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Review of the Postal Regulatory Commission’s 
Annual Compliance Determination (ACD) for FY 2016 

 
ACDs contain the findings of Annual Compliance Reviews, which begin 90 days after the ends of fiscal 
years when the Postal Service files Annual Compliance Reports. This summary relates to the ACD for FY 
2016 (ended Sept. 30, 2016) and focuses mainly on the pricing of the categories of Standard Flats (SF) 
and Carrier Route (CR) in the Standard Mail class. Separately, the Commission issued a Financial 
Analysis. Anyone wanting copies of these documents may contact ACMA. (The ACMA also will provide a 
redacted and highlighted version of the ACD in the complete PDF version of the Forum attendee book.) 
 
Note: Commercial (as opposed to nonprofit) portions of three flats “products” are used by catalogers:   
(1) SF (including FSS, 5d, 3d, ADC, and MxADC, automation and non), (2) CR (> 99% flats), and (3) High-
Density and Saturation Flats and Parcels (HD-SAT, 12.2% High-Density, 6.5% High-Density Plus, and 
81.3% Saturation). Each of these has dropship categories. Commercial SF is 96.6% automation. 
 
Prior Compliance Reviews 
 

 In its 2010 ACD, the Commission found SF to be out of compliance with the law, stating that it 
was being unfairly subsidized by other mail. The Postal Service was ordered to take steps to 
increase its cost coverage. In response, the Postal Service said it would increase SF rates 1.05 or 
more times the CPI cap. In the ACDs for 2011 through 2015, the Commission continued to 
express concern over SF, but did not make specific findings of non-compliance.  
 

 As part of its 2010 finding, the Commission asked for annual reports on (a) operations changes 
affecting flats, (b) costing method changes, (c) historical flats losses, and (d) timelines for 
eliminating the losses. 

This Compliance Review 
 

 For FY 2016, the cost coverage of SF was 79.8%, down from 80.1% in 2015, affected by the 
removal of the exigent surcharge and all FSS mail being in SF. 
 

 The cost coverage of CR was 137.5%, up from 131.1%. Though welcome, this is a surprising 
result because the CR moving to FSS would, we think, be relatively high-coverage mail. 



 The cost coverage of HD-SAT, used in limited degree by catalogers, was 168.9%, down from 
173.3%. Over 80% of HD-SAT is Saturation, so this coverage is determined mainly by that 
category. 

 USPS continued to support its plan for SF rate increases to be at least 1.05 times the CPI cap. 
 

 In response to past Commission requests, the Postal Service provided descriptions of initiatives to 
improve the efficiency of flats processing, but did not estimate the savings of each initiative. 
 

 The Commission asked a number of questions about these initiatives and expressed concern that 
the Postal Service could not quantify their financial effects. 

 ACMA raised questions about the costs and argued that, considering all circumstances, SF is not 
out of compliance.  

o ACMA said that the rates for catalogs should be gauged by looking at the commercial 
categories of SF and CR, which combined have a cost coverage of 105.1%.  

o ACMA also noted that the SF rates are tied to the CR rates by the FSS, which is clearly in 
a state of flux.  

o ACMA argued that the rates for flats are above the rates that would be charged by an 
efficient private operator (i.e., above what are called “stand-alone costs”), and would be so 
carried but for the mailbox rule and the limited extent to which the Private Express Statutes 
apply.  

o Theory suggests that rates should not be above this level. 

 PostCom and others raised a number of questions about cost levels and cost relations in Standard 
Mail. 
 

 Valpak, as it has for many years, argued that SF is seriously out of compliance with the law and 
that sizable rate increases should be ordered. Valpak continues nasty assaults on catalogs in its 
filings here and elsewhere. 

Notes:  (1) Although actual rate changes are largely by Postal Service choice, if the rates for the Standard 
class stay up against the cap, an above-cap increase for one Standard product must be accompanied by 
below-cap increases for one or more other Standard products. (2) CR mailers that moved to FSS rates 
moved to SF. For the year, CR volume was down 19.9%. 
 
Results of This Compliance Review 
 

 The Commission recounted the various arguments made by parties, but provided little response to 
them and little in the way of analysis. 
 

 Although the Commission did not make an “out of compliance” finding for SF, it found “that in FY 
2016 no progress was made toward addressing the issues it raised in the FY 2010 ACD [and] [t]he 
Postal Service must continue responding to the [2010] requirements.” 

 

 In its FY 2015 ACD, deep concern over flats costs generally led the Commission to order the 
Postal Service to report further, in considerable detail, on most operations that handle flats. When 
the Postal Service reported, the Commission found the report unresponsive and asked for further 
response. In this ACD, the Commission finds the further response unresponsive and “will initiate a 
strategic rulemaking to develop proposed reporting requirements related to flats operational cost 



and service issues” (emphasis added). It says “additional transparency is necessary [in the area of 
flats costs] to hold the Postal Service accountable.” 

