents) 8 per pound adjustment (dollars). 
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Table A-25 

Standard A ECR Nonletters 

TYAR Total Adjusted Costs (Without Contingency) 
(Case II: 0.5625 Cents per Piece Treated es Weight-Related Cost) 

Piece-Rated (per piece) 
Basic 
High-Density 
Saturation 

Subtotal 

53,764 150,470 294,665 9,344 508,483 
1,951 2,475 26,223 11,305 41,956 

13,464 11,341 67,654 112,340 224.999 

69,199 164,266 406.963 132,989 5 775.430 

Pound-Rated (per piece) 
Basic 
High-Density 
Saturation 

Subtotal 

19,236 
260 

1,596 

21,113 

63.160 
198 
181 

257,593 
7,167 

12,399 

277,159 

4,336 364,347 
11,921 19,565 
56.039 72,215 

63.559 74,296 S 456,127 

Pound-Rated (per pound) 
Basic 
High-Density 
Saturation 

13.758 26,376 66,417 
337 113 3,094 

2,562 136 7,157 

Subtotal 16,657 26,624 76,666 

627 109.176 
2.660 6,423 

16.746 28,600 

22,252 S 144,201 

TOTAL NONLElTERS S 1,375,766 

No Dest. 
Entry 
- 

BMC SCF DDU TOTAL 
- - - - 

[l] NAR Final Adjusted Unit Costs, Table A-24 

[Z] TYAR Volume (pieces), Table A-6. 

[3] TYAR Volume (weight), Table A-7. 
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Appendix I3 

MARGINS AND MARK-UPS FOR 
POSTAL SERVICE’S PROPOSED STANDARD A ECR RATES 

This appendix supports the analysis of the implied margins and mark- 

ups implicit in the Postal Service’s proposed rates for Standard A ECR mail 

in Section lV of the testimony. It consists of seven tables: 

B-l 

B-2 

B-3 

B-4 

B-5 

B-6 

B-7 

ECR Letters 

Witness Moeller’s proposed rates for Standard AECR letters are 

shown in part 1 of Table B-l. Part 2, immediately below, shows estimated 

Analysis of Postal Service Proposed Rates for ECR Letters . 

Analysis of Postal Service Proposed Rates for Piece-Rated ECR 
Nonletters (Case l) 

Analysis of Postal Service Proposed Rates for 5.0 ounce Pound- 
Rated ECR Nonletters (Case l) 

Analysis of Postal Service Proposed Rates for 10.0 ounce Pound- 
Rated ECR Nonletters (Case l) 

Analysis of Postal Service Proposed Rates for Piece-Rated ECR 
Nonletters (Case II) 

Analysis of Postal Service Proposed Rates for 5.0 ounce Pound: 
Rated ECR Nonletters (Case II) 

Analysis of Postal Service Proposed Rates for 10.0 ounce Pound- 
Rated ECR Nonletters (Case II) 

B-l 
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unit costs. The estimated margin, part 3, is the difference, between the 

proposed rates and estimated unit costs. Part 4 gives the estimated mark-up, 

which is the margin divided by estimated unit costs shown in part 2. 

All subsequent tables in Appendix B use the same format and 

methodology for margins and mark-ups as Table B-l. 

ECR Nonletters Under Case I 
(2.33 Cents per Piece of Weight-Related Cost) 

Table B-2 analyzes the Postal Service’s proposed rates for piece-rated 

nonletters using the estimated costs derived under Case I (Appendix A, Table 

A-18). Table B-3 does the same for a pound-rated nonletter which weighs 5.0 

ounces, while Table B-4 analyzes the margins and mark-ups for a pound- 

rated nonletter which weighs 10.0 ounces. In each case, the methodology is 

the same as used in Table B-l. 

ECR Nonletters Under Case II 
(0.5825 Cents per Piece Treated as Weight-Related Cost) 

Table B-5 analyzes the Postal Service’s proposed rates for piece-rated 

nonletters using the estimated costs derived under Case II (Appendix A, 

Table A-18). Table B-6 does the same for a pound-rated nonletter which 

weighs 5.0 ounces, while Table B-7 analyzes the margins and mark-ups for a 

pound-rated nonletter which weighs 10.0 ounces. In each case, the 

methodology is the same as used in Table B-l. 

B-2 



Table B-l 

15128 

Standard A ECR Mail 
Revised 2/i II98 

Analysis of Postal Service Proposed Rates 
for ECR Letters 

(cents) 

Proposed Rates [I] 
Automation 
Basic 
High-Density 
Saturation 

No Dest. 
Entry 
___- 

16.4 
15.7 
14.3 
13.4 

BMC SCF DDU 
----- --_-_ __--- 

14.9 14.6 14.1 
14.2 13.9 13.4 
12.6 12.5 12.0 
11.9 11.6 11.1 

Estimated Costs [2] 
Automation 

Basic 
High-Density 
Saturation 

6.77 6.52 6.29 6.13 
7.38 7.13 6.90 6.74 
5.33 4.95 4.74 4.40 
4.29 3.84 3.76 3.57 

Estimated Margin 131 
Automation 
Basic 
High-Density 
Saturation 

Estimated Mark-up [4] 
Automation 
Basic 
High-Density 
Saturation 

9.63 0.30 a.31 7.97 
8.32 7.07 7.00 6.66 
6.97 7.85 7.76 7.52 
9.11 6.06 7.64 7.53 

Sources: 

[I] USPS-T-36, p. 31. 

[Z] Appendix A, Table A-13. 

[3] Proposed rate - estimated cost. 

[4] Margin/estimated cost. 
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Table B-2 

Standard A ECR Mail 

Analysis of Postal Service Proposed Rates 
for Piece-Rated ECR Nonletters 

(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 
(cents) 

No 
Dest. 
Entry BMC SCF DDU 

Proposed Rates [l] 
Piece-Rated 

Basic 
High-Density 
Saturation 

costs [2] 
Piece-Rated 

Basic 
High-Density 
Saturation 

Margin [3] 
Piece-Rated 

Basic 
High-Density 
Saturation 

Mark-up (41 
Piece-Rated 

Basic 
High-Density 
Saturation 

16.4 14.9 14.6 14.1 
15.3 13.8 13.5 13.0 
14.1 12.6 12.3 11.8 

6.99 8.19 7.90 7.54 
6.16 5.25 5.07 4.71 
4.21 3.38 3.35 3.04 

7.41 6.71 6.70 6.56 
9.14 0.55 0.43 6.29 
9.69 9.22 0.95 8.76 

62% 82% 05% 87% 
148% 163% 166% 176% 
235% 273% 267% 269% 

Sources: 

[I] USPS-T-36, p. 31. 

[2] Appendix A, Table A-l 8. 

[3] Proposed rate - estimated cost 

[4] Margin/estimated cost. 

B-4 
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Table B-3 

Standard A ECR Mail 

Analysis of Postal Service Proposed Rates 
for 5.0 ounce Pound-Rated ECR Nonletters 

(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 
(cents) 

Proposed Rates [I] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

costs [Z] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Margin 13) 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Mark-up [4] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

No 
Dest. 
Entry 
- 

BMC SCF DDU 
- - __-__ 

22.1 19.8 19.3 18.6 
21.0 18.7 18.2 17.5 
19.9 17.8 17.1 18.4 

14.24 11.39 jo.75 9.89 
11.41 8.56 7.93 7.06 

9.74 8.88 6.25 5.38 

7.82 8.42 8.56 8.74 
9.55 10.15 10.29 10.46 

10.13 10.73 10.86 11.04 

55% 74% 80% 88% 
84% 119% 130% 148% 

104% 158% 174% 205% 

Sources: 

(I] USPS-T-36, p. 31 

[2] Appendix, Table A-18. 

[3] Proposed rate - estimated cost. 

(41 Margin/estimated cost. 
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Table B4 

Standard A ECR Mail 

Analysis of Postal Service Proposed Rates 
for 10.0 ounce Pound-Rated ECR Nonletters 

(Case I: 2.33 Cents per Piece Treated as Weight-Related Cost) 
(cents) 

Proposed Rates [I] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

costs [2] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Margin [3] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Mark-up [4] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

No 
Dest. 
Entry 
- 

38.6 34.1 33.1 31.8 
37.5 33.0 32.0 30.7 
36.4 31.9 30.9 29.6 

22.52 16.82 15.55 13.82 
19.69 13.99 12.72 10.99 
18.02 12.31 11.04 9.31 

16.10 17.31 17.58 17.93 
17.83 19.04 19.31 19.68 
18.41 19.62 19.88 20.24 

71% 103% 113% 130% 
91% 136% 152% 179% 

102% 159% 180% 217% 

Sources: 

[I] USPS-T-38, p. 31. 

[2] Appendix A, Table A-18. 

p] Proposed rate - estimated cost. 

[4] Margin/estimated cost. 

BMC SCF DDU 
- - _I- 

B-6 
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Table BJ 

Standard A ECR Mail 

Analysis of Postal Service Proposed Rates 
for Piece-Rated ECR Nonletten 

(Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost) 
(cents) 

Proposed Rates [1] 
Piece-Rated 

Basic 
High-Density 
Saturation 

No 
Dest. 
Entry BMC SCF DDU 
- - - _- 

18.4 14.9 14.6 14.1 
15.3 13.8 13.5 13.0 
14.1 12.6 12.3 11.8 

costs [2] 
Piece-Rated 

Basic 
High-Density 
Saturation 

Margin [3] 
Piece-Rated 

Basic 
High-Density 
Saturation 

9.62 8.81 8.53 8.17 
6.78 5.88 5.89 5.34 
4.84 4.01 3.98 3.66 

6.78 6.09 6.07 5.93 
8.52 7.92 7.81 7.66 
9.26 8.59 8.32 8.14 

Mark-up [4] 
Piece-Rated 

Basic 
High-Density 
Saturation 

71% 69% 71% 73% 
126% 135% 137% 143% 
191% 214% 209% 222% 

[I] USPS-T-38, p. 31. 

[2] Appendix A, Table A-24. 

[3] Proposed rate - estimated cost. 

[4] Margin/estimated cost. 
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Table B-6 

Standard A ECR Mail 

Analysis of Postal Service Proposed Rates 
for 5.0 ounce Pound-Rated ECR Nonletters 

(Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost) 
(cents) 

Proposed Rates [I] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

costs [2] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Margin [3] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Mark-up [4] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

No 
Dest. 
Entry BMC 

22.1 19.8 19.3 18.6 
21 .o 18.7 18.2 17.5 
19.9 17.6 17.1 16.4 

13.18 10.32 9.69 8.82 
10.35 7.50 6.88 6.00 

8.67 5.82 5.18 4.32 

8.89 9.49 9.62 9.80 
10.61 11.22 11.35 11.53 
11.19 11.79 11.93 12.11 

67% 
103% 
129% 

Sources: 

[I] USPS-T-36, p. 31. 

[2] Appendix A, Table A-24. 

[3] Proposed rate - estimated cost. 

[4] Margin/estimated cost. 

SCF 
- 

99% 111% 
165% 192% 
230% 280% 

DDU 

B-8 



15134 

Table B-7 

Standard A ECR Mail 

Analysts of Postal Service Proposed Rates 
for 10.0 ounce Pound-Rated ECR Nonletten 

(Case II: 0.5825 Cents per Piece Treated as Weight-Related Cost) 
(cents) 

Proposed Rates [I] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

costs 121 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Margin [3] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Mark-up [4] 
Pound-Rated - Pieces 

Basic 
High-Density 
Saturation 

Sources: 

No 
Dest. 
Entry 
- 

BMC 
- 

38.6 34.1 33.1 31.8 
37.5 33.0 32.0 30.7 
36.4 31.9 30.9 29.6 

18.63 12.92 11.65 9.92 
15.80 10.09 8.82 7.09 
14.12 8.42 7.15 5.42 

20.00 21.20 21.47 21.83 
21.73 22.93 23.20 23.56 
22.30 23.51 23.78 24.13 

107% 164% 184% 220% 
138% 227% 263% 332% 
158% 279% 333% 448% 

SCF DDU 
- - 

[I] USPS-T-36, p. 31. 

[2] Appendix A, Table A-24. 

[3] Proposed rate - estimated cost. 

[4] Margin/estimated cost. 

B-9 
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DEVELOPMENT OF PROPOSED RATES 

This appendix supports development of the rates proposed for 

Standard A ECR Mail in Section VI of my testimony. It consists of I2 tables: 

C-l Standard AECR Letters TYAR Total Unit Costs and Current 
Rates 

C-2 Standard A ECR Letters Test Year Initial Target Rates 

C-3 Standard A ECR Letters Development of VP-CW Proposed Rates 

C-4 Standard A ECR Mail TYAR Volume 

C-5 Standard AECR Mail TYAR Weight 

C-6 Standard A ECR Mail Postal Service Proposed Rates 

C-7 Standard A ECR Nonletters Postal Service Proposed Rates 
TYAR Projected Revenues and Margins 

C-8 Standard A ECR Nonletters TYAR Unit Costs with Contingency 

C-9 Standard A ECR Nonletters TYAR Total Cost 

C-10 Standard A ECR Nonletters VP-CW Proposed Rates 

C-l 1 Standard A ECR Nonletters VP-CW Proposed Rates TYAR 
Projected Revenues and Margins 

C-12 Standard A ECR Mail TYAR Projected Revenue 

C-l 
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VP-CW Proposed Rates for ECR Letters 

Tables C-l through C-3 develop proposed rates for ECR letters. 

Table C-l: Standard A ECR Letters TYAR Total Unit Costs and 

Current Rates. Parts A and B present the unit costs for ECR letters. Basic 

ECR letters have the highest unit cost. Using this cost as a baseline, part C 

shows the presort cost differentials for the other rate categories. Current 

ECR letter rates in part D are used for computations in Table C-3, Part H. 

Table C-2: Standard A ECR Letters Test Year Initial Target 

Rates. Part A adds a constant amount of 8.1990 cents to unit costs with 

contingency (Table C-l), to produce revenues equal to those from the Postal 

Service’s proposed rates. The constant amount is derived by dividing the 

total TYAR margin for letters, $714,361,000 (Table 3) by the TUR letter 

volume, 8,712,800,000 (Table A-6). 

Part B multiplies unit costs with contingency (Table C-l) by 2.4405, 

the coverage necessary to provide revenues equal to those from the Postal 

Service’s Proposed Rates. This coverage is the result of dividing the WAR 

letter revenues, $1,210,277,000 (Table C-12) by the TYAR letter costs, 

$495,916,000 (Table A-2). 

As explained in Section VI of my testimony, 90 percent of the constant 

amount in part A, together with 10 percent markup of unit costs, are used to 

derive VP-Cw’s proposed rates. This initial combination is shown in part C. 

c-2 
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Revised 2/26198 

In part D, rates developed for BMC dropship were rounded. Shipping 

costs of 1.5 cents were added to develop rates in the No Destination Entry 

column. Rate differentials of 0.3 and 0.5 cents, respectively, were subtracted 

to develop the SCF and DDU rates. These are the initial adjusted rates. 

Table C-3: Standard A ECR Letters Development of VP-CW 

Proposed Rates. This table is a continuation of Table C-2. Part E 

reproduces TYAR Volumes from Table A-6. These volumes multiplied by the 

initial adjusted rates (Table C-2, part D) result in TYAR initial projected 

revenues of~~~~~~~~~~~~ as shown in part F. Subtracting target revenues .~, P, .,,,,..,. t,~~ ,..,. ?.~ ,,.,, ,,, 
for letters, ~~~~~~~~~~~~~ (Table CM 12) results in a difference from the initial 

rates of~~~~~~~~~~ or ~~~~ cents per piece, Adjusting initial rates by this 

amount results in the proposed rates for letters shown in part G. 

The difference between proposed rates and the current rates (Table C- 

l, part D), stated as a percentage, is shown in part H. The presort discount 

from the Basic Rate is shown as the differential in part I. 

Multiplying the final rates in part G by the TYAR volumes gives US the 

TYAR projected revenueS of~~~~~~~~~~~~~ as shown in part J, This is a 

shght decrease of’~i;~~~~~~ or @@f percent from the Postal Service’s proposed 

rates Tym revenueS of ~~~~~~~~~~~~~~,. 

C-8 



15138 
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VP-CW Proposed Rates for ECR Nonletters 

Tables C-4 through C-12 support development of VP-Cw’s proposed 

rates for ECR nonletters. 

Tables C-4 and C-5: Standard A ECR Mail TYAR Volume and 

Weight. TYAR volumes and weight are directly from Tables A-6 and A-7, 

respectively. 

Table C-6: Standard A ECR Mail Postal Service Proposed 

Rates. 

