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Executive Summary

Massive amounts of undeliverable as addressed (UAA) mail gets carted around the country every day because:

1) people and businesses move without notifying the companies that generate mail, 

2) companies don’t actively update their mailing lists in coordination with the USPS database that tracks changes of address, and

3) companies fail to correctly enter and/or maintain customer addresses.

To remedy the situation, the USPS requires that mailers implement a Move Update solution for updating data in order to receive postage discounts. 

Over the years the USPS has sanctioned a number of different methods for achieving updated status. Some people used them, others didn’t and took the discounts anyway, with little fear of detection by the postal service. The USPS gave discounts on mail while ignoring the errors and return rates. They would lose on two counts—once with the discount revenue they were giving up and once with the physical cost to handle all the undeliverable-as-addressed (UAA) mail. 

Things changed, though, and the USPS got tough. They engaged a compliance auditing process that scrutinizes certain undeliverable mail. 

… But, haven’t we heard this all before? Isn’t this sounding like a broken record?

Yes and no. The noise from the USPS sounds familiar, but companies are finally catching on to the productivity, direct mail conversion rate issues, and invoice losses involved. Throwing mail into an abyss just because it’s not addressed properly is like burning money, and many companies now consider the practice a competitive liability, not to mention a fiscal drain. Budget issues certainly forced CFOs and marketing managers to re-examine their mailing practices. And, technology makes it so easy to catch violators. The USPS can’t ignore high-tech screening methods forever. 

The USPS isn’t coming at this issue from an adversarial position, either. To make things easier on mailers, list owners and mail production shops, they launched an easier, less burdensome system for updating mail data. It’s called NCOALink and it is a vast improvement to the sunsetting NCOA, FASTforward and yellow sticky ancillary approaches.

So, mailers have realized that the regulatory aspects of Move Update are immaterial. It’s just smart business to update database files, and, with new software solutions coming onto the scene, the costs of doing so are at an all-time low. The point is, you can save money and make more money with clean data and up-to-date lists. This goes for large mailings as well as small. We’ll break down the numbers in the sections that follow. 

This white paper:

· defines Move Update,

· describes the compliance challenges mailers now face,

· illustrates specific ROI benefits of compliance, and

· explains NCOALink, its impact and its future implications. 

Over the course of this paper, we’ll also demonstrate how several factors have kept Move Update initiatives from gaining widespread usage. These include: 1) ignorance of factual ROI data, 2) lack of cooperation between vendors and users, and 3) lack of ownership of direct mail responsibility in many companies.

Over 9 million people are employed in direct mail industry. The industry generates $900 billion per annum, 8% of the Gross Domestic Product. This is a huge subset of our economy that responds slowly to regulatory and technological changes. Things are moving forward, though, and Move Update is already having profound effects on industry productivity and USPS efficiency. Over time these changes will create positive transformations in the direct mail industry and the economy as a whole.

Background: What is Move Update?

Move Update is the general USPS term that describes how mailers keep databases up-to-date in order to earn postage discounts. When people or businesses move, their records need to be updated. 

If customers and prospects fail to notify businesses or the USPS of address changes, then a number of undesirable circumstances arise. Customer communications, sales promotions and invoices are returned or destroyed due to flawed, dead or generally undeliverable addresses. Billings go uncollected, printing is wasted and marketing campaigns suffer. In short, a lot of effort, time and money go down the drain.

Seven years ago the United States Postal Service instituted a regulation to combat the growing phenomenon of UAA mail. The regulation, formally known as Classification Reform/Move Update, allows the USPS to reclaim postage discounts given up front if mailing databases have not been updated. A simple audit verification process determines if an approved database update procedure was employed on a given mailing. If a returned mail piece triggers an audit, the mailer has to demonstrate to the USPS that they’ve updated their records in accordance with acceptable procedures and timeframes. Acceptable procedures include Address Change Service (ACS), Ancillary Service Endorsements and National Change of Address (NCOA), which are being sunsetted and replaced by a new system called NCOALink.  
The Move Update regulation – which presently relates to First-Class mailers – will be expanded to include Periodical and Standard mailers in 2006. The regulation will require mailers to update both name and address components of mail lists every 95 days. Further, Ancillary Endorsements, while still available for use, will not be an accepted method of Move Update compliance.

When Postal Service audits find mailers not in compliance – that is, insufficient work share effort to earn front-end postage discounts – then the mailer is required to return the unearned discount. Refunding unearned discounts may extend beyond the mailing at issue and go as far back as six months.  In a truly fraudulent situation, the USPS has the authority to obtain unearned discounts dating back to 1997 (the time Move Update regulation went into effect). If the USPS determines that the mailer is "egregiously" remiss, they may widen their investigation beyond just the one mailing, and the mailer could be forced to return postage discounts, which were given in good faith, for all of their previous mailings.

Compliance Makes Good Business Sense

The mailer is the primary benefactor of the Move Update regulation. Database clean up, large or small, provides two net gains: immediate cost savings and greater response lift. It’s just that simple. You get to keep your discount and you achieve more of what your mail attempts to achieve – be that communication, bill collecting, prospecting or reply card order taking.

Compliance Benefits:

· Cut costs of returned mail and move forwarding

· Eliminate mailing to non-deliverable addresses

· Increase efficiency and productivity in mail operations

· Ensure cash flow without interruption (invoicing)
· Increase customer satisfaction

· Increase overall response

So, why waste money on bad addresses? Why wait to comply? There is overwhelming evidence that says clean data translates directly to ROI. Some analysts have even recommended creating C-level positions (for example CDMO) that focus on Direct Mail issues only. (source: DM News, April 2004)
Large corporations routinely waste millions of dollars a year on mailings based on outdated customer databases. Poor delivery rates also have profound implications for medium to small businesses. A 2 percent return rate is the same proportion whether you are mailing 1,000 or 1,000,000 pieces.

Compliance - Hypothetical Case Study

To illustrate this, imagine what gain is realized when applying conservative factors to a hypothetical 100,000-record file processed through NCOA. With only a 4.5 percent new address improvement rate and 1.75 percent elimination of probable undeliverable addresses, a sum of 6,250 record changes (6.25 percent) is made to a fairly well maintained file. If the mail piece is valued at 41 cents, of which 21 cents is postage, the gross savings are $2,562. Extracting a $175 cost of service, the net savings in postage and materials is $2,387, or a 5.8 percent reduction in the budget. 

A further review identifies that for every dollar spent updating the file ($175), $13 was saved ($2,387), a 13:1 return on investment.

There’s more benefit when the response factor is considered. That 4.5 percent match rate translates to 4,500 new addresses that will now receive the mailing. Were the addresses not updated, the mailing would have been discarded since it was mailed Standard class.

So, those 4,500 recipients yield a response rate equal to all other recipients, and in this example we’re applying 2 percent, which translates to 90 recaptured orders. Assuming a revenue value of $55, and discounting the gross revenue amount by the mail cost to reach the 4,500 recipients, the program gained net revenue $3,105 above what would have been realized.

Combining the front-end savings and back-end revenue lift, the $175 cost to update the file yielded a net value lift of $5,492.

Why is poor ROI tolerated?

In corporate direct mail organizational structures, finance officers carry direct mail as a line item expense. Marketing departments press the CFO for new direct mail budgets, but neither camp has incentive to produce mail that’s actually going to get delivered. The CFO provides the budget without examining the efficacy of the campaigns, and the marketing department focuses on the mail campaign procedures. Campaign success is claimed when response rates meet or exceed target, i.e. 1.5% to 2.0%. (Percentages vary, of course, depending upon the goods and the offer.)

The problem is that executives understand the long-term benefits of database clean up, but they’re not incented to put it into practice on a day-to-day basis. They don’t look beyond the short term costs, and for some strange reason they aren’t motivated by mailing discounts, penalty avoidance, uninterrupted cash flow, higher sales rates from more accurate mailings and improved customer service.

The Government Catalyst

Ironically, government regulation will spur action. ROI demonstrations should compel organizations to act, but fine avoidance issues will eventually initiate compliance. With Move Update, the government is essentially forcing companies to behave rationally and respond to cost and market forces. 

The Non-Compliance Dilemma

In order to ensure that organizations meet the Move Update requirement, the USPS Revenue Assurance staff has been monitoring and investigating companies that claim discounts. It is important to note that the USPS is not looking at auditing Move Update compliance as a revenue-generating program. The main focus is for mailers to comply with the requirement and reduce undeliverable mail. They just want to reduce the time and money the USPS spends dealing with UAA mail.