Table C-7: Standard A ECR Nonletters Postal Service 

Proposed Rates TYAR Projected Revenues and Margins. Table C-7 

gives the nonletter TYAR projected revenues, derived by multiplying the 

Postal Service’s proposed rates (Table C-6) by the volumes (Table C-4) and 

weight (for pound-rated pieces). The margin or expected contribution 

(~~~;%178,3~~~~~~), h 
s own at the bottom of Table C-7, is obtained by 

subtracting TYAR total projected costs (Table C-9). 

Table C-8: Standard A ECR Nonletters TYAR Unit Costs with 

Contingency. The unit costs shown in Table C-8 are directly from Appendix 

A, Table A-18 (B). 

Table C-9: Standard A ECR Nonletters TYAR Total CO&. 

Multiplying the unit TYAR costs (Table C-8) by TYAR volumes (Table C-4) 

and weights (Table C-5) gives TYAR total projected costs. 

c-4 



15139 

Revised 2/26/98 

Table C-10: Standard A ECR Nonletters VP-CW Proposed 

Rates. 

Table C-11: Standard A ECR Nonletters VP-CW Proposed Rates 

TYAR Projected Revenues and Margin. Multiplying the VP-CW 

proposed rates (Table C-10) by the volumes (Table C-4) and weights (Table C- 

5) gives TYAR projected revenues. Deducting the total TYAR costs (Table C- 

9) leaves the margin, or expected contribution to institutional costs, of 

~~~~~~~0:,~~~~~~ which is $4,044,084 
,..;~.):..;:..;:.:...~.~:I.::~.:~:.,.:.:~,~ ,.,. L..~.~. I more than the contribution of 

~i’;‘:.:~;:,,~,.: .~..,.....i... i...., ~.~.~,I~.~...~...~,~j~ 
~.678’3%5’$3Z4 developed from projections of the Postal Service’s proposed .,.:,~f~ ,~,:~,:,~.~,I,~ ..: ..,...,., ~,>,~,.,~...~::..~. 

rates. 

Table C-12: Standard A ECR Mail TYAR Projected Revenue. 

Comparing the contributions projected by USPS and VP-CW proposed rates 

shows that the rates proposed by VP- ombined margin that is 

essentially equal but slightly ~~~~i~~ than the margin from 

rates proposed by the Postal Service. 

USPS VP-cw 
Proposed Proposed 

Rates Rates Difference 

c-5 
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Table C-l 
Revised 2/l l/g8 

Standard A ECR Letters 
TYAR Total Unit Costs and Current Rates 

(cents per piece) 

A: UNIT COSTS WITHOUT CONTINGENCY [I] 

No Dest. 
Entry BMC SCF DDU 
- - - -_ 

Automation 6.7047 6.4526 6.2245 6.0654 
Basic 7.3096 7.0575 6.6294 6.6703 
High-D 5.2766 4.6973 4.6694 ‘4.4394 
Saturation 4.2451 3.6011 3.7212 3.5324 

B: UNIT COSTS WITH CONTINGENCY [I] 

No Dest. 
Entry BMC SCF DDU 
- - - -_ 

C: PRESORT COST DIFFERENTIALS HI 

Entry BMC SCF 
-- _- -- 

Automation 0.61 0.61 0.61 
Basic __ 
High-D 2.05 2.16 2.16 
Saturation 3.10 3.29 3.14 

D: CURRENT RATES [Z] 

Entry BMC SCF 
- - - 

Automation 14.6 13.3 12.6 
Basic 15.0 13.7 13.2 

High-D 14.2 12.9 12.4 
Saturation 13.3 12.0 11.5 

DDU 
- 
0.61 

2.25 
3.17 

DDU 
- 
12.3 
12.7 

11.9 
11.0 

sources: 

[l] Appendix A, Table A-13. 

[2] Docket No. MC95-1, Opinion and 
Recommended Decision. 

C-6 



15141 

Table C-2 

Standard AECR Letters 
Test Year Initial Target Rates 

(cents per piece) 

Revised 2/l l/96 

A: WITH CONSTANT AMOUNT ADDED 
Margin = 6.199 

No Dest. 
EW BMC SCF DDU 
- - - - 

Automation 14.9706 14.7162 14.4657 14.3251 
Basic 15.5617 15.3271 15.0967 14.9360 
High-O 13.5263 13.1453 12.9353 12.6626 
Saturation 12.4666 12.0361 11.9575 11.7666 

E: WITH CONSTANT PERCENT APPLIED 
Coverage = 2.4405 
No Dest. 

Entry BMC SCF DDU 
- - - - 

C: 90% FIXED; 10% CONSTANT PERCENl 

No Oest. 
Entry BMC SCF DDtJ 
- - - A 

Automation 15.1263 14.6351 14.5714 14.3676 
Basic 15.6253 15.5340 15.2704 15.0666 
High-D 13.4761 13.0379 12.7977 12.5066 
Saturation 12.2643 11.7713 11.6790 11.4608 

D: ADjUSTED TO REFLECT DEST. ENTRY 

No Dest. 
Entry BMC SCF DDU 
- - - - 

Automation 16.3 14.6 14.5 14.0 
Basic 17.0 15.5 15.2 14.7 
High-D 14.5 13.0 12.7 12.2 
Saturation 1 13.3 1 11.6 I 11.5 I 11.0 1 

c-7 
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Table C-3 

Standard A ECR Letters 
Development of VP-CW Proposed Rates 

Revised 2l26196 

E: (TYAR Volume - Pieces) 
No Dest. 

EW BMC SCF DDU Total 
LETTERS - - - - - 

Automation 662.26l.wO 656.22l.wO 47g.035.wo 42.125,wO 2.059.662.OW 
Basic 635.299.000 1.035.288.OOl 1.205.217.030 97,961,WO 3.173.765.000 

36.04O.OW 246.631,030 392,986,OOO 
211.268.ooO 2,029.472.W0 3.066.367.000 

~1,932.453,000~2.140.617.Mx) 3,962,555,0oo~~ 6,712,6CO,wO 

F: INITIAL REVENUES 
LETTERS 

Automation 111.211.603 126.720.708 69.46x3.075 5.697.500 313.290.066 
Basic 
High-D Saturation 

142;ooO;630 160;469;640 163;192;984 14;400;267 5oO,OS3;721 
5.611.165~ 4.945.200 31,601.537~ 24.929.6241 233,369.2601 51,793.610 8.056.636] ,a 49.847,6681 

Subtotal 1 306.671,6661 317.065.1721 517,643.6761 60.146.013~ Il,223,728,727 

Target Revenues from letters (Table C-12) 
Difference 

Per piece difference [ 0.00333993lI 

-- - - - 
Atittimation 16.0 14.5 14.2 13.7 
Basic 16.7 15.2 14.9 14.4 
High-D 14.2 12.7 12.4 1119 
Saturation 12.9 11.4 11.1 10.6 --I 

H: PERCENT CHANGE FROM CURRENT RATES 

Automation 
Basic 
High-D 
Saturation 

9.6% 9.0% 10.9% 11.4% 
11% 11% 13% 13% 
0% -2% 0% 0% 

-3% -5% -3% -4% 

I: PRESORT DIFFERENTIAL 

Automation 0.7 0.7 0.7 0.7 
Basic 
High-D 2.5 2.5 2.5 2.5 
Saturation 3.6 3.6 3.6 3.6 

J: INITIAL REVENUES 
LETTERS 

Automation 109.164.960 124.152.045 66,022.970 
Basic 139.494.933 157.363.776 179.577.333 
High-D 5.690.934 4.631.Oen 30.655.044 
Saturation 46.346.604 24.064.552 225.271.392 49.910.203 

Subtotal 1 302.699.5llI 310,431.453( 503.726.7391 77,646.237! 1 1,1WW401 
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Table C-4 

Standard A ECR Mail 
TYAR Volume 

(pieces) 

15143 

NO Dest. 
Entry BMC SCF DDU 
- - - - 

LETTERS 
Automation 682.261.000 856,221,OOO 479,035.OOO 42.125.000 
Basic 835.299.000 1.035,268.000 1.205,217,000 97.961.000 

- 
Subtotal 1 1.932,453,000~2;140.817,000 3.962,555.000~1 

NONLETTERS 
Piece-Rated 

Basic 564.897.000 1.724.261.000 3.493,243.000 115.536.000 
High-D 29.049,000 42.541.000 465.253.000 213.812.000 
Saturation 281.107,000 285.819.000 2.229.350.000 3.097,689,000 

-__- 
Subtotal 875.053.000 2,052.621.000 6.187.846,OOO 3,427,037.000 

Pound-Rated 
Basic 251.474.150 1.087.339.934 3.367.276.976 56.676.939 
High-D 5,768.949 4.074.572 147.773.045 245.805,634 
Saturation 50.046.411 5.661.585 388.837.658 1.820.086.346 

--- 
Subtotal 307.291,510 1.097.076.092 3.903.888.479 2.122.568.919 

Subtotal. NONLETTERS 

TOTALVOLUME 

Revised 2/l 1198 

Total 
- 

2.059.662.000 
3.173.765.000 

392.986,OOO 
3,086.387,000 

8,712,800,000 

5.897,937.000 
750.655.000 

5,893,965.000 

12.542,557.000 

4.762.768.000 
403.423,OOO 

2.264.634.000 

7.430.625.000 

19.973.382.000 

28.686,182,000 

source: 

[I] Appendix A, Table A-6. 
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Standard A ECR Mail 
NAR Waight 

(pw~) 
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LElTERS [I] 
Ailtomation 
Basic 
HiihD 
SSbJrSSWl 

NONLElTERS 
PiRated [l] 

Basic 
High-D 
SdWAiOfl 

No De&. 
Subtotal EW BMC SCF DDU 

- - - - 

Pound-Rated 121 
Basic 79.6&0.806 344.738,349 1.067.567,737 16,cm.103 1.509.972,ooo 
High-D 1349.739 1.367.604 49,733.35! 82.722289 135.773,cm 
ShN&i0n 14833,445 1,351,620 115.032.091 536.466.644 670.W4.Mx) 

Subtotal 96,443.990 347.757.573 1,232,3?.3,196 639.214.241 2.315.749.WO 

source: 

[I] Appendb: A, Table A-7. 
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TABLE C-6 

Shmiard A ECR Mail 
P&l senics Pmposed Rates 

No De& 
Enby BMC SCF DDU 
- - - - 

LElTERS [I] 
0.157 0.142 0.139 0.134 

Basic 0.164 0.149 0.146 0.141 
High-D 0.143 0.128 0.125 0.1x) 
SPtU~tiOll 0.134 0.119 0.116 0.111 

NONLETTERS 
Pike-Rated [I] 

Basic 0.164 0.149 0.146 0.141 
High-D 0.153 0.138 0.135 0.130 
sabx-atim 0.141 0.126 0.123 0.118 

Pound-Rated [2] 
Basic 0.055 
High-D 0.044 
Saturation 0.032 

0.055 0.055 0.055 
0.044 0.044 0.044 
0.032 0.032 0.032 

Per pound 
Basic 0.530 0.456 0.442 0.420 
High-D 0.530 0.456 0.442 0.420 
saturation 0.530 0.458 0.442 0.420 

swrm 

[I] USPS-T-36, p. 31. 
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Standard A ECR Nonletters 
Postal Service Proposed Rates 

TYAR Projected Revenues and Margins 

15146 

Revised Z26198 

No Dest. 
Entry BMC SCF DDU 
__-_ - - _____ 

NONLETTERS T&l 
Piece-Rated 

Basic 92,643.106 256914,889 510.013.478 16.290.576 ‘375.662.051 
High-D 4.444.497 5.870,656 62.809.155 27.795.560 100.919,870 
Saturation 39,636.087 36.013,194 274.210,050 365.527.302 715.386.633 

Subtotal 136.723,692 298.798.741 647.032.683 409.613.438 1.692,168.554 

Pound-Rated 
Basic 13.831.078 59,803.696 185.200.234 3.117.232 261.952.240 
High-D 253,834 179.281 6,502.049 10,815,448 17.750.612 
saturation 1,601,549 181,171 12.442.805 56.242.763 72,468,286 

Subtotal 15,686.461 60.164.148 204.145.086 72.175.443 352.171.140 

Per pound 
Basic 42.220.227 157.890.164 471.664.940 7.562.145 679.537.476 
High-D 1.033.362 626,363 21.962.149 34.743.361 58.385,234 
Saturation 7.861,726 756,442 50.844.1’34 226.164.474 285.626.827 

Subtotal 51.115,315 159.272.968 544.691,273 268.469,961 1.023.549.537 

~?zzfJ 

LDeleted) 1 

[l] Table C-4 Volume. 

[2] Table C-5 Weight. 

[3] Table C-6 USPS Proposed Rates 
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Table Cd 

Sbndard A ECR Non!&ws 
TYAR Unit Costs with Continger!.zy 

(in dollars) 

No Dest. 
EW BMC SCF DDU 
- - - - 

NONLETTERS 
PkCSR&d 

BDSiC o.os99 0.0619 0.0793 0.0754 
High-D 0.0616 0.0525 0.0507 0.0471 
Saturation 0.0421 0.0338 0.0335 0.0304 

Pound-Rated 
Basic 0.0596 0.0596 0.0596 0.0596 
High-D 0.0313 0.0313 0.0313 0.0313 
saturation 0.0146 0.0146 0.0146 0.0146 

Per pwnd 
Basic 0.2650 0.1737 0.1534 0.1257 
High-D 0.2650 0.1737 0.1534 0.1257 
Saturation 0.2650 0.1737 0.1534 0.1257 

SOURCE: 

[1] Appendi A, Table A-16 (8). 
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TABLE C-O 

Standard A ECR Nonletters 
WAR Total Cost 

No De& 
Enby BMC SCF DDU 
- - - - 

NONLETTERS 
Piece-Rated 

B&C 50.763.965 141.176.516 275.957,612 6.714.063 
High-D 1.769.050 2233.706 23.571.997 -10.079.507 
SdU(untiOn 11,636.326 9.664501 74.m ,705 94.063.051 

SUbtOM 64.411.369 153.074.723 374.301.513 112.657.421 

Pound-Rated 
Basic 14.991,446 64,620.944 200.737.656 3.370.753 
High-D leJJ.760 127.670 4.w0.232 7.701.684 
S&lNhTl 726,561 62.416 5.66C.3M) 26.495234 

Subtotal 15.900.761 65.031.030 211.020.2M 37.575.671 

Per Pound 
Basic 21.109,510 59,077.032 163.753.5ca 2.2-33.464 
High-D 516.666 237,537 7.626.566 10.399.303 
S&J&On 3,930.751 266.667 17.644.695 67.695027 

Subtotal 

TOTAL 

25.556927 60.401.466 169.026.763 80.357.613 

T&l 
- 

476.632.375 
37.674.267 

19Q.330.303 

704645,026 

203.920.795 
12.640,546 
32.966.572 

329.535.912 

247003,556 
16.762,074 
69.557.340 

355,342.969 

1,389,52S,DO7 

111 TaMe C4 Volume. 

[2] Table C-5 Weight. 

[3] Table C-5 Unt Costs. 

c-14 
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BASIC RATE 

PrextDii 
for High-Density 

Presort Discount 
for Saturation 

0.167 

0.017 

0.012 

No Dest 
EW 

NONLEl-rERS 
PiiRPtsd 

Basic 
High-D 

0.167 
0.150 

SdWETiWl 0.130 

TABLE C-10 

Standard A ECR Non!atterr 
VP-CW Proposed Rates 

(in dollars) 

Pound-Rated 
Basic 0.050 
High-D 0.041 
satutuntim 0.029 

Per pund 
BP& 0.530 
High-D 0.530 
satxation 0.530 

BMC SCF DDU 

0.152 
0.135 
0.123 

0.050 
0.041 
0.029 

0.456 
0.458 
0.456 

0.149 0.144 
0.132 0.127 
0.120 0.115 

0.058 
0.041 
0.029 

0.442 
0.442 
0.442 

0.056 
0.041 
0.029 

0.420 
0.420 
0.420 
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Tabk C-11 

Standard A ECR Nm!attws 
VP-CW Prqmsod Rates 

TYAR Projected Rmnws and Margins 

No Dest. 
E”W BMC SCF DDU 
- - - - 

NONLElTERS 
PiiRPM 

Basic 94337,793 262.067.672 520.493.207 16.637.164 
High-D 4.357,350 5.743.035 61,413,396 27.154.124 
%tlJIdiO” 36.792.766 35.155.737 267.522wO 356234,235 

SUbtOt3l 

Pwnd-Rated 
Basic 
High-D 
SZltUrstiO” 

Subtotal 

137.467,915 302.966444 649.426.603 400.025543 

14.565,501 63.065.716 195.302.C65 3.267.262 
235.527 167,057 6,056.726 10.076.031 

1.451.404 j&j& j 1.276292 52.762.504 

16.273.432 63.396.960 212.637.064 66.147.797 

Per pound 
Basic 
High-D 

42.22U.227 157.690.164 471.664.940 7.562.145 
1.033362 626.333 21.962.149 34.743.361 

S&WiO” 7,661.726 756,442 50.044.104 226.164.474 

SUbtDtd 51.115.315 159.272966 544691.273 266.469.961 

Total 
- 

093.555.062 
96.667905 

697.704.738 

1.609.920.505 

276.240544 
16.540343 
65674.366 

356.455.273 

679.537,476 
58.365.234 

265.626.627 

1.023,549.537 

[l] Table CA Vduma. 

[2j Table C-5 Weight. 

[3] TaMe C-10 VP-CW Propored Rates. 

[4] Table C-9 Total Cost. 
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Table C-12 

Standard A ECR Mail 
TYAR Projected Revenue 

l-Y Revenue -After Rates 
Enhanced Carrier Route Subclass 
(Volumes and Revenues in Millions) 

Categorfes unit 

Letters 
1 Basic per piece 
2 High Density per piece 
3 Saturation per piece 
4 Automated per piece 

4a Subtotal 
Nonletters. Piece-Rated 

5 Basic per piece 
6 High Density per piece 
7 Saturation per piece 
8 Subtotal 

Nonletters. Pound-Rated 
9 Basic per piece 

10 High Density per piece 
11 saturation per piece 
12 Subtotal 

Rates Volume Revenue 
(1) (2) (3) 

0.164 3173.765 520.497 
0.143 392.960 56.197 
0.134 3066.367 413.576 
0.157 2059.662 323.367 

6712.6 1313.637 

13 Basic per pound 
14 High Density per pound 
15 Saturation per pound 
16 Subtotal 
17 Total pieces 

Dropship Discounts: 
Piece-Rated 

10 BMC per piece 
19 SCF per piece 
20 DDU per piece 
21 Subtotal 

Pound-Rated 
22 BMC per pound 
23 SCF per pound 
24 DDU per pound 
25 Subtotal 

15151 

0.164 5897.937 967.262 
0.153 750.655 114.650 
0.141 5693.965 631.049 

12542.556 1913.161 

0.055 4762.7676 261.952 
0.044 403.423 17.751 
0.032 2264.6339 72.466 

7430.6242 352.171 

0.530 1509.972 600.265 
0.530 135.773 71.960 
0.530 670.004 355.102 

2315.7493 1227.347 
26666.162 

-0.015 4193.430 -02.902 
4.010 10150.4OC -162.707 
-0.023 4104.013 -94.392 

10447.052 -34O.Wl 

-0.072 347.758 -25.039 
-0.000 1232.333 -106.445 
-0.110 639.214 -70.314 

2219.305 -203.797 

26 Net Revenue from Rates (L.4a+L.6+L.12+L.16+L.21+L. 4262.516 
27 Revenue adjustment factor (Page 1) 1 .Mx)wz 
26 Adjusted revenue from rates (L.26.L.27) 4262.527 
29 Fees (Page 14) 33.00069 
30 Revenue from residual shape surcharge (Page 13) 6.36662 
31 Total Revenue (L.ZB+L.29+L.30) 4304x04 
32 TYAR revenue per piece (L.31 I L.17) 0.15cO36 

Revised 2/26/96 

(1) Lines 5.9.13.14.15 from formula, page 19. Dropship discounts from Page 9 
Other rates calculated by subtrecting discounts (p.16) from Basic rates 
from formula. 

(2) Page 20. Cql (1.2.6 to 11) 
(3) Cd 1 *cc4 (2 

..,rl~‘~~~~~d~~~~~~~~~~~~)~..~..d::6,,:HaldlAss~~,ateS;i;ln~~~~~~~ 

source: ‘sub 

.,,.,, ,.~~ ,,.,, 

[l] USPS-T-36, WPl, page 23. 
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WEIGHT-COST RELATIONSHIP 

The relationship between weight and cost of mail is an issue that has 

bedeviled the Postal Service and the Commission for many years. Despite a 

number of studies submitted by the Postal Service, including one in this 

docket,’ the results remain inconclusive, unconvincing and inadequate for 

rate making purposes.’ This appendix examines the weight-cost relationship 

in an effort to establish a framework and rationale for more definitive studies 

on how weight affects cost, especially within Standard Mail A. 

Dropship Discounts Give Rise To Multiple Weight-Cost Relationships 

The fist fact that needs to be recognized is that a number of weight- 

cost relationships exist, even within a single subclass of Standard Mail A. 

For example, the Postal Service updated a study on shipping costs avoided 

from dropshipment in LR-H-111. Transportation costs constitute the bulk of 

1 USPS-LR-H-182. A critique of LR-H-182 follows the presentation of 
the rationale and framework for studying the weight-cost relationship set forth in 
this appendix. 

2 Due to the Postal Service’s lack of a reasonable benchmark for weight- 
related costs, Section IV of my testimony, which analyzes the Postal Service’s 
proposed rates for nonletters, was forced to use a parametric approach that spanned 
a wide range of possible pound costs. 
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shipping costs avoided, with mail handling costs for activities such as cross- 

docking making up the remainder. Costs avoided are estimated on a per- 

pound basis. The Postal Service itself has identified four different 

weight-cost relationships for mail: 

l one where there is no destination entry; 

0 a second where mail is entered at DBMCs; 

0 a third for mail entered at DSCFs; and 

. a fourth for mail entered at DDUs. 

Each weight cost relationship depends upon the point of entry into the Postal 

network. 

Further, LR-H-111 uses an average density for all mail, even though 

the cost driver for transportation is density, not weight. In fact, the cost 

driver for certain mail handling costs, such as cross-docking, may also be 

density, not weight. Furthermore, the different rate categories within 

Standard Mail A have different densities. 

Using density of the different existing and proposed rate categories 

within Standard Mail A, it would appear to be a reasonably straightforward 

exercise recomputing separate costs avoided for letters, flats and parcels. 

This would result in 12 different possible discounts for costs avoided: 

(including “no destination entry,” where no costs are avoided), and 12 

different weightsost relationships. 
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With so many different weight-cost relationships, it becomes necessary 

to address the following questions: 

. For what purpose is empirical data on the various weight-cost 
relationships desired? and 

. Which weight-cost relationship(s) best fit(s) the stated purpose? 

If the purpose is to establish top down rates, the weight-cost 

relationship for mail which is not entered at a destinating facility would 

appear to be the most appropriate. Weight-based discounts, which 

presumably make the correct adjustment for costs avoided (especially if 

adjusted for differences in density), may then be calculated for destination 

entry. Alternatively, to develop rates from the bottom up, the weight-cost 

relationship for mail entered at DDUs would appear to be the most 

appropriate. Weight-based costs for non-destination entry (i.e., shipping 

costs) could then be added to this benchmark. 

To conclude, LR-H- 111, the Postal Service’s study of dropship costs 

avoided identif%es one important consideration influencing the effect of 

weight on cost: the degree to which the weight-cost relationship differs 

depending upon the entry point into the postal network. 

Further Complications 

Within the preceding framework, which ignores handling costs within 

P&DCs, one can use the weight-cost relationship, exclusive of transportation 
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costs incurred or avoided, to develop either bottom up or top down rates. 

Starting with the applicable weight-cost relationship, then adding or 

subtracting transportation costs as appropriate, will produce the same result. 

‘l’he actual situation may be more complex, however. Let us examine two 

contrasting possibilities: 

. A large nationwide mailing presorted to carrier route and 
entered at a single non-de&mating facility without any 
dropship; and 

. A large nationwide mailing in Basic presort condition, entered 
at a single non-de&rating facility without any dropship. 

The carrier route mailing presumably will receive little or nothing 

more than transportation and cross-docking until it reaches the DDU. Aside 

from transportation costs, the only other weight-related costs will be those 

incurred in the DDU and the subsequent delivery function. In other words, 

this mailing appears to fit within the framework discussed above; i.e., no 

consideration needs to be given to handling costs within intermediate 

facilities. 

The Basic presort mailing, however, will be processed within one or 

more P&DCs before it arrives at the DDU. With respect to this mailing, 

additional questions must be answered: 

. What weight-related handling costs (if any) are incurred by mail 
that is taken from the loading dock into the facility, processed, 
then returned to the loading dock? 

. Do presort cost differences, all of which are currently estimated 
solely on a per-piece basis, correctly reflect all cost differences, 
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or are only some of those costs piece-related, while other costs 
are related more to weight or density? 

The Postal Service incurs substantial mail processing costs within its 

P&DCs. Although a significant portion of those costs are undoubtedly piece- 

related, some may vary with weight or density. For any given class or type of 

mail (e.g., letters or flats) with homogeneous density, weight can be a proxy 

for cube because the two change in tandem. For a simple illustration, 

consider a bulk mailing of 1,600,OOO identical letters or flats. If the mailpiece 

weighs 0.5 ounces, total weight will be 50,000 pounds -which is slightly 

more than the capacity of a 40’ trailer. If the mailpieces weigh 1.0 ounce, 

total weight will equal 100,000 pounds (more than two trailer loads). A 2- 

ounce mailpiece would total 200,000 pounds. The density (pounds per cubic 

foot) of letters and flats may differ, but for a given type of mail, this example 

illustrates how weight and cube change in tandem. 

How do weight and cube affect mail handling costs? More trailer loads 

of mail will, in general, mean more containers of every type: letter trays, 

sacks, OTRs, pallets, etc. Each container that enters a P&DC will have to be 

moved through the different mail processing operations. After use, the 

empty containers will have to be moved. It thus seems likely that where the 

Postal Service processes mailpieces, weight does affect cost, over and above 

those costs related solely to shipping/dropshipment. 
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In hex direct testimony, witness Mayes explains how cube affects costs 

within a mail pxecessing plant:’ 

Other sreas in which cube plays an important role in cost 
incuxxence become apparent when one considers the mail 
processing flow models such as those developed by Postal 
Services witnesses Cxum (USPS-T-28) and Daniel (USPS-T-29). 
In such models, the Postal Sexvice attempts to measure costs fox 
mail processing activities, including dumping containers or 
sacks, ox crossdocking containers. The cost associated with a 
particular dumping ox crossdocking activity is the same no 
matter how many pieces axe in the container being dumped ox 
crossdocked. This cost is usually assigned on a per-piece basis. 
But the cost per piece associated with the dumping ox 
crossdocking activity varies with the number of pieces in 
the container at the time it is dumped or moved, and the 
number of pieces in the container depends on the cube of 
the pieces. Therefore, the number of pieces contained therein 
will necessarily be lower as the average cube of the pieces 
increases. Even in the abSence of explicit cost analysis in other 
areas, such as delivery costs, the Postal Sexvice submits that 
cube is, in fact, an important cost driver fox Parcel Post. 
(emphasis added) 

Although witness Mayes’ principal concern is with parcel post, hex 

cogent observations apply with equal force to letters ox flats, (e.g., 1.6 million 

2-ounce letters will occupy many more trays than an equal number of 0.5- 

ounce letters). 

s USPS-T-37, pp. 13-14. 
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The situation is not entirely straightforward, however. With respect to 

mail processing costs, witness McGxane distinguishes between distribution 

and non-distribution activities.” He states that: 

[c]osts fox non-distribution labor activities axe generally in 
proportion to the number of items ox containers that axe 
handled in a paxticulax opexation...these costs [do not 
necessarily] vaxy proportionally with mail piece weight... 
because weight can influence the manner in which Standard A 
pieces axe made up, and ultimately handled in non-distribution 
activities.” 

Witness McGxane further states that computer simulation has not 

been entirely successful in isolating and estimating weight-related costs. 

Problems of LR-H-182 

A common thread running through the Postal Service’s IOCS-based 

weight-cost studies is the almost complete lack of a theoretical foundation 

concerning (i) how weight affects cost, (ii) which weight-cost relationship the 

Postal Service is attempting to measure, and (iii) which subset of IOCS 

tallies (if any) can be expected to shed light on the weight-cost relationship 

being measured.’ 

28). 

I Response of witness McGrane to VP-CWNSPSST44-3 (Tr. 1517725. 

6 As noted above, weight and cube may play a highly significant role in 
the number of containers that enter a facility. This affects both the number of 
empty containers that must be handled as well as the number of IOCS tallies for 
“handling empty equipment.” Once containers are empty, however, there is no way 
to know that their numbers were increased because of the weight (or cube) of the 
mail. This is but one problem associated with using IOCS tallies to study the 
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Revised 2/11/98 

As explained above, the Postal Service faces multiple weight-cost 

relationships. Minimal presort mail that is not dropshipped and is entered 

upstream in the postal network will likely incur far more weight-related bulk 

handlings than will, say, saturation mail, whether entered upstream or at a 

destination SCF or DU. Thus, a “global” study that seeks to estimate THE 

weight-cost relationship is fatally flawed from the outset. 

The Postal Service should study the weight-cost relationship for mail 

entered into the postal network at identical points. If lighter-weight pieces 

are entered upstream, and heavier-weight pieces are dropshipped, any study 

that does not control for this factor will be biased, perhaps heavily so. 

Unfortunately, IOCS tallies cannot record where mail is entered into the 

postal network. Hence, a study based on IOCS tallies cannot control for this 

critical element. 

Witness Moeller has observed that a properly-designed study must 

control for variations “in the amount of drop shipping, presortation, average 

haul of non-dropshipped mail, and other factors, all of which could cause 

variations in the unit cost by weight increment.‘@ LR-H-182 did not control 

fox any of these factors. 

weight-cost relationship. 

6 Response of the Postal Service to NAA/USPS-T36-22 (Tr. 15/7714). 
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LR-H-182 also suffers fxom variability due to small sample size, 

especially in the heavier-weight increments. This problem can be illustrated 

from data presented in Tables 1 and 2 of LR-H-182. Those two tables axe 

reproduced here. Table 1 contains data fox all Standard Mail A, and Table 2 

contains data fox flats only. Table 2 purports to show a reliable weight-cost 

relationship fox flats. As a “reality check,” Table 3 was constructed simply by 

subtracting the data in Table 2 from the corresponding data in Table 1. 

Table 3 is thus the “residual,” fox letters and parcels combined. 

Note that the caxriex route volume in Table 3 consists of 15.2 billion pieces, 

and the volume fox “other” consists of 28.1 billion pieces. Inspection of Table 

3 shows that fox caxxiex route mail the results axe obviously absurd. 

. Caxriex route letters and parcels weighing 5, 6, 7, 12 and 13 
ounces have negative unit costs. 

. Carrier route piece letters and parcels weighing 15 and 16 
ounces have unit costs, respectively, of $15.40 and $45.25. 

Fox “other” Standard Mail A the results, while perhaps less absurd, 

appear equally unreliable. The unit costs fox 5-, 6- and ‘I-ounce pieces axe, 

respectively, 21, 45 and 16 cents. The unit costs dance up and down, fox no 

discernable reason, and in no systematic manner. 

Serious weight cannot be given to data fox flats when the “residual” 

produces results such as these. 
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Research Recommendations 

It is recommended that the Postal Sexvice continue its modeling 

efforts, including but not limited to simulation models of the type discussed 

by witness McGxane. In order to naxxow to manageable pxopoxtions the 

scope of research with respect to mail processing costs, it is suggested that 

the Postal Sexvice employ a ‘bottom-up” approach and focus initially on the 

effect of weight on cost of mail after it arrives at DUs.’ Since the CSBCS is 

the only sorting equipment at any DU, that should simplify the problem 

somewhat. 

Once a reasonable understanding of the weight-cost relationship at 

DUs is achieved, in a bottom-up approach the next step would be to study the 

weight (shape) cost relationship of mail arriving at DSCFs. Such a study 

might have two components: (i) mail arriving from BMCs, and (ii) mail 

dxopshipped and entered at the SCF by mailers.8 Such a study would of 

course be limited to and focus on mail not presorted to carrier route; i.e., mail 

that must be taken from the dock into the P&DC sorted, and then returned to 

the dock. 

7 The effect of weight (and shape) on city and rural delivery costs can 
and should be studied separately. 

s These two components would he appropriate only if significant 
differences exist between mail received from BMCs and mail that is dropshipped 
into an SCF. 
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Developing a reasonable estimate of the weight-cost relationship fox 

just the DU and incoming P&DC components of the postal network would 

constitute a sign&ant improvement over the existing situation. 

Recommendations for the Commission 

In view of the substantial uncertainty concerning the effect of weight 

on cost, it is recommended that the Commission adopt a conservative 

approach and accept witness Moeller’s proposed pound rates fox Standard 

Mail A. The Commission should also either initiate ox request that the 

Postal Sexvice initiate a study of the respective shape-based weight-cost 

relationships fox mail receiving no dxopshipment and/ox fox mail dropshipped 

to DDUs. 
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Weight Attributable Mail unit cost AtMutable Mall UnitCost 
Inc. (oz.) Costs (000) Volume (000) (cenb) Costs (000) Volume (000) (cards.) 

1 
2 
3 
4 
5 
6 
7 
8 
9 
IO 
11 
12 
13 
14 
15 
16 

708.270 11,864,976 
386,172 6,610,447 
310,369 6,100,686 
215,977 3,024.681 
120,104 2,352,129 
62,508 1,145,220 
29,064 495,384 
16,047 176,959 
10,646 137.224 
6,992 70,751 
3,727 39,292 
1,939 21,572 
2,239 33,805 
1,710 13,118 
1,731 12,681 
1,946 10,735 

1.959.439 32,137,662 

6.6 2,285,006 19,989,675 11.5 
5.6 959,157 0,310,370 11.5 
5.1 545,665 4.143.309 13.2 
7.1 521,302 3.025,509 17.2 
5.1 195,698 1.615,153 12.1 
5.5 151,920 904,275 16.8 
5.9 76,972 546,745 14.1 
9.1 04,202 370,421 22.8 
7.0 46,548 255,938 18.2 
9.9 48,357 201,637 24.0 
9.5 39,991 165,235 24.2 
9.0 50,452 168,569 29.9 
6.6 41,204 154,530 26.7 
13.0 42,003 127,321 33.0 
13.7 25,253 62,867 40.2 
18.1 21,044 37,420 56.2 

Table D-l 

N 1996 Volume Variable Unit Costby Weight Increment 
Standard ASulkMail 

CarrierRoute Other 

6.1 5,134.054 39.978,176 12.8 

Source: LR-H-182,Table I. 
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Weight 
Inc. (oz.) 

Attributable Mail unit cost 
Cosk(OO0) Volume (000) (cenk) 

Attrtbtible Mail UnlCost 
Cosk(OO0) Volume(000) (cents) 

1 163,993 1,940,793 6.4 293,227 999,913 29.3 
2 232,231 3,492,117 6.7 466,694 2.270,219 21.5 
3 236,264 4,393.666 5.4 302.206 2,316,990 16.5 
4 193,505 2,609,668 7.4 443,034 2.540,075 17.4 
5 124,110 2,315,073 5.4 163,001 1,554,744 11.6 
6 64,407 1.139,465 5.7 123,629 641,942 14.7 
7 30,305 493.064 6.1 59,255 436,500 13.6 
0 15,764 175.941 9.0 56,042 291,739 19.2 
9 10,264 136,640 7.5 31,649 203,096 15.6 
IO 6,574 70,577 9.3 27,463 142,366 19.3 
11 3,491 39,111 6.9 17,194 76,470 21.9 
12 2,003 21,399 9.4 15,622 62,529 25.0 
13 2,341 33,746 6.9 12,345 56,655 21.0 
14 1,510 13,020 11.6 11,530 41,671 27.5 
15 1,069 12,636 6.5 6,301 36,541 22.7 
16 1.564 10,727 14.6 7,940 24,172 32.6 

Table D-2 

FY 1996 Volume Variable Unit Cost byweight Increment 
Standard A Bulk Mail- Flak 

CanierRoute 

1,091.415 16,696.093 6.5 2.161.215 11.900,045 16.2 

other 

Source: LR-H-162,Table 2. 
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Weight 
Inc. (oz.) 

Attributable Mail Unit Cost 
Cosk (000) Volume (000) (cents) 

Akibutable Mail Unit Cost 
Costs (000) Volume (000) (cents) 

1 624,277 9.944,183 6.3 1,991,761 l&868,962 10.5 
2 153,941 3.126,330 4.9 470,463 6,040,151 7.0 
3 72.105 1,706,622 4.2 163,377 1,626,319 6.9 
4 22.472 415,013 5.4 76,266 405,434 16.1 
5 4,006 37,056 -10.8. 12,697 60,409 21.0 
6 -1,899 5,735 -33.1 26,291 62,333 45.4 
7 -1,241 2,300 -54.0 17,717 110,245 16.1 
6 263 1,018 27.8 26.240 70,662 35.9 
9 362 376 101.6 14,899 52,642 26.2 
10 416 174 240.2 20,694 59,249 35.3 
11 236 181 130.4 22,797 66,765 26.3 
12 -64 173 -37.0 34,630 106,040 32.6 
13 -102 59 -172.9 26,659 95,675 30.2 
14 200 96 204.1 30,473 65,450 35.7 
15 662 43 1539.5 16,952 26,326 64.4 
16 362 6 4525.0 13,104 13,246 96.9 

Table D-3 

Fy 1996 Volume Variable Unit Cost by Weight Increment 
Standard A Bulk Mail - Non-Flak (Letters and Parcels) 

Carrier Route 

666,026 15,239,569 5.7 2,973.642 28.076,131 10.6 

Other 

Source: Table 1 minus corresponding entry in Table 2. 

D-l 4 
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CHAIRMAN GLEIMAN: Dr. Haldi, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, they would, Mr. Chairman. 

CHAIRMAN GLEIMAN: That being the case, I'm going 

to provide two copies of the designated written 

cross-examination of this witness to the reporter, and 

direct that it be accepted into evidence and transcribed 

into the record at this point. 

[Designation of Written 

Cross-Examination of Dr. John 

Haldi, VP/CW-T-1, was received into 

evidence and transcribed into the 

record. 1 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1250 I Street, N.W., Suite 300 
Washington, D.C. 20005 

(202) 842-0034 
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Postal Rate and Fee Changes, 1997 Docket No. R97-1 
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OF VAL-PAK DIRECT MARKETING SERVICES, VAL-PAK 

DEALERS ASSOCIATION, AND CAROL WRIGHT 
WITNESS JOHN HALDI 
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m 

Advo. Inc. 

lnterrooatories 
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Maharet P. Crenshaw 
Secretary 
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Response of Dr. John HaIdi to AAPSIVP-CW-Tl-1 
Page 1 of 1 

AAPSNP-CW-Tl-1. At page 33, line 18, through page 34, line 2, you testify that because 
there are substantial alternatives available to standard A ECR MAIL, the Postal Reorganization 
Act would support a lower cost coverage. 

(a) Would it therefore also be your opinion that where there are few alternatives, or no 
alternatives, this rate standard would support a higher cost coverage? 

(b) Please identify the most important authorities that support your interpretation of Section 
3’=@)(5). 

Resoonse: 