What will be required of a Mailer who is investigated?


The mailer will have to:

1) Prove that they have an acceptable system for compliance

2) Show that they are actually updating the addresses used in their mailings

Mailers claiming to use a manual process will be more closely analyzed.

A mailer could be charged the difference between the rate they paid and the FULL rate. Take, for example, a mailer who budgets postage for a 100,000-piece mailing at the Standard rate less a work-share discount of 6¢ per piece. This translates to a $6,000 postage discount taken up front and $6,000 at risk if they fail to pass an audit. If the mailing is a monthly endeavor and the violation warrants imposing the six-month rule, then the outcome could be significantly worse. The $6,000 repayment becomes a $36,000 repayment of postage discounts due to lack of work-share effort.

Organizations that utilize outside services to meet the Move Update requirement face further risks. For example, if you send your mailing list to a vendor, you have to wait a few days for the company to process it and then turn it around. These are both expensive and time-consuming steps. Worse yet, you may not be meeting the Move Update requirement at all. If that is the case, you may be receiving discounts illegally in addition to absorbing the high costs associated with returned mail.

Standards and Requirements

After much chaos and consternation following the announcement of Move Update Compliance in 2003, the USPS set two standards to assure fair and consistent procedures of enforcement:

1) Accountability: citing non-compliant list owners for producing undeliverable mail rather than mail service providers (i.e. lettershops and presort bureaus).

2) Reimbursement: citing procedures to assure consistent assessment of  “deficiency reimbursements” (a kinder, gentler phrase for paying back postage discounts that were unfairly taken and not earned).  

Mailers are now required to acknowledge their compliance to Move Update by completing Postal Service Form 6014. The form holds list owners accountable for complying with Move Update’s requirements and should be used by every First-Class mailer. Also, presort bureaus and letter shops should not accept First-Class mail assignments without a signed copy of the PS 6014 form. The form can be found on the postal service Web site: www.usps.com/forms/firstclass.htm, then click on the form listing.

The wise list owner and mail service provider will present this document along with the mail rather than have the business mail entry unit (BMEU) representative refuse acceptance for lack of the form.  

As Move Update extends beyond First Class and begins regulating Standard and Periodical Class, more mailers will need to provide supporting documentation. Fortunately, the USPS recognizes the process challenges this expanded regulation will create, so they have vastly improved the systems by which mailers can gain compliance.
New, Improved Method for Compliance – NCOALink
The USPS developed a new software product that will help mailers update addresses with the latest change-of-address information on file. They are effectively sunsetting the NCOA and FASTforward systems. Mailers will be able to process a mailing list and update that list using secure data store technology. This new technology is called the NCOALink and is made available under license from the USPS.

The previous incarnation of NCOA was cumbersome and time consuming. Mailers had to send files to a certified NCOA vendor, and, instead of receiving that file back in a clean, mailable format, the records were simply flagged and appended with correct information. The IT department would then have to go back into the database and make the indicated changes in order to finish the process. Unfortunately, this led some mailers to go through the exercise but not complete the update process on the back end.
The FASTforward system consists of a licensed “black box” computer system containing FASTforward name- and address-matching software and the NCOA database. The Postal Service is the sole owner and distributor of the FASTforward. The black box is used in conjunction with Mailing List Correction (MLC) and Multi-Line Optical Character Reader (MLOCR) equipment. MLC is a list processing system, and MLOCR is a mail processing system that splashes or sprays ink-corrected addresses and bar-codes onto envelopes as they go through the mail line. Software vendors provide data capture capability for name, address and nixie change information.

The new NCOALink product, based on USPS-developed Secure Data Store technology, provides enhanced data security and will replace the data formats currently used in the existing National Change-of-Address (NCOA) and FASTforward Mailing List Correction (MLC) products.  
The USPS developed NCOALink to increase data security, eliminate the black box, make the system easier to use and more accessible, and improve mailer compliance with Move Update. 

How NCOALink Works

NCOALink enables the USPS to securely release address information in a format that is not a clear text address list, but is instead a mathematical formulation. As a result, mailers can integrate the NCOALink Product directly into their own (or industry provided) data capture software to update address-specific information in the course of their business operations. 