(a)-(b) Actually, the footnote at the end of the sentence of my testimony cited in your question 

refers to witness O’Hara’s testimony (USPS-T-30) as citing Section 3622(b)(S) as 

supporting a lower cost coverage for Standard A ECR. As I now review witness 

O’Hara’s testimony, I see that his application of Criterion 5 was more ambiguous than I 

recalled when I prepared my testimony, i.e, he does not specifically cite Criterion 5 as 

supporting a lower cost coverage. Instead, he states that “most ofthe factors considered 

above would indicate a cost coverage lower than that actually proposed.” However, I 

also testify that “[hIis analysis of the noncost criteria echoed witness Moeller’s analysis in 

Docket No. MC951.” Witness Moeller stated that: 

The availability of alternatives (criterion 5) would argue for 
a lower cost coverage since carrier route mail, by virtue of its high- 
density component, has more options than other mail in the 
Standard class. Alternate delivery systems and newspaper inserts 
offer similar means of distribution. Other local media are also 
available as alternatives to mail. [Docket No. MC951, USPS-T- 
lR, p. 7. II. 21-25.1 

,*,--n., : 
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Response of Dr. John Haldi to AAPYVP-CW-Tl-2 
Page 1 of 2 

AAPSNPICW-TI-2. Given your testimony at page 16 that the Postal Service has “failed to 
present any reliable evidence” on the issue of which ECR costs are pound-related and which are 
piece-related, and your testimony at page 52 that the weight-cost relationship “is not know with 
my degree of certainty,” please explain in greater detail why you have decided to “adopt the 
Postal Service’s proposed rate of SO.53 per pound” rather than adopting the pound rate last 
approved by the Postal Rate Commission. In this answer, please explain how it is “conservative,” 
as you state at page D-l 1, to adopt Witness Moller’s [sic] proposed pound rates rather than those 
Iast approved by the Commission. 

Bcsoonse: 

At page 17 of my testimony, I describe the assumption in yy Case I as representing 

“moderately high” weight-related costs, and the assumption in my Case II as representing 

“moderately low” weight-related costs. My recommendation that the Commission adopt 

“moderately high” weight-related costs, as opposed to “moderately low” weight-relared.costs is. 

in my opinion, a conservative recommendation. That is the short answer to your question. There 

is more, however, as explained below. 

A strength of the bottom-up cost analysis developed in my testimony is that it enables 

various things to be seen and examined in a different light, including the issue of the impact of 

weight on cost. Note that my methodology does not redistribute costs between letters and 

nonletters; i.e., the total cost of nonletters remains fixed. Consequently, increasing the portion of 

cost assigned to weight will decrease the per-piece cost of nonletters - and vice versa-but will 

not affect the unit cost of letters. With this in mind, compare the unit cost in Table A-13, (letters), 

Table A-18 (nonletters, Case I), and Table A-24 (nonletters, Case II). To take one example, the 

unit costs of saturation letters and piece-rated nonletters (without contingency), DDU entry, are 

as follows: 
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Response of Dr. John Haldi to AAPSIVP-CW-Tl-2 
Page2of2 

Letters 3.4876 
Nonletters 

case1 3.0065 
CaseII 3.6266 

The same comparison of unit costs for saturation mail with “no destination entry” is as follows: 

Letters 
Nonletters 

Case I 
Case II 

4.2003 

4.1696 
4.7897 

As the above comparisons show, the “moderately high” assumption for weight-related 

cost in Case I reduces the unit cost of saturation nonletters below the unit cost of letters, 

regardless of entry point. Since letters everywhere cost less to handle than nonletters, this result 

is already hard to swallow. Using even higher pound rates, such as those last approved by the 

Commission, would cause a further reduction in the unit cost of nonletters below the 

corresponding cost of letters In light of these considerations, I consider witness Moeller’s 

recommended pound rate to be conservative, 
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Response of Dr. John Haldi to MOAANPICW-Tl-1 
Page 1 of 1 

MOAAIVPICW-TI-1. 

Please provide all workpapers, including machine-readable spreadsheets (with 
any formulas and source references), supporIing the tables found in your 
testimony and Appendices A-D. 

Reswnse: 

The requested information has been provided to counsel for MOAA. Ermta will be 

filed shortly and revised information provided at that time. 
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Response of Dr. John Haldi to MOAAIVPICW-Tl-2 
Page 1 of 1 

MOAAIVPICW-TI-2. 

Please confirm that the Enhanced Carrier Route (‘ECR”) tates found in your 
Table 6 reflect the rates that you are proposing on behalf of VPXW in Docket 
R97-1. If confirmed, please provide sources and calculations of your proposed 
rates found in Table 6. If not confirmed, please provide the rates for ECR that 
you are proposing as well as sources and calculations supporting~your proposed 
ECR rates. 

Confirmed that Table 6 reflects rates proposed originally on behalf of VP/CW in 

Docket No. R97-1. For the derivation of proposed rates, see Appendix C, especially 

Tables C-3 and C-10, and the tables antecedent thereto. Certain rates are being 

revised; see Table 6 (revised 2/-/98) and Table C-3 (revised 2/-/98). 
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Response of Dr. John Haldi to MOAAIVPICW-Tl-3 
Page 1 of 1 

MOAANPICW-Tl-3. 

Please confirm that the volume variable unit costs found in Table 1 of your 
testimony reflect estimated costs for Standard (A) ECR letters that are 
applicable to the rates that you have proposed in Table 6 of your testimony. If 
you cannot confirm, please provide the volume variable unit costs applicable to 
the rates that you have proposed in Table 6 of your testimony. 

Confirmed that Table 1 contains volume variable unit costs that reflect estimated unit 

costs of Standard A ECR letters. However, set errata containing Table 1 (revised 

2/-/98). 
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Response of Dr. John Haldi to MOAAIVPICW-Tl-4 
Page I of 1 

MOAAIVPICW-TI-4. 

Please confirm that the margins shown in Table 7 of your testimony are 
developed by subtracting the volume variable cost in Table 1 of your testimony 
from the rates in Table 6 of your testimony. If not confirmed, please provide 
the sources and calculations of the margins shown in Table 7 of your testimony. 

Confirmed, but see Table 7 (revised Z/-/98). 



15177 

Response of Dr. John Haldi to MOAAIVPICW-Tl-5 
Page 1 of 1 

MOAAIVPICW-Tl-5. 

Please refer to pages 11 and 41 of your testimony. Please list the subclasses 
other than Priority Mail where you believe that the USPS utilizes “Bottom-Up” 
and “Target Mark-up” procedures in setting rates. 

I have not subjected the rate design procedure for all other subclasses to careful study, 

but I suspect that the procedure for designing rates for Express Mail is generally similar 

to that for Priority Mail. These are the only two subclasses for which I can state with 

reasonable confidence that the Postal Service uses “bottom-up” procedures for setting 

r&es in each cell of the rate structure. I have not studied the rate design for BPM or 

Parcel Post, but they could be potential candidates as well. 
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Response of Dr. John Haldi to MOAAIVPICW-Tl-6 
Page 1 of 1 

MOAAIVPICW-Tl-6. 

Please confirm that in developing the aggregate revenues generated by your rate 
proposal, you have not considered the impact on ECR volumes caused by your 
rate proposal. If you cannot confirm, please provide all workpapers supporting 
the changes in volume caused by your rate proposal. 

- 

Confirmed. Since my rates were designed to produce the same aggregate revenues as 

the rates proposed by the Postal Service, my analysis assumes that aggregate ECR 

volumes would not change. 
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Response of Dr. John Haldi to MOAAIVPICW-TI-7 
Page I of I 

MOAAIVPICW-Tl-7, 
Please refer to Table A-6 of your testimony. 

(a) Please confirm that the source of the test year after rate volumes 
is USPS Witness Moeller (USPS-T-36) workpaper 1, page 20. If 
you cannot confirm, please provide the source of the volumes. 

@I Please confirm that you utilized the following volumes for ECR 
letters from Witness Moeller’s testimony. 

Volu~ 

1. Total 392,986,OOO 3,086,387,000 
2. BMC 38,040,OOO 211,268,OOO 
3. SCF 248,831,OOO 2,029,472,000 
4. DDU 470.85 I .QQQ 

5. No destination entry r’ 40,077,000 374,778,OOO 

r’ Line 1 minus (Line 2 + Line 3 + Line 4) 

If you cannot confirm, please provide the correct volumes. 

Reswnse: 

(4 Confirmed. 

0) Confirmed, except that the saturation mail with no destination entry is 

374,796,oO pieces, rather than the 374,778,OOO pieces shown in your chart. 

See errata containing Table A-6 (revised 2/-/98). 
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Response of Dr. John Haldi to MOAAIVPICW-Tl-8 
Page 1 of 1 

MOAAIVPICW-Tl-8. 
Please refer to Table A-10 of your testimony. 

(a) Please confirm that the unit shipping costs for high-density mail 
with no destination entry is based on a volume of 106,048,962 
pieces. If you cannot confirm, please provide the correct volume 
as well as the sources and calculations supporting the volumes. 

@) Please confirm that the unit shipping costs for saturation mail 
with no destination entry are based on a volume of 845,176,149 
pieces. If you cannot contirm, please provide the correct volume 
as well as the sources and calculations supporting the volumes. 

(a) Confirmed for the testimony as tiled. However, see errata filed 2/-/98. The 

volume for high density mail with no destination entry changes to 40,077.CKKJ 

pieces, but the unit cost in Table A-10 does not change. 

@I The volume for saturation mail with no destination entry changes to 

374,796,ONl pieces, but the unit cost in Table A-10 does not change. By way 

of explanation, the revised (reduced) volume datum in Table A-6 reduces the 

computed weight in Table A-7, as noted in MOAAIVPICW-Tl-7, and the 

computed total shipping cost in Table A-9, which leaves the unit cost 



15181 

Response of Dr. John Haldi to MOAAIVPICW-Tl-IO 
Page I of 1 

MOAAIVPICW-Tl-10. 
Please refer to page 18 and 19 of your testimony. Please provide a detailed 
explanation of the derivation of the calculations of 11.91 cents per pound, 0.54 
cents per pound and 26.50 cents per pound. 

Reswnse: 

00 For the computation of 11.91 cents per pound, see Table A-15. The datum on 

the first row, $465,380 (thousand), is computed by multiplying total volume 

from Table A-6 (19,973,382,000 pieces) by 2.33 cents. The dollars per pound, 

$0.1191 on row 3, is the result.of dividing $465,380 (thousand) by the total 

weight, shown on row 2. 

@I The computation of 0.54 cents per pound is shown in Table A-17. The 

adjustment necessary to conform the computed cost of nonletters with CRA 

costs ($21,044 thousand) is divided by the total weight of nonletters, 

3,892,997,622 pounds (from Table A-7). 

(cl The figure of 26.50 cents per pound for mail with no destination entry is the 

result of adding 12.57 cents (the contingency-adjusted cost for DDU entry) and 

13.93 cents. This latter number is the shipping cost for destination entry (13.79 

cents per pound, as shown in Table A-8), times the contingency factor (1 .Ol). 
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Response of Dr. John HaIdi to MOAAIVPICW-Tl-1 I 
Page 1 of 1 

MOAAIVPICW-Tl-11. 
Please refer to Table A-5 of your testimony. Please confirm that the pounds per 
piece for automation letters entered at the BMC, SCF and DDU is not known. 
If you cannot confirm, please provide the average pounds per piece for 
automation letters entered at the BMC, SCF, and DDU, as well as the sources 
and calculations supporting your values. 

The Postal Service does not provide any data that would enable the computation of 

pounds per piece for automation letters entered at BMC, SCF and DDU. For TYAR, 

witness Moeller provides the volume (pieces) of automation letters by destination entry 

(see LR-H-202). These volumes are shown in my Table A-6. In computing my Table 

A-7, I have assumed that these letters have the same average weight as Basic Presort 

letters Fable A-5) for each corresponding destination entry point. 
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Response of Dr. John Haldi to MOAAIVPICW-Tl-12 
Page 1 of 1 

MOAAM’ICW-Tl-12. 
On page C-3 in Appendix C of your testimony, you state that the rates “developed 
for BMC dropship were rounded” in part D of Table C-2. 

a. Please confirm that the “Initial Target Rates” shown in Part C of Table C-2 
for no destination entry, SCF and DDU are not utilized in the development 
ofyour proposed rates for letters. If you cannot cotirm, please explain 
how the “Initial Target Rates” in Part C of Table C-2 impact your 
proposed rates. 

b. Please explain why the constructed BMC rates were chosen as the base 
rates from which the differentials were applied as opposed to the no 
destination entry, SCF or DDU rates. 

ResDonse: 

(a) Confirmed 

@I The decision was essentially arbitrary, and the constructed rates for another 

destination entry point could have been selected for the base rates. The goal was 

to select base rates that would minimize the necessary adjustment factor that is 

computed in Table C-3 
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Response of Dr. John Haldi to MOAAIVPICW-Tl-13 
Page 1 of 1 

MOAAA’PICW-Tl-13. 
Please provide sources and all workpapers supporting the following values found 
in Table C-IO of your testimony: 

a. Basic rate of $0.167 per piece: 

b. Presort discount for high density mail of $0.017 per piece; and, 

C. Presort discount for saturation mail of $0.012 per piece 

Resoonse: 

(4 The Basic rate for nonletters with no destination entry was constrained. or 

“capped,” at $0.167 per piece, for reasons discussed in my testimony; see 

page 52, lines S-15. 

0~) and (4 Because the Basic rate was constrained, the presort discounts also had to 

be constrained; see my testimony, page 52, lines 15-19. The percentage 

passthroughs ofthe cost differences between (i) Basic-High Density and 

(ii) High-Density-Saturation were reduced equally, to 60 percent. The cost 

differences can be computed from the unit costs shown in Table C-8. For 

example, in the No Destination Entry column, the cost difference for Basic- 

High Density is $0.0283. Similarly, the cost difference for High Density- 

Saturation is $0.0195. Sixty percent of each respective figure (rounded), is 

$0.017 and $0.012, respectively. 
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Response of Dr. John Haldi to NAA/VP/CW-Tl-1 
Pagelof2 

NMIYPICW-Tl-1. 
Please refer to page 6, lines 19-21 of your direct testimony where you state that 
the Postal Service has encouraged VPDMS to delivery point barcode all of its 
mail. 

(4 Why has the Postal Service encouraged VPDMS to delivery point 
batrode its mail? 

@I Is there any advantage to VPDMS in complying with the Postal 
Service’s request to delivery point barcode the mail? If yes, 
please explain the advantage to VPDMS. 

BKWX: 

(4 

@I 

It provides the Postal Service with the option of using automation equipment to 

sort VPDMS letter-shaped mail to carrier route. 

In theory, Val-Pak should get better delivery service by providing the Postal 

Service with the option to sort its mail on automation equipment. If saturation 

letters do not have barcodes, the carrier’s only options are to take them as a 

third bundle or else cast them manually. If the carrier cannot do either (e.g., 

the carrier has a heavy load of preferred mail to sort manually and another third 

bundle which takes precedence), then Standard A may be deferred at the carrier 

case for a limited period. 

In practice, however, events often do not work as they theoretically 

should. By virtue of having barcoded its mail, Val-pak has actually experienced 

extra delay at delivery units which do not have CSBCS equipment. Following 

is a description of the scenario in which this extra delay occurs. The mail is 
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Response of Dr. John Haldi to NAA/VP/CW-77-I 
PageZof2 

entered at the SCF and, because it is saturation mail, is sent on to the DDU 

unopened. After arriving at the DDU, the mail is opened and the mail is found 

to be barcoded (this may occur the Same day it arrives at the DDU or atIer some 

deferral). It is then decided to send the mail back to the P&DC for DPS on 

automation equipment. Since it is Standard A mail, the P&DC may also decide 

to defer it (the P&DC has no way of knowing that it may have spent 2 to 3 days 

in transit to the DDU and back). The mail thus winds up being deferred longer 

and receiving worse service than if it had never been barcoded. 
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Response of Dr. John Haldi to NAAIVPICW-Tl-3 
Page 1 of 1 

NAAA’PICW-TI-3. 
Please refer to Table 4 at page 27. Please confirm that automation letters have: 
the highest margins on a “cents per piece” basis. If you cannot confirm this 
statement, please explain why. 

Confirmed. 

..,,..,. Tri~Pii .i 
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Response of Dr. John HaJdi to NAA/VP/CW-Tl-4 
Page 1 of 1 

NAAIVPICW-Tl-4. 
Please refer to page 34, lines 5-8 and lines 13-17 of your direct testimony. In 
your opinion, does the “relatively high” availabiity of alternatives for Standard 
A ECR mail indicate whether a higher or lower cost coverage than that 
proposed is appropriate? Please explain your response. 

In my opinion, the “relatively high” availability of alternatives for delivery of Standard 

A ECR, considered by itself, would indicate that a cost coverage lower than that 

proposed is appropriate. 
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Response of Dr. John Haldi to NAAIVPICW-TI-5 
Page 1 of 1 

NAAIVF’ICW-Tl-5. 
Please refer to page 47 lines 6-10. Given the higher implicit markup on letters 
compared to nonletters shown in Table 3 at page 25, please explain why you 
designed rates so that “no revenue burden is shifted from letters to nonletters, or 
vice-versa.’ 

My exercise in developing bottom-up costs, margins, and markups had multiple 

purposes. 

The first purpose was to show that the available data enable the computation of 

costs, margins and markups for each rate cell. In my opinion, this is a much more 

straightforward and useful way to evaluate proposed changes in rates. It enables the 

Commission and participants to see clearly the relationships between costs and 

proposed rates. Regardless of whether the Commission adopts my proposed rates for 

Standard A ECR mail, it is my strong desire and hope that the Commission will urge 

the Postal Service to prepare and present bottom-up costs in future dockets. Toward 

that end, I did not want to embroil my proposed bottom-up cost methodology in a 

dispute over the appropriate markup (implicit) on letters and nonletters (sometimes 

referred to as the ‘passthrough” of the letter-flat cost differential). 

Second, I wanted to focus attention on criteria for determining (implicit) 

markups on the different presort and destination entry categories within the context of 

bottom-up rate design; see my testimony, Section V, pp. 37-46. It was felt that 

simultaneously proposing a change in the implicit markup on letters and nonletters 

would unduly complicate this important issue. 
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Response of Dr. John Haldi to NAAIVPICW-Tl-6 
Page 1 of 1 

NAANF’ICW-Tl-6. 

Please confirm that if rates are set on a “bottom up” basis with an equal 
contribution per piece, these rates will equal rates set on a “top down” basis, 
assuming 100 percent pa&rough of all cost savings in the presort and dropship 
discounts. If you cannot confirm this statement, please provide a numeric 
example illustrating the difference in “bottom up” rates and “top down” rates. 

Confirmed, for the assumptions stated above. 
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Response of Dr. John Haldi to NAAIVPICW-Tl-7 
Page 1 of 2 

NAAIVPICW-Tl-7. 
Please refer to Column [ 1] of Table A-l at page A-6. 

(4 

63 

(d) 

W 

(0 

Please confirm that the figures in this column are derived by 
Postal Service Witness Daniel (USPS-T-29) based on the total 
costs for walk-sequenced and non-walk sequenced mail computed 
in Library Reference H-109 (also submitted by the Postal Service 
as Exhibit USPS44A). 

Did you examine the data in Library Reference H-109 to 
determine whether these cost data are reliable? If so, please 
describe your examination and provide the results of any such 
examination. 

Did you examine the data in Library Reference H- 109 to 
determine whether the cost data are applicable to- the test year in 
this rate proceeding? If so, please describe your examination and 
provide the results of any such examination. 

Is it your understanding that the cost data in Library Reference 
H-109 are based on an analysis of the IOCS data for the base 
year? If no, please describe your understanding of the basis for 
the wst data in Library Reference H-109. 

In Appendix D of your testimony you discuss the difficulties 
encountered in using IOCS data to measure the effect of weight 
upon costs. For example, you note the fact that IOCS data do 
not control for other cost causing characteristics (page D-8) and 
you state that the data “suffer” from significant variability due to 
small sample sizes (page D-9). Have you examined the wst data 
in Library Reference H-109 to determine whether these same or 
similar difficulties exist. If yes, please describe your 
examination and provide the results of any such examination. 

If the unit mail processing cost data in Column [l] of Table A- 1 
prove to be inaccurate, unreliable or not relevant for the test 
year, would you recommend that the Commission revise your 
recommended rate schedule? If no, please explain why not. If 
yes, please explain how the Commission should revise your 
recommended rate schedule for Standard A ECR mail. 
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(4 

0) 

(cl 

63 

(e) 

Q-l 

The data are from witness Daniel’s Exhibit USPS-29D, as shown in the notes to my 

Table A-l at page A-6 of my testimony. Library Reference H-109 is among the 

references cited by witness Daniel in Exhibit USPS-29D. Witness Daniel does not. 

provide any reference to specitic pages, tables, columns or rows from which the data in 

Exhibit USPS-29D were derived, and I am not in a position to confirm either her 

specific sources or what she did to derive the data shown in her exhibit. In that 

respect, it would be better to direct your question to witness Daniel. 

No. 

No. 

In order to develop a response to this question, I have reviewed LR-H-109. It 

explicitly states that the analysis is based on IOCS @pies. It does not, however, state 

whether the analysis is based on the complete set of IOCS tallies covering all of Base 

Year 1996, or for tallies from some subperiod of Base Year 1996, or for some other 

period. 

No. 

Should the unit mail processing cost data in Column [l] of Table A-l prove to be 

inaccurate, unreliable or not relevant for the test year, as your question posits, I would 

recommend that the Commission follow the methodology developed in my testimony, 

using the Base Year unit wst data on which it finally decides to rely. 
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NAAIVPICW-Tl-8. 
You note @. D-7, fn. 5) that weight and cube may play a highly 
significant role in the number of containers that enter a facility. 
Is the Postal Service’s wst study of LR-H-182 biased because it 
ignores the relationship between weight/cube and the costs of 
handling empty equipment? If so, does this bias overestimate or 
underestimate the effect of weight on cost? Please explain. 

Rerwnse: 

As your question points out, I have postulated that weight and cube may be significam 

factors with respect to the number of containers that enter a facility. To the extent tha.t 

my premise is correct, then a study that ignores the relationship between weight of mail 

and the costs of handling empty equipment will be biased in the direction of 

understating costs attributed to weight. 
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NAAIVPICW-Tl-9. 
Is the Postal Service’s wst study LR-H-182 biased because it 
does not control for destination entry category (DDU, DSCF, 
DBMC, none)? If so, does this bias overestimate or 
underestimate the effect of weight on cost? Please explain. 

Reswnse: 

As my testimony notes, the Postal Service has documented the relationship between 

weight and costs avoided by virtue of destination entry. For example, mail that is not 

shipped to any destination entry point, is not highly presorted, and therefore must be 

taken into a facility to be processed, may incur weight-related costs. It is precisely 

these wsts that a proper weight-cost study should seek to measure. On the other hand, 

it should also be obvious that mail which is dropshipped directly to a DDU will bypass 

any intermediate handling and certainly will not incur any intermediate weight-related 

costs whatsoever (to the extent that such costs exist). The same is true, to a lesser 

extent, of mail dropshipped to SCFs and BMCs. When tallies of mail dropshipped to 

destination entry points are treated like any other tallies, with no controls, the likely 

result will be to understate the weight-cost relationship - unless, of course, one 

assumes that there are no intermediate handling costs caused by weight and/or cube. 
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NAAIVPICW-Tl-10. 

The Postal Service’s wst study LR-H-182 allocates city carrier 
street time costs among weight increments using pieces, not 
weight. To the extent that city carrier street time costs are 
weight-related, is LR-H-182 is biased? If so, does this bias 
overestimate or underestimate the effect of weight on cost? 
Please explain. 

Reswnse: 

As worded, this question virtually answers itself. To the extent that city carrier street 

time costs are weight-related, a study that totally ignores any possible causal 

relationship and treats all city carrier street time costs as piece-related will obviously be 

biased in the direction of understating weight-related costs. No study can investigate a 

possible weight-cost relationship when, at the outset, any possible relationship is 

assumed out of existence. See testimony of witness Bradstreet, AAPS-T-l, pages 33- 

41, for a discussion of how weight may affect carrier street time costs. 
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NAAIVPICW-Tl-11. 
Approximately 60% of Cost Segment 7 is not attributed. 

(a) Are all of the institutional costs in Cost Segment 7 non-volume-variable? 
If not, please explain how much is volume variable and why. 

0) If all of the volume disappeared from the system, what portion of these: 
Cost Segment 7 institutional wsts would remain? Please explain. 

-: 

(a) 

(b) 

I have not testified about the volume variability of cost segment 7. It is my 

understanding that non-volume variable costs have traditionally been treated as 

institutional wsts in proceedings before the Commission, 

I do not fully comprehend the question. The study in LR-H-182 pertains to the 

effect of weight on bulk mail. If the question is intended to ask what would 

happen if all bulk mail volume disappeared from the system, I would not expect 

any diminution in the institutional costs of Cost Segment 7. Alternatively, if the 

question concerns what would happen if all mail volume - First-Class, 

periodicals, bulk mail, etc. - disappeared entirely, my response to this rather 

extreme hypothetical is that I would expect the Postal Service to fold up its tent 

and ride off into the sunset. 
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USPS/VP-(SW-T&l. 

Please refer to page 12 of your testimony. You state, “In the present docket, the 
cost models for Standard A mail have firrther refined through, for example, explicit 
attention to certain costs which were not modeled previously in Docket No. 
MC951. As a result of the more detailed cost information provided by the Postal 
Setice in Docket No. MC95-I and in this docket, it is now possible for the first 
time to develop bottom up estimates of volume-variable unit wsts for each rate 
cell within the Standard A ECR subclass.” 

a. 

b. 

C. 

d. 

e. 

f. 

Resoonse: 

Is the first sentence of your statement intended to refer to models for 
Standard Regular or Standard EC& or both subclasses? 

If the first sentence is intended to refer to Standard ECR, what costs in 
Standard ECR are presented through models? Please provide citations. 

To what refinements does your statement refer? Please provide citations to 
testimony or analyses. 

What information was lacking that made it impossible, prior to this docket. 
to develop bottom up cost estimates? Please explain. 

Please con&m that, prior to this docket, the Postal Service presented 
separate unit delivery costs for Standard (A) ECR subclass categories, 
including ECR Basic, High Density, and Saturation. 

Please confirm that delivery costs make up the largest share of total volume 
variable ECR estimated costs. If not confirmed, please explain. 

a., b. and c. 

The further refinements refer to certain mail processing costs that were referred to 

in Docket No. MC951 as “non-model wsts.” These refinements were applicable 

to both Standard Regular and Standard ECR, hence my statement could apply to 

both, although my testimony only deals with Standard A ECR mail. 
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Bottom-up unit wst estimates were presented in Docket No. MC951, but the 

bottom-up estimates of mail processing costs contained a significant portion of 

non-model costs, which have now been the subject of testimony by Postal Service 

wst witnesses. 

e. Confirmed. 

f. Confirmed. 
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USPS/VP-CXV-Tl-2. 

Please refer to page 12 of your testimony at lines 11-13. You state that “[blottom 
up costs for Standard A Mail have therefore been developed separately for letters 
and nonletters.” 

a. Does your statement apply only to Standard (A) ECR subclass mail? 
Please explain your Response. 

b. Is your statement intended to convey that the Postal Service has developed 
bottom up costs for Standard A Mail, or that you have developed them for 
Standard A Mail, or both? Please explain your Response. 

Resoonse: 

a. Yes. See my testimony, VPKW-T-l 

b. The statement is intended to apply only to my testimony, and only to Standard A 

ECR Mail. 
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USPS/VP-0%Tl-3. 

Please refer to your testimony at page 13, lines 5-6. You state, “[elach rate ceil is 
thought of, appropriately, as a separate product.” Are you aware of other contetis 
in which the Commission has endorsed the idea within any Standard (A) subclass 
that rate cells within the subclass are separate products? If so, please provide 
citations. 

I am aware of prior occasions when the Commission has directed its attention to specific 

rate categories within a subclass and reduced the size of rate increases for those selected 

rate categories so as to avoid “rate shock.” See, e.g.. the Commission’s actions to avoid 

“unacceptably large” (see e.g., Docket No. MC951, para. 5648) and “unreasonably large” 

(Zu!, para. 5654) rate increases regarding Standard Mail A flats. 
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USPS/VP-CW-TI-4. 

Please refer to your testimony at page 17, footnote 14. Please reconcile the 
statement that the final adjustment for nonletters was treated as weight related, as 
was done with letters, with the statement on page 14, limes 13-14, that the costs 
for letters were adjusted on a per-piece basis. 

Footnote 14 on page 17 was in error. It should have read as follows: 

The small final adjustment to conform to total CRA costs for nonletters is 
treated as weight-related. 

This change was made in the errata filed 2/l 1198. 

I”““-- 
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USPS/VP-CW-Tl-5. 

Please refer to your testimony at page 18, line 7. Please show the derivation of the 
220 percent figure. 

See Table 3, page 25, colur~ indicated as ‘wonletters.” (Coverage = markup + 100 

percent) 

P ‘(““‘-‘-’ 
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Please refer to your testimony at page 18. lines 7-12. You state, “[ulsing witness 
Daniel’s per-piece data for mail processing, delivery, transportation, and other 
costs, the unit cost for a Saturation letter would be 3.8527 cents per piece. 
Shiftiig 2.33 cents of this amount to weight-related cost leaves a piece-related cost 
of 1.5227 cents which, when multiplied by a slightly-reduced coverage of 210 
percent, results in 3.2 cents, which is the same aa witness Moeller’s proposed 
rate.” 

a. Why do you use the cost of saturation letters rather than nonletters when 
determining the shift to weight related costs? 

b. Why did you limit the shift such that the resulting cost coverage was 210 
percent rather than 220 percent? 

a. The purpose of the exercise is to determine the unit cost of nonletters after making 

an arbitrary assumption about weight. That is, the unit cost of saturation 

nonletters was not known and could not be known, until an assumption was made 

concerning how much cost to shift from pieces to weight. The unit cost for letters 

was available, and was therefore used as a benchmark 

b. Mathematically, 210 percent times 1.5227 cents equals 3.2 cents (rounded). 

Perhaps I should have added that 210 percent is close to the coverage of 220 

percent for nonletters that is implicit in witness Moeller’s rate design. 

Alternatively, I might have said that 220 percent, witness Moeller’s implicit 

coverage for nonletters, times 1.5227 cents equals 3.35 cents, which is just slightly 

more than witness Moeller’s proposed rate of 3.2 cents per piece for nonletters 
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above the breakpoint. 

The point that I was endeavoring to make was that shifting 2.33 cents per piece to 

the pound rate gave results that were very much in the ballpark of witness 

Moeller’s rate design, assuming that witness Moeller would apply the same 

markup to weight-related costs, ifthose costs were known with any certainty. 

Note that witness Moeller’s testimony did not address the issue of the extent to 

which weight-related costs were, or ought to be, marked up. 

~ ,: ,......-. 
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USPS/VP-CW-Tl-7. 

Please show the derivation of the 11.9 1 cent figure in line I4 of page 18 of your 
testimony. 

See Appendix A, Table A-l 5, page A-22. 
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USPS/vP-cw-Tl-8. 