NCOALink is a secure dataset of approximately 160 million permanent USPS changes-of-address. Instead of the readable text data format found in NCOA, NCOALink data is in a format that is unintelligible to the reader. There is no text address data embedded in the product. The information returned from an NCOALink inquiry is a mathematical 11-digit representation of the new address. Thus, NCOALink cannot by itself be used to produce a listing of addresses. The mailer must already be in possession of the name and old address as is currently required for NCOA and FASTforward.

NCOALink Features and Advantages 
Internal Use Only Version

· 18 months worth of COA transactions

· Includes address error/questionable delivery codes

· Monthly updates

· Annual $7,500 USPS license fee

· Data capture software not included

Internal/External Limited Service Version

· 18 months worth of COA transactions

· Includes address error/questionable delivery codes

· Weekly updates

· Annual $15,000 USPS license fee

· Data capture software not included

Internal/External Full Service Version

· 48 months worth of COA transactions

· Includes address error/questionable delivery codes

· Weekly updates

· Annual $175,000 USPS license fee

· 51% of usage must be external

· Data capture software not included 

NCOALink Licensing Arrangements

NCOALink is intended to be licensed to individual mailers as well as mail service providers. The USPS is certifying software vendors that capture the change information. The intention (and reality) is that NCOALink opens the market far wider than then ever before. 
Ongoing efforts to maintain record accuracy will also make life much easier for database managers. Technology breakthroughs are being made to capture NCOALink change information from the MLOCR process in a manner similar to the MLC process.
What is the USPS doing to Educate Mailers?

The USPS and the direct mail industry are conducting a wide variety of educational outreach programs to help organizations understand the Move Update changes and use them to greatest advantage. All 200 USPS Postal Customer Councils are offering seminars, USPS district and area managers are conducting seminars at customer sites, and the National Postal Forum is conducting outreach programs.
Conclusion

In the past, NCOA systems were not as easy to use as they should have been, and widespread usage failed to materialize. As they say, you can’t lead a horse to water. This time around, though, the pieces are in place and the water looks downright tantalizing. Leading may not be necessary, and, with a variety of easy-to-use NCOALink systems to choose from, the USPS may have less need to use the penalty buggy whip.

NCOALink  makes Move Update easier and more open. Software development efforts by third party vendors make customized, low cost NCOALink solutions more accessible to every segment of the market. The new systems allow companies to tailor NCOALink to their own needs and use it as an internal service, rather than some rigid, mysterious black box system. 

Leaders of the $900 billion direct mail industry are also becoming much more interested in and accountable for direct mail ROI, and that translates to more enthusiasm for Move Update. The recommendation for Chief Direct Mail Officer (CDMO) posts at the nation’s largest mailing organizations is being seriously discussed, as well.

Thanks to trial and error and concerted efforts within the postal and mailing communities, Move Update is finally getting its day in the sun. 

New Regulations Phase Out Old Compliance Method





Ancillary Service Endorsements (yellow stickies) 


Although still available to mailers, this correction technique will no longer be allowed for discounts under the new regulations.





Presently, mailers keep copies of the returned information (yellow stickies) to show the newly furnished address replaced the old address in the database should an audit take place. The user has to make sure that they update their data in order to be in compliance.








Facts:


The High Cost of UAA Mail





Approximately 43 million customers of the United States Postal Service (USPS) file a permanent Change of Address (COA) each year.


Nearly one quarter of the mail that goes through the USPS system contains some kind of error.


5.4 billion mail pieces (2.7%) are undeliverable-as-addressed (UAA) each year (USPS FY98 UAA Estimated Volumes)


3.4 billion forwarded or returned (63%)


2.0 billion treated as waste (37%)





Correcting the undeliverable portion of these errors mail piece by mail piece costs the USPS nearly $2 billion per year.





5.4 billion Pieces UAA


58% First Class


38% Standard Class


4% Periodicals/Other








File Maintenance Statistics (2003)





244.6 Billion Records Processed Through NCOA


37.9 Billion Records Processed Through FASTforward 


10.7 Billion New Addresses Provided (3.78%)





It is believed these numbers will double when NCOALink is employed industry wide.
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