Please refer to page 18 lines 14-17. You state, “[t]reating ‘other’ costs as pound- 
related further increases the weight-related cost for mail entered at DDUs,by 
another 0.54 cents per pound, to 12.45 cents per pound.” 

a. What reasons support treating “other” costs as pound-related? 

b. What reasons support treating “other” costs as piece-related? 

BesDonse: 

a. and b. 

The computation of “other” wsts is shown in Table A-17, page A-24. The 

“other” costs are essentially a residual that arises from rounding. These residual 

costs, which arise from the pound-rated adjustment, are pro-rated among piece- 

rated and pound-rated non-letters on the basis ofthe total weight of each 

respective group. For piece-rated pieces, the aggregate amount of this adjustment 

is translated into a per-piece adjustment, as shown in Table A-17. For pound-rated 

pieces (i.e., pieces whose weight exceeds the breakpoint), the adjustment was 

made to the pound rate, as discussed in the text cited in your question. 

As discussed in my testimony, since the Postal Service has again failed to produce 

a reliable study that shows that effect of weight on cost, any decision to treat the 

small residual as pound-related or piece-related is somewhat arbitrary. Since Case 

I was designated as assuming “moderately high” weight-related costs, it was 

decided to allocate the residual on the basis of weight instead of pieces. 
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USPS/VI’-CW-Tld. 

Please refer to your testimony at page 21, tines 12-14. You state, “[mlailers who 
enter mail in only one or two rate cells are more concerned with the coverage 
assigned to the rates which they use, than with the average coverage for the 
subclass as a whole.” In previous rate dockets, have wst coverages been explicitly 
“assigned” to rate categories in Standard (A), as opposed to subclasses in Standard 
(A), either through Postal Service proposed rates or through Commission 
recommended decisions? Please explain your Response:. 

No. Neither the Postal Service nor the Commission explicitly has assigned cost coverages 

to rate categories in Standard A, nor has either even stated the implicit cost coverages for 

most rate categories. Moreover, the top-down procedure has often made it extremely 

difficult to estimate the unit wst, margin and markup or cost coverage that is implicit for 

each rate category. 

In further response to your question, it is worth noting that, while the Postal Service does 

not explicitly address cost coverage for individual rate categories in Standard A, it 

nevertheless invokes the cost coverage criteria in 39 U.S.C. Section 3622(b) to support 

rate proposals that affect only rate categories, not entire subclasses in Standard A. For 

further discussion on this point, see pages 22-23 of my testimony, VP/CW-T-l. 

7”‘“‘-- 
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USPS/VP-CW-Tl-10. 

Please refer to your testimony at page 25, Table 3. Please provide the margins and 
markups for flats and non-flats separately in the Nonletter grouping. 

My testimony wncerning bottom-up costs for Standard A ECR Mail does not develop 

costs for flats and non-flats separately. Consequently, it does not provide the necessary 

basis for computing separate margins and markups for ECR flats and non-flats. 
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USPS/VP-CW-Tl-Il. 
Please refer to your testimony at page 28, lines 8-9. You state, “[s]aturation mail 
is also the ECR mail which is most susceptible to diversion to alternative methods 
of delivery.” 

a. Please describe or provide the facts or other information that you 
considered in drawing this conclusion. 

b. To what types of alternative methods of delivery does your statement 
refer? 

C. How should the Commission evaluate this information in terms of criterion 
3622(b)(4)? Please explain. 

d. How should the Commission evaluate this information in terms of criterion 
3622(b)(5)? Please explain. 

a. Alternate delivery companies need sufficient density in order to cover a route 

economically. As stated by witness Bradstreet (AAPS-T-l, page 5): “By far the 

majority of items delivered by AAPS members would qualify as saturation or near 

saturation Standard A flats.” Also see the testimony of witness Buckel on behalf 

of the Saturation Mail Coalition (SMC-T-I), who states (page 4) that “a number 

[of its members] also distribute a portion of their circulations via private delivery.” 

b. The statement refers to all alternative methods of delivering hard copy advertising 

material, especially to residences, This includes newspaper inserts a.s well as 

alternate delivery companies and firms that distribute their own advertising 

material. 
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C. Criterion 3622 (b)(4) provides for consideration of the effect of rate increases on 

both mailers and private sector competitors ofthe Postal Setvice. The 

Commission needs to examine the effect of proposed rate increases on competitors 

and consider whether proposed rates would constitute unfair competition. Within 

the wntext of a bottom-up approach to developing wsts and rates, unfair 

competition would include imposing a disproportionately high markup and margin 

on sortation and transportation services while charging a comparatively low 

markup and margin on delivery service. The bottom-up approach makes markups 

and margins explicit, as shown in my testimony. By comparing the markup and 

margin on mail that essentially receives only delivery service (e.g., saturation mail 

entered at DDU) with the markup and margin when the mailer buys additional 

sortation and transportation from the Postal Service, one can compare margins and 

markups objectively to determine whether delivery is being priced artificially low. 

d. Criterion 3622 @)(5) considers the availability, at reasonable cost of alternate 

means of sending and receiving letters and other mail matter. In prior cases, this 

criterion has led the Commission to temper rate increases for subclasses of mail 

subject to either a statutory or defacro monopoly. The fact that more alternatives 

are available for ECR mail than other subclasses would indicate that this criterion 

may be of less weight when applied to the ECR subclass than when considered 

with respect to other subclasses 
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USPS/VP-CW-TI-12. 

Please refer to page 35, tines 12-14. You state, “[ilfthe Commission finds itself 
unable to reduce the ECR coverage factor in this docket, a decision with which 1 
would disagree, this makes it all the more important to ensure that the high 
coverage level is shared reasonably by mail within the Subclass.” 

a. 

b. 

What reasons would you offer in favor of a lower ECR cost coverage? 

Does your reference to sharing the “high coverage level” “reasonably” 
intended to be an endorsement of any particular pricing strategy, such as 
equal markups or Ramsey pricing? Please explain your response. 

ResDonse: 

a. See my testimony, page 34. The reasons cited by witness O’Hara. USPS-T-30, 

strike me as compelling. With specific reference to value of service, witness 

O’Hara does not take account of actual delivery performance. Unfortunately, no 

reliable performance data are available for ECR mail. In view of the fact that ECR 

mail enjoys a high degree of mailer preparation (e.g.. is presorted to the carrier’s 

walk sequence or line of travel), and the vast majority of it is dropshipped to 

destinating facilities, one might aforfiori think that such mail receives fairly 

consistent delivery service. It is my impression, however, that delivery can be and 

has been unpredictably inconsistent; thereby reducing the value of service. 

b. Postal rates are now set through a two-step process. First, the criteria contained in 

Section 3622(b) of the Postal Reorganization Act are applied to each subclass to 

determine, for the subclass as a whole, a coverage level and target contribution to 
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institutional ~0% Second, within each subclass specific rates are designed to meet 

the coverage level and target wntribution established in step one. The sentence 

referred to in your question alludes to both steps of the rate-setting process. Let 

me address each, seriatim. 

Fist, with respect to establishing the coverage and target contribution level for 

each subclass, no, I do not endorse rote application of either equal markup or 

Ramsey pricing. It is my lay opinion that the Commission has no alternative but 

to apply all the criteria contained in Section 3622(b) of the Act to each subclass, as, 

it has in each prior rate case. 

With respect to rate design within subclasses, my direct answer to your question 

again is an unequivocal no, I do not endorse any particular pricing strategy such as 

equal markups or Ramsey pricing. The preliminary issue that needs to be 

addressed, in my opinion, is whether the criteria of Section 3622(b) have any 

meaningful application to assessing rates charged to rate categories within 

subclasses. The Commission has repeatedly held that they do not so apply, yet the 

Postal Service and the Commission both have applied the criteria to rate categories 

on an ad hoc basis (see pages 22-23 of my testimony, for examples). At page 46 

of my testimony 1 advocate that the Commission reconsider its position and apply 

all the criteria in section 3622(b) to the rate design within each subclass, 

Should the Commission nevertheless determine that the criteria in section 3622(b) 

are wholly inapplicable to rate design within categories, then the Commission (and 
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the Postal Service) need some other criteria and methodology for determining 

individual rates within subclasses, In this event, I advocate that the Commission 

apply both the target markup and target margin approaches (discussed in my 

testimony at pages 40-43), but remain eclectic and not commit itself to either. In 

each case the Commission should weigh factors that favor each approach, and 

determine an appropriate balance, The underlying factors, such as competitiveness 

of alternate delivery, will evolve and change over time, and they need to be 

reevaluated periodically. In this docket I have proposed what I consider to be an 

appropriate mix for conditions as they exist at this time. 
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USPS/-VP-CW-TI-13. 
Please refer to pages 35-36. You state, “[s]hould the Commission decide to adopt 
the ECR coverage at the 228 percent level proposed by the Postal Service, that 
makes it all the more necessary for the Commission to utilize a bottom up costing 
method which deliberately and thoughtfully sets mark-ups that do not excessively 
burden saturation mail.” Ifthe Commission does not adopt a “bottom up” costing 
approach can it still set rates within the ECR subclass which “deliberately and 
thoughtfUlly” avoid imposing an excessive burden on saturation mail? If so. how? 

Theoretically, the Commission can recommend whatever rates it considers appropriate. 

However, within the methodological framework employed by the Commission, which is 

based on the efficient component pricing theory (and its implicit assumption of complete 

monopoly over delivery service), it may find itself constrained by its own methodology. 

The bottom-up approach does not incorporate any assumption about the degree of 

monopoly enjoyed by the Postal Service in the delivery function, but leaves that issue as an 

open, empirical issue to be analyzed in each rate case as events unfold. Should the Postal 

Service find itself faced with increasing competition for delivery service, it also may find 

that the efficient component pricing methodology is unduly constraining. The efficient 

component pricing methodology rationalizes allowing incumbent monopolists to extract 

maximum economic rent from their monopoly. Should conditions change, however, and 

the efficient component pricing methodology become frozen by precedent, it could turn 

out to be an albatross 
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USPS/VP-CW-Tl-14. 
Please refer to page 39 lines 10-12. You state, “[a]t a minimum, the Commission 
should strive for rates that do not produce grossly inconsistent results between 
different rate categories and cells within subclasses.” 

a. To what does your reference to “inconsistent results” refer? What results 
are inconsistent? 

b. Is your statement intended to imply that you have adopted a particular 
pricing approach, such as equal markups or Ramsey pricing, in the context 
of comparing rates within a subclass? 

C. To what extent are your proposed rates inconsistent as the term is defined 
in subpart (a)? 

d. To what extent are your proposed rates inconsistent with the concept of an 
equal markup pricing theory? 

a. My dictionary defines “inconsistent” as. inter alia, lacking in harmony between the 

different parts or elements; at variance; not consistent in principles; acting at 

variance with professed principles. 

Within the context of the discussion where the above-quoted phrase occurs, an 

example of inconsistent results would involve (i) espousing principles of cost- 

based rates, while (ii) pricing recognized rate categories below cost, and cross- 

subsidizing those rate categories by imposing additional markups on other 

recognized rate categories within the subclass. When cost and rate design is 

viewed from the bottom up, another example of an inconsistent result would be 

(i) a rate design that implicitly c’.arges some recognized rate categories less than 
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volume variable cost for sortation and transportation services provided by the 

Postal Setice, which form the very basis for establishment of the rate categories, 

while (ii) expressing concern that some mailpieces not even recognized as a rate 

category are priced below cost. For fiuther discussion, see my testimony, 

VPKW-T-l, page 53. 

b. No. 

C. None of my rates reflect below-cost pricing of any services offered by the Postal 

Service. 

d. I assume that you are using the term “markup” as defined in my testimony; at page 

24; namely, as the percentage increment over cost. As indicated at page 49 of my 

testimony, my proposed rates embody apercenfuge markup over cost of only IO 

percent, thus they are somewhat removed from an equal markup. Please note that 

my proposed rates are fully consistent with my analysis that (i) the Postal Service 

has some competition for delivery of advertising material, and (ii) it is not faced 

with “perfect competition” for sortation and transportation services, hence it 

enjoys some latitude with respect to the pricing of these services. 
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USPS/VP-CW-Tl-15. 
Please refer to page 52 of your testimony. You state, “It]he presort rate 
differences in Table 6 reflect 60 percent of the presort cost difference; i.e., only 60 
percent of the cost of sortation is passed through in the rates.” Did you intend to 
pass through 60 percent of rhe cost ojsor&rrion, or did you intend to pass through 
60 percent ofpresorf cost dfirenfiaf? Please explain. 

The intent was to set rate diierentials equal to 60 percent of the presort cost differential 

Also see my response to MOAANPICW-Tl-13 
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USPS/VP-Cw-Tl-16. 

Please refer to your testimony at page A-8 Table A-l. Please confirm that 
footnote [l] should refer to Exhibit USPS-29C instead of Exhibit USPS-29D 

Contirmed. 
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USPSNP-CW-Tl-17. 

Please refer to your testimony at page A-8, Table A-l. 

a. 

b. 

Please provide your calculations of “Other” costs in column [4]. 

Please provide citations for each of the inputs used in the calculation of the 
figures in column [4]. 

C. 

d. 

Please explain why you chose to use CRA Aver Rates costs. 

Please explain if you used Before Rates or After Rates piggyback factors. 
If you used Before Rates piggyback factors, please explain why you believe 
it is appropriate to mix these piggyback factors with CRA Mer Rates 
COStS. 

ResDonse: 

a. The unit cost shown under “Other,” 0.45 I9 cents, is the result of dividing 

$129,647 (000) by TYAR volume of 28,686,182 (000). 

b. The TYAR volume is contained in Table A-6, page A-13. We are unable to 1ocar.e 

the work which developed the figure of $129,647 (000) at this time, and will 

supplement this response after we locate it. 

C. First, the intent was to develop after rates unit costs that could be used for rate 

design. Second, to the maximum extent feasible, 1 wanted the testimony to be self- 

contained. The tier rates volume appear in Table A-6, but the before rates 

volume was not needed or used in the preparation of my testimony. 
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d. 

Response of Dr. John HaJdi to USPS/VP-CW-Tl-17 
Page 2 of 2 

We used the same piggy back factors as those used by witness Daniels Exhibit 

USPS-29C, p. 6. Questions relating to those piggyback factors are better directed 

to wintess Daniels. Note that witness Daniels’ footnotes simply refer to LR-H-77, 

without any fbther specification as to where her piggyback factors can be found 

within that rather lengthy document. In LR-H-77, the piggyback factor for ECR 

mail processing cost at p. 41, line 17 is simply referred to at the head ofthe page 

as “Test Year,” with no designation as to whether the piggyback factors shown are 

before or after rates. A similar comment pertains to the city delivery carrier 

piggyback at p. 87, line 17, and the rural carrier piggyback at p. 138. line 17. 
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Response of Dr. John Haldi to USPS/VP-CW-Tl-18 
PagelofI 

USPS/VP-cw-TI-18. 

Please refer page A-10, Table A-3 in your testimony. 

a. Please confirm that the source of the data is USPS LR-H-145. 

b. Please confirm the number of pieces reported for ECR Basic Automation 
letters (336,502,422) in USPS LR-H-145 is already included in the figure 
reported for Basic letters (2,262,380,553). 

C. Please confirm that including the 336,502,422 ECR Basic Automation 
letters in the 2,979,232,871 figure results in double counting. If you 
cannot confirm, please explain why the total number of pieces for Standard 
A Enhanced Carrier Route reported on page A-l 0 of your testimony is 
336502,422 pieces greater that the same total found on page G-2 of USPS 
LR-H-145. 

a. Confirmed. 

b. Confirmed. 

C. Continned. This change does not affect any subsequent computation of costs, 

rates, volumes, or revenues, however. 
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Response of Dr. John Haldi to USPS/VP-CW-Tl-19 
Pagelofl 

USPS/VP-CW-Tl-19. 

Please refer to your testimony page A-l 1, Table A-4. 

a. Please confirm that the source of the data is USPS LR-H-145, 

b. Please confirm the number of pounds reported for ECR Basic Automation 
letters (17,119,401) in USPS LR-H-145 is already included in the figure 
reported for Basic letters (104,880,958). 

C. Please confirm that including the 17.119.401 pounds assigned to Basic 
Automation letters in the 104,880,958 total results in double counting. If 
you cannot confirm, please explain why the total number of pounds for 
Standard A Enhanced Carrier Route reported on page A-l 0 of your 
testimony is 17,119,401 pounds greater than the same total found on page 
G-2 ofUSPS LR-H-145. 

a. Confumed. 

b. Confirmed. 

C. Confirmed. This change does not affect any subsequent computations of costs, 

rates, volumes, or revenues, however. 
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Response of Dr. John Haldi to USPS/VP-CW-Tl-20 
Pagelofl 

USPS/VP-CW-Tl-20. 

Please refer to page A-14, Table A-7 of your testimony. Please explain how you 
calculated costs for automated letters dropshipped to BMC, SCF, and DDU. 
Please give exact citations for each figure used in your calculations, including page 
and column number. 

Table A-7 at page A-14 pertains to weight, not costs. The following answer presumes 

that you intended to inquire how weights shown for automation letters were computed. 

The volumes for automated letters, shown in Table A-6 (page A-13) were multiplied by 

the respective unit weight for Basic letters, shown in Table A-5 (page A-12). For 

example, the weight for BMC letters is equal to 

856,221,OOO pieces (Table A-6) 

~81517181l. Ibs/piece (Table A-5, rounded) 

69,796,722 pounds (Table A-7) 
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Response of Dr. John Haldi to USPS/VP-CW-TI-21 
Page 1 of 2 

USPSNP-CW-Tl-21. 

Please refer to page 11 ofyour testimony. You state that “theoretically it should 
be possible to estimate that the average unit cost either 6om top down or from the 
bottom up.” 

a. Please wnfmn that although it may be theoretically possible to estimate the 
average unit cost from either a top down or a bottom up analysis, it may 
not be realistically possible if every element of wsts was not known. 

b. Please wnfmn CRA does not track the wst of ECR pieces by entry point 
because there are no unique ,dropship endorsements for IOCS to tally. 

Resoonse: 

a. Not confirmed, since the reference is to ESTIMATED average unit cost, as 

opposed to ACTUAL unit cost. In Docket No. MC95-1, the Commission 

estimated average unit costs for Standard A Mail even though the mail processing 

costs contained a significant portion of non-model costs about which very little 

was known. In each rate case, the Postal Setice estimates average unit cost for 

Standard A Mail using such data as are available, plus various estimating 

techniques. I would also note, however, that the results of any estimation are no 

better than the data used. Ifthe data are thin, shaky and unreliable. the resulting 

estimates of unit cost will be no better. Nor does aggregating a number of 

unreliable components to arrive at an estimate for total unit cost necessirily makes 

the aggregate more reliable. That said, it is my opinion that bottom-up costing 

would improve cost estimation for ECR Mail 
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b. 

Response of Dr. John Haldi to USPS/VP-CW-Tl-21 
Page2of2 

Confirmed. The Postal Service uses a model, described in LR-H-111, to estimate 

the wsts avoided by virtue of destination entry. This in one of the various 

estimating techniques referred to in response a. above. 
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Response of Dr. John Haldi to USPS/VP-CW-Tl-22 
Pagelofl 

USPS/VP-CW-Tl-22. 

Please refer to page A-19 Table A-12, and page A-24 Table A-17, of your 
testimony. 

a. Please confirm that, despite the identification of the $491,006 figure on 
page A-19 as a “CRA Aver Rates Total Cost for Letters,” this figure is not 
reported in the CRA or USPS-T-151. 

b. Please confirm that, despite the identification ofthe 1,375,766 figure as 
“TYAR CRA Total for Nonletters,” this figure is not reported in the CRA 
or the USPS-T-l 51. 

C. Please confirm that the sum of the figures in subparts (a) and (b) do not 
equal the total adjusted volume variable wsts of ECR Standard A mail 
reported in USPS-T-151. 

a. Confirmed. This number is computed in Table A-2, page A-9, and reconciled to 

the total volume variable cost for Standard A ECR Mail shown in USPS-T- I51 

b. Confirmed. This number is computed in Table A-2, page A-9, and reconciled to 

the total volume variable cost for Standard A ECR Mail shown in USPS-T- 151 

C. Confirmed. The sum of the figures in subparts (a) and &I). which are shown in my 

Table A-2, exceed the total reported in USPS-T-151 by S57.000, or 0.003 percent, 

which difference was presumed to be due to rounding of unit costs to four 

decimals (in cents). The reference to “CRA” may inadvertently be used as a 

shorthand referen .e to witness Patelunas Exhibit USPS-T-151. 

I) ““’ ‘.‘--. 
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Response of Dr. John Haldi to USPS/VP-CW-Tl-23 
Pagelofl 

USPS/VP-CW-Tl-23. 

If one were to employ a “bottom-up” rate design in the Regular Subclass, would 
the resulting rate for residual shape pieces (that is, pieces which are subject to the 
residual shape surcharge under the Postal Setice’s proposal) be higher or lower 
than the USPS-proposed rates? Do you advocate bottom-up costing and rate 
design in the Regular subclass? 

I have not testified concerning bottom-up costing and rate design in the regular subclass. I 

did not develop bottom-up costs and rates for the Regular Subclass, hence my data do not 

enable or suppon analysis of any rate cell or rate category, within the regular subclass. I 

would only add that the bottom-up approach to rate design does not dictate or require any 

specific result with respect to rates. As one example, any specific rate may be “capped” or 

set to a specific amount, if desired. The bottom-up approach does, however, make 

explicit the relationship between rates and unit costs. 



,-. 
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Response of Dr. John Haldi to USPS/VP-CW-Tl-24 
Pagelofl 

USPSNP-CW-Tl-24. 

Please see your testimony at page 7, lines 1 l-l 4, where you discuss the 
characteristics of VPDMS’ mail. 

a. Is this mail generally tighter than 3.3 ounces? Ifnot, what is the average 
weight per piece? 

b. Is the current rate paid by the 98 percent of VPDMS’ mail described in this 
passage of your testimony 11.5 cents? If not, what rate does this mail pay? 

C. Is the proposed rate for this mail 11.6 cents, an increase of less than 1 
percent? If not, what is the proposed rate and the proposed percentage 
increase7 

a. Yes. 

b. Yes. 

C. Yes. 
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Response of Dr. John Haldi to’USPSIVP-CW-Tl-25 
Page 1 of 1 

USPS/VP-CW-Tl-25. 

On page D-5 of your testimony you state “After use, the empty containers will 
have to be moved”. 

a. Does this statement imply that you believe the costs of removing empty 
equipment should be borne by the classes of mail that cause those 
containers to arrive in the place from which they are being removed? 

b. Do you believe that IOCS observations of equipment when full in a 
particular operation provides a good indication of the classes of mail that 
cause empty equipment to need to be removed from a particular operation? 

- 

a. Yes, to the extent possible 

b. No. 

r 
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CHAIRMAN GLEIMAN: Does any participant have 

additional written cross-examination for Witness Haldi? 

[No response.] 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross-examination. Two parties have requested oral 

cross-examination of this witness, ADVO, Inc., and the Mail 

Order Association of America. 

Does any other party wish to cross-examine? 

[No response.] 

CHAIRMAN GLEIMAN: Mr. McLaughlin? 

MR. MCLAUGHLIN: Mr. Chairman, our intended 

cross-examination dealt with the issues that have been 

covered by Dr. Haldi's errata today, and with those errata 

we have no questions. 

CHAIRMAN GLEIMAN: That brings us to the Mail 

Order Association of America, and unless my eyes deceive me, 

MOAA is a no-show this morning, which I assume means that 

their concerns have been satisfied likewise. 

Any questions from the bench? 

[No response. 1 

CHAIRMAN GLEIMAN: Would you like some time with 

your witness for redirect, Mr. Olson? 

[Laughter.] 

CHAIRMAN GLEIMAN: Well, Dr. Haldi, the 

appearances -- your appearances here seem to be getting 
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shorter -- more frequent, but shorter in duration. I guess 

we get to see you one more time at least in this round. 

In any event, I want to thank you yet again. We 

appreciate your appearance here today and your contributions 

to our record. 

If there's nothing further, you're excused for the 

day, and we will see you next week wearing which hat is 

that? A different one. 

THE WITNESS: I believe the Alliance of Nonprofit 

Mailers in response to POIR 13, Mr. Chairman. 

CHAIRMAN GLEIMAN: Thank you. 

THE WITNESS: Thank you, sir. 

[Witness excused.] 

CHAIRMAN GLEIMAN: That brings us to our last 

witness of the day. I thought for sure we were going to see 

Mr. Volner today. 

MR. WIGGINS: Out of luck again, Mr. Chairman. 

CHAIRMAN GLEIMAN: But I just want you to know 

that it's not that we would prefer to see him to you, it's 

just that there's been a lot of communications with him 

regarding this witness' appearance. 

If you could please identify your witness. 

MR. WIGGINS: The Advertising Mail Marketing 

Association, Mr. Chairman, calls Joseph E. Schick. 

Whereupon, 
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JOSEPH E. SCHICK, 

a witness, was called for examination by counsel for the 

Advertising Mail Marketing Association and, having been 

first duly sworn, was examined and testified as follows: 

CHAIRMAN GLEIMAN: Counsel, if you could proceed 

to introduce his testimony. 

DIRECT EXAMINATION 

32 

BY MR. WIGGINS: 

Q Mr. Schick, you have in front of you a document 

captioned AMMAT-1, Direct Testimony of Joseph E. Schick on 

behalf of the Advertising Mail Marketing Association. Was 

that testimony prepared under your direction? 

A It was. 

Q Do you have any corrections to it? 

A Yes, I do. On page 6, line 16, the letter "al' or 

the word "al' should be inserted between "to" and "level" and 

we should add an "s" to make "approximate" plural. 

Q So that that line would now read "differential to 

a level which closely approximates the current 

differential". 

Is that correct? 

A Correct. 

Q And if you were to testify today on the subjects 

covered by this written testimony, would your testimony 

under oath here be the same? 
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A It would. 

MR. WIGGINS: Mr. Chairman, I'm going to hand to 

the reporter two copies of the testimony that have been 

marked to reflect those corrections, and I ask that they be 

admitted into the record. 

CHAIRMAN GLEIMAN: Are there any objections? 

Hearing none, Mr. Schick's testimony and exhibits 

are received into evidence, and I direct that they be 

transcribed into the record at this point. 

[Direct Testimony and Exhibits of 

Joseph E. Schick, AMMA-T-1, was 

received into evidence and 

transcribed into the record.1 
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TESTIMONY OF JOSEPH E. SCHICK 

Purpose 

My name is Joseph E. Schick. I submit this testimony in support of the proposal 

advanced by the Advertising Mail Marketing Association (“AMMA”) concerning the 

BMC and SCF drop entry discounts for Standard (A) mail. The purpose of my testimony 

is to show why, in the real world, a readjustment that closely approximates the existing 

differential between the SCF drop entry discount and the BMC drop entry discount will 

not only serve the interests of mailers, but also of the Postal Service and all users of the 

postal system. In separate testimony of its economic consultant, the AMMA has shown 

how the readjustment of these two discounts should be carried out,and why, as a matter of 

economic theory, this readjustment is proper. 

Autobiographical Sketch 

I am the Manager of Postal Affairs at Quad/Graphics, Inc. headquartered in West 

Allis, Wisconsin. Quad is one of the largest printing and distribution companies for 

magazines, books, and parcels and for catalogs and other direct mail marketing materials. 

I have over 12 years of experience in postal affairs, and have been employed in my 

present position since 1990. I have served on numerous Mailer Technical Advisory 

Committee and informal industry working groups. I am presently Industry Vice-Chair of 

23 MTAC. 
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Why the BMClSCF Discount Differential is Important in the Real World 

Simply put, the differential in the discounts offered for BMC and SCF drop entry 

strongly influences the decision whether it is worthwhile for mailers to drop enter at 

destination SCFs, or whether they should simply enter their mailings at the BMC. The 

“BMC/SCF discount differential” is the difference between the BMC destination entry 

and the SCF entry discount. For example, at current rates, Standard (A) automation 

letters presorted to the three digit level and drop entered at a destination BMC pays 16.2 

cents per piece, whereas the same mail drop entered at a destination SCF pays a rate of 

15.7 cents per piece. Thus, the BMClSCF differential is .5 cents at current rates. This .5 

cent differential between the BMC and SCF discounts is preserved throughout the rate 

schedule for both Regular and ECR Standard (A) mail. 

The rates proposed in this case, however, result in a change in the BMC/SCF 

differential. Using the same example as before, the proposed rate for automation letters 

sorted to the three digit level and entered at a destination BMC is 16.3 cents per piece, 

whereas the same mail entered at a destination SCF is 16.0 cents. Thus, under the 

proposed rates, the BMCYSCF discount differential would decrease from .5 to .3 cents, 

and this differential, too, is preserved throughout the schedule. 

On its face, the change in the differential between the two discounts may seem 

small, only 2/10 of a cent, However, in the real world, direct mail marketers and mail 

service providers measure costs and cost savings on the total size of a mailing. The 

adjustment from a .5 to a .3 cent differential translates to $2 per thousand. Thus, on a 

moderately sized mailing of one million pieces, the savings that a mailer could realize by 

entering its mail at a destination SCF rather than entering the same mailing at a BMC is 

-2- 
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1 reduced, under the proposed rates, by $2,000, per mailing. The change in the BMC/SCF 

2 drop entry discount differential proposed here is significant in dollar terms. 

3 That change will influence the behavior of direct mail marketers. The Rate 

4 Commission, understandably, and the Postal Service (somewhat less understandably) 

5 tend to think of price signals that influence the behavior of mailers only in terms of 

6 postage rates. However, to mail service providers and their direct marketing clients, it is 

7 the total cost of the job that counts. The total of the job includes not just postage but also 

8 the cost of preparing and, in the case of drop entry, transporting the mail to qualify for a 

9 particular discount. Drop entry at a destination SCF is more complex both in terms of 

10 basic transportation costs (including labor, stop-off charges and the like) and logistics 

11 (including scheduling and coordination of arrivals with SCF managers) than drop entry at 

12 a destination BMC. As a result, as a general proposition, it is more costly to drop enter at 

13 a destination SCF than the corresponding destination BMC. 

14 At each step in the mail preparation process, mailers have a range of choices. The 

15 decision whether to drop enter mail at a destination SCF rather than the corresponding 

16 BMC is significantly determined by the extent to which the additional transportation cost 

17 is offset by a lower postal bill. Plainly, mailers that find it economically attractive to 

18 drop enter at destination SCF facilities will generally also accomplish an economic 

19 advantage at BMCs because the cost of transportation of the mail to the BMC is, in 

20 general, less than the cost of transportation to the destination SCF. 

21 Thus, drop entry mailers must -- every time postage rates change -- ask 

22 themselves the following question: Is it still worthwhile, in terms of reduced postage, to 

23 bear the additional cost of transporting mail to destination SCFs? The change in the 

-3- 
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BMUSCF discount differential resulting from the rates proposed by the Postal Service 

will have an impact on the answer to that question: under the proposed rates, it is simply 

worth less -- by $2.00 per thousand -- to drop enter at a SCF than it is at current rates.’ 

Some mailers will, unquestionably, decide that SCF destination entry is no longer 

worth it and will shift their entry points to the destination BMC. Other mailers, faced 

with an overall increase in postage cost and a reduced incentive to drop enter to the 

destination SCF, will nonetheless continue to drop enter principally for the non-monetary 

reasons I describe below. But, neither these mailers nor the printing and distribution 

companies that serve them can afford to simply ignore the price signal that the Postal 

Service’s drop entry discounts sends. Because the proposed rates will provide mailers a 

comparatively smaller (in relation to BMC entry) incentive to drop enter at the SCF, 

many will seek other means of offsetting the additional costs of doing so. The two most 

obvious means are to either to reduce the volume of their mailings or mail less frequently. 

I Of course, the actual calculations are done much more precisely than I have described here. In 
most cases the information for each job is entered into computers to calculate the cost and savings 
for each destination BMC and destination SCF to which the mailing could be sent. Nonetheless, 
the basic choice of whether it is worth it, in dollar terms, to drop enter at a destination SCF rather 
than the corresponding destination BMC is driven by the discount differential. 

-4- 
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1 Why Readjustment of the BMCXCF Discount Differential Serves All Mailers 
2 

3 The drop entry discounts for Standard (A) mail were introduced in R90-1. There 

4 is no question that this worksharing undertaking has been a resounding success. Both in 

5 absolute and comparative terms, the volume of mail that is drop entered has increased 

6 from year-to-year and certainly from rate case to rate case. 

7 The drop entry incentives have worked in all dimensions. Obviously, there is a 

8 benefit to the very substantial number of mailers who drop enter, in the form of reduced 

9 postage costs. There are other, non-monetary benefits to these mailers as well. For 

10 example, precisely because mail trucked by a mailer to a destination BMC or SCF avoids 

11 intermediate stops and processing steps in the postal system, mail that is drop entered 

12 tends to arrive at its ultimate addressee destination in better condition than non-drop 

13 entered mail. This consideration is particularly important for catalog mailers. Also, drop 

14 entry enables mailers to compress the lag time between production of the mailing and its 

15 delivery and this favorably affects the total cost of the job. Drop entry mailers are not, 

16 however, the only beneficiaries of this worksharing arrangement. Hundreds of millions, 

17 if not billions, of dollars have been saved by the Postal Service since drop entry of 

18 Standard (A) mail was first introduced. 

19 Experience also confirms that the deeper mail is entered into the postal system, 

20 the greater the monetary and non-monetary benefits to both the mailer and the postal 

21 system. For this reason, it makes sense to encourage mailers, through appropriate 

22 discounts, to drop enter at destination SCFs to the maximum extent possible. Put another 

23 way, in developing rates, the Postal Service and the Commission should, to the maximum 

-5- 
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extent possible, maintain a BMCISCF differential that makes it worthwhile for mailers 

who have the choice to absorb the additional cost of transporting their mail and entering it 

at destination SCFs. 

These considerations have not been taken into account by the Postal Service in 

developing its drop entry rates in this case. The decision to narrow the differential from 

.5 to .3 cents does not appear to have been dictated by cost or operational considerations. 

Nor does the differential reflect Postal Service marketing objectives. It is true that the 

drop entry discount proposed by the Postal Service for BMC entered mail provides a 

greater incentive than exists under current rates for mailers who do not now drop enter at 

all to begin to enter their mail at destination BMCs. At current rates, the BMC entry 

discount is 1.3 cents and the Postal Service has proposed to deepen that discount to I.5 

cents. But preservation of an appropriate BMUSCF differential is not in conflict with the 

creation of a discount structure that also encourages greater BMC drop entry. The 

proposal advanced by AMMA preserves, and even strengthens, the incentive for mailers 

who do not now drop enter to begin to do so. At the same time it restores the BMUSCF 

which closely approximat the current differential. 

Conclusion 

For these reasons, readjustment of the BMC and SCF. discount rates in Standard (A) 

mail to preserve, as closely as possible, the existing BMUSCF differential will serve the 

interests not only of affected mailers but of the postal system as a whole. The testimony 

of AMMA’s econom~ic consultant shows how this recalculation can be accomplished on a 

revenue neutral basis. There are those in the industry that believe paramount 

-6- 
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1 consideration should be given to the differential and there are other methods of 

2 readjustment that would, indeed, increase the differential above current levels. At the 

3 very least, the readjustment advanced by AMMA should be adopted. 

4 

5 
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7 
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CHAIRMAN GLEIMAN: Mr. Schick, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: They would be. 

CHAIRMAN GLEIMAN: That being the case, I'm going 

to provide two copies of the witness' designated written 

cross-examination to the reporter, and direct that it be 

accepted into evidence and transcribed into the record at 

this point. 

[Designation of Written 

Cross-Examination of Joseph E. 

Schick, AMMA-T-1, was received into 

evidence and transcribed into the 

record.] 
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RESPONSE OF WITNESS SCHICK (AMMA-Tl) 
TO POSTAL SERVICE INTERROGATORIES 

USPS/AMMA-Tl-2. Please see your testimony at page 6, line 19. through page 7, line 

3, where you recommend that, at the very least, the rates advanced by AMMA witness 

Andrew be adopted. 

a. Is it your understanding that witness Andrew’s proposal would decrease the 

current differential between the per piece discounts for DBMC and DSCF from 

0.5 cent per piece to 0.4 cent per piece? If that is not your understanding, 

please explain. 

b. Is it your understanding that witness Andrew’s proposal would result in an 

increase (versus the Postal Service proposed rates) of 112 cent per piece for 

non-destination entry, piece-rated ECR pieces? If that is not your 

understanding. please explain. 

C. Is it your understanding that witness Andrew’s proposal would result in an 

increase (versus the Postal Service proposed rates) of 1110th of one cent for 

DBMC-entered piece-rated ECR pieces? If that is not your understandin!g. 

please explain. 

d. Is it your understanding that witness Andrew’s proposal would result in no 

change (versus the Postal Service proposed rates) for DSCF- or DDU- entered 

piece-rated ECR pieces? If that is not your understanding, please explain. 
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a. I did not perform the calculations set forth in witness Andrew’s testimony. l 

understand that he has confirmed the correctness of this calculation in his 

response to Postal Service interrogatories. I note that the question compares 

the DBMClDSCF differential in terms of current rates and the rates proposed by 

witness Andrew. Under the rates proposed by the Postal Service the differential 

would have been 0.3 cent. We were advised that it would be possible-to readjust 

rates in order to maintain the current 0.5 cent differential but that this 

readjustment would have required that some of the drop entry discounts be set 

at less than 100% of cost savings and that such a result would be inconsistent 

with Commission policy. That is why my testimony urges that “at the very least” 

the rates advanced by witness Andrew be adopted. 

b. I did not perform the calculations set forth in response to this question but I 

understand that witness Andrew has confirmed the correctness of this result 

I did not perform the calculations set forth in response to this question but I 

understand that witness Andrew has confirmed the correctness of the 

calculations set forth in this interrogatory. 

I did not perform the calculations set forth in response to this question but I 

understand that witness Andrew confirmed the correctness of the calculations 

set forth in response to this question, 

C. 

d. 
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1 CHAIRMAN GLEIMAN: Does any participant have 

2 additional written cross-examination for Witness Schick? 

3 [No response.] 

4 CHAIRMAN GLEIMAN: There does not appear to be 

5 any. 

6 The only party who requested oral 

7 cross-examination of Witness Schick is the Postal Service. 

8 Does anyone else wish to cross-examine this witness? 

9 [No response.] 

10 CHAIRMAN GLEIMAN: If not, then Mr. Hollies, you 

11 may begin when you are ready. 

12 CROSS-EXAMINATION 

13 BY MR. HOLLIES: 

14 Q Good morning, Mr. Schick. I'm Ken Hollies, on 

15 behalf of the U.S. Postal Service, and thank you for 

16 appearing here today. Your testimony is straightforward, 

17 and I have only a few brief questions. 

18 Since you start the discussion in the purpose 

19 section of your testimony, is it fair to say that your 

20 testimony focuses upon the differential and discounts 

21 between the BMC and SCF drop entry, or as you summarize it 

22 on page 2, line 5, the BMC SCF discount differential? 

23 A It is. 

24 Q And under the existing rates, that differential is 

25 0.5 cents; correct? 
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A Correct. 

Q Indeed, you would prefer that the existing BMC SCF 

discount should be maintained, quote, as closely as 

possible, unquote. That's from page 6, lines 19 to 21. IS 

that correct? 

A That is correct. 

Q Now I'd like to under -- to examine your 

understanding of Witness Andrews' testimony about which we 

asked you in the designated interrogatory. Does his 

proposal maintain the BMC SCF differential at 0.5 cents? 

A No, it doesn't. 

Q His proposal is for a 0.4 cent differential, is it 

not? 

A Correct. 

Q Leaving aside for a moment Witness Andrews' 

testimony, is it safe to say that all else being equal, as a 

mailer you would prefer that rates remain the same or go 

down? 

A Yes, I would rather see the rates -- the rates 

themselves stay where they are or go down. 

Q Okay. Returning now to Witness Andrew's 

testimony, does his proposal include any increases over and 

above the Postal Service's proposed rates? 

A Increases in the rates themselves? 

Q Yes. For example, does it increase the 
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1 non-destination entry piece rated enhanced carrier route 

2 pieces by 0.5 cents? 

3 A Yes. 

4 Q And does it increase the DBMC entered piece rate 

5 ECR pieces by 0.1 cents? 

6 A I believe that was the number. 

7 Q Now, hypothetically speaking, if there were a way 

8 to keep the base rates proposed by the Postal Service, while 

9 keeping the BMC SCF drop ship differential at 0.5 cents, 

10 would this be an attractive alternative to you as a mailer? 

11 A If we were able to keep the base rates the way 

12 they were while still maintaining the drop ship discounts 

13 and keeping the differential between the BMC and SCF, that 

14 would be the optimum, yes. 

15 Q If this was all you knew for comparing Witness 

16 Andrew's proposal and this hypothetical, which would you 

17 prefer? 

18 A I'm not sure I understand that. 

19 MR. HOLLIES: Mr. Presiding Officer, I would like 

20 now to make use of a cross-examination exhibit which has 

21 been distributed in advance to counsel for Mr. Schick, which 

22 has been marked as USPS/AMMA-Tl-XEl, and which consists of 

23 Postal Service Witness Moeller's response to Interrogatory 

24 MASA/USPS-T36-5, found in the record at Volume 6 of the 

25 transcript, pages 2760 and 61, and I have copies for the 
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bench. 

CHAIRMAN GLEIMAN: If you could please distribute 

them. I assume counsel has a copy. 

MR. WIGGINS: When he says in advance, Mr. 

Chairman, it was at the break this morning. 

CHAIRMAN GLEIMAN: Well, something is better than 

nothing. 

MR. WIGGINS: Agreed. 

[Cross-Examination Exhibit 

USPS/AMMA-Tl-XE-1 was marked for 

identification.1 

BY MR. HOLLIES: 

Q Mr. Schick, have you had an opportunity to review 

this document? 

A I have. 

Q Do you understand it to describe briefly one or 

more means of retaining the existing DBMC SCF discount 

differential without pushing up other rates? 

MR. WIGGINS: Mr. Chairman, I don't fully 

understand the propriety of examining my witness on the 

Interrogatory response of a Postal Service witness. If Mr. 

Hollies could give us a proffer on where he is going with 

this, it would be helpful to me. 

CHAIRMAN GLEIMAN: Well, ordinarily, we don't 

require counsel to lay out where it is they are heading or 
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1 which trap they are setting, or what-have-you, and absent, 

2 you know, some specific objection, I am reluctant to stop 

3 Mr. Hollies at this point from his cross-examination. 

4 MR. WIGGINS: If he wants to frame a hypothetical 

5 for my witness, I have no objection to that, if that is what 

6 this is going to be. Otherwise, he is asking my witness 

7 about something that is utterly outside the scope of his 

8 testimony, and I will object to it on that ground. 

9 CHAIRMAN GLEIMAN: Mr. Hollies, you have an 

10 opportunity to respond. 

11 MR. HOLLIES: At this point -- I'm sorry. 

12 CHAIRMAN GLEIMAN: You have an opportunity to 

13 respond. 

14 MR. HOLLIES: I would be happy to. At this point, 

15 the question I have asked extends solely to his 

16 understanding of whether or not he has read that, whether he 

17 understands what he is reading. And to be frank about it, I 

18 have no hidden agenda here. I am not going much farther 

19 than where we are. 

20 MR. WIGGINS: You can't be more frank than I am. 

21 I will permit the witness, Mr. Chairman. I 

22 withdraw the objection for purpose of this first question. 

23 CHAIRMAN GLEIMAN: Well, we do know that the 

24 witness has had this at least since a little bit earlier 

25 this morning. 
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MR. WIGGINS: He has indeed. 

THE WITNESS: I do understand. 

BY MR. HOLLIES: 

Q You do understand that it describes one or more 

means of retaining the existing differentials -- 

differential without pushing up other rates? 

A Yes. 

MR. HOLLIES: Thank you. I have no further 

questions. 

CHAIRMAN GLEIMAN: Are you sure we can't stretch 

this out until after the lunch break? 

Is there any follow-up cross-examination? 

Questions from the bench? 

[No response.1 

CHAIRMAN GLEIMAN: No questions from the bench. 

Would you like some time for redirect, sir? 

MR. WIGGINS: I don't believe I w 

Mr. Chairman. 

,ill require that, 

CHAIRMAN GLEIMAN: If that is the 

COMMISSIONER LeBLANC: Can you be 

that? 

[Laughter. 1 

case -- 

any franker than 

CHAIRMAN GLEIMAN: If that is the case, Mr. 

Schick, we appreciate your appearance today, and your 

contributions to the record. We are sorry that we were 
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unable to make things happen more quickly earlier on. But, 

nonetheless, we do appreciate your appeara&e. 

If there is nothing further, you are excused. 

[Witness excused.] 

CHAIRMAN GLEIMAN: The hearing for today is 

adjourned. We will convene tomorrow, the 2?th, to receive 

testimony from American Business Press Business, Witnesses 

Crane, McGarvey and Cavnar; Direct Marketing Association, 

Witness But; Magazine Publishers of America -- not Magazine 

Publishers Association, Witness Glick; Dow-Jones and 

Company, Witness Shew; United Parcel Service, Witness Neels; 

and Office of the Consumer Advocate, Witness Smith; and 

then, finally, National Federation of Non-Profit, Witness 

Emigh. 

I want to thank you all and I hope you have an 

opportunity to enjoy the afternoon. 

[Whereupon, at 11:43 a.m., the hearing was 

recessed, to reconvene at 9:30 a.m., Friday, February 27, 

1998.1 
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