 

 Compliance Reviews focus also on service performance. Statistics on service performance were 
reviewed for Standard mail. In response, “[t]he Commission direct[ed] the Postal Service to apply 
its data leveraging techniques to improve service performance for the Standard Mail products that 
failed to meet the applicable annual service performance targets.”  The strategic rulemaking noted 
above will focus on service as well as costs. 

 

 Rate differences designated as matters of worksharing cannot be larger than the cost difference 
(specifically the cost avoidance) between the two categories. The only rate difference for flats in 
Standard Mail that presents difficulties is that between non-auto MxADC and auto MxADC, where 
the rate difference (discount) is 4.1 cents and the cost difference (avoidance) is 1.7 cents, for a 
passthrough of 241.2%. The Commission accepted this as justified to encourage use of the IMb, 
which is required for auto MxADC. The Commission also “supports” a Postal Service commitment 
to adjust rates to bring (perhaps slowly) the rate difference into compliance. As this adjustment is 
made, it would tend to increase the rates for auto SF. However, since only about 3.4% of SF is 
non-automation, the increase would be small. 

 

 Concern over a workshare discount for letters mailed as CR could affect flats mailers slightly. The 
passthrough for the DNDC dropship discount for CR letters is 168.4% and for the DSCF dropship 
discount is 195.5%. The Postal Service said, and the PRC accepted, that it will reduce this 
passthrough by 10 percentage points in each future rate adjustment. The dropship avoidances for 
letters are calculated in a different way from the avoidances for flats, which leads to this problem. 
Since letters in CR pay the same rates as flats in CR, it is not clear how any adjustment will work 
out. But since the proportion of letters in CR is very small, any effect should be very small. But to 
the extent that an effect exists, mailers dropshipping flats and letters on the same truck could be 
affected. 

 

 On the question of workshare discounts generally, “[t]he Commission note[d] that passthroughs 
below 100 percent send inefficient price signals to mailers [and] … encourage[d] the Postal 
Service to continue to adjust discounts to bring passthroughs closer to 100 percent [though] … 
recogniz[ing] that the PEA gives the Postal Service pricing flexibility and encourage[ing] it to 
balance its own needs with those of its customers.” 

 
Where Does the Cost Coverage Matter for Catalogs Stand? 
 
The Postal Service reports costs and cost coverages separately for SF and CR. The Commission’s finding 
in its 2010 ACD was that the coverage of SF, being substantially below 100 percent, was unfair, with an 
inference that being a little below might have been acceptable. The Commission has pushed the Postal 
Service to correct this situation, one way or another, but it is not corrected. 
 
ACMA has developed a cost index showing that the costs of flat have increased inordinately. No one has 
shown this index to be in error. To the extent that the Postal Service has attempted to explain the large 
cost increases, it has pointed to the effects of volume losses. ACMA believes the problems go well beyond 
that. The Commission continues to take the costs as reported as meaningful, but is also concerned that 
they are too high. 
 
As pulled together in an extra chapter to its 2015 ACD, the Commission had asked the Postal Service for 
quantification of many aspects of flats processing and handling. The hope was that the quantification 
would help understand the reasons for the cost increases and help guide programs to reduce them. The 
Postal Service has since responded twice, but the Commission views the responses as unresponsive. As 



a way of taking another step, the Commission now indicates that it will initiate a strategic rulemaking to 
push further on the quantification it seeks. All this is difficult for a regulator to do. Much of it will be played 
out in the next year. 
 
If efforts at cost control continue to fail, the Commission could issue orders to increase SF rates in large 
steps. If this is done, it would affect both CR and co-mailing activity, and could lead to a downward spiral in 
catalog volume. Matters could also be affected by legislation and by any changes the Commission makes 
in its 10-year review of the ratemaking system. Another possibility is that the structure of flats rates could 
be changed. Various parties have pointed to structural changes that might help. 
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EXECUTIVE SUMMARY 
This report reviews the Postal Service’s performance in Fiscal Year (FY) 2016, fulfilling the 
Commission’s responsibility to produce an annual assessment of Postal Service rates and 
service mandated by Title 39, section 3653, of the United States Code. It is based on 
information the Postal Service is required to provide within 90 days after the close of the 
fiscal year and on comments subsequently received from the public. Specific Commission 
findings and directives are identified in italics in each chapter. 
 
Consistent with the approach adopted in past years, the Annual Compliance Determination 
focuses on compliance issues as defined in 39 U.S.C. §§ 3653(b)(1) and (b)(2). These 
statutory subsections require the Commission to make determinations on whether any 
rates and fees in effect during FY 2016 were not in compliance with chapter 36 of Title 
39 of the United States Code and whether any service standards in effect during FY 2016 
were not met. The Commission’s review in this year’s ACD is based on the rates approved 
in Docket No. R2015-4 without the exigent surcharge approved in Docket No. R2013-11 for 
Market Dominant products, and all the rates in effect during FY 2016 for Competitive 
Products. 
 
The financial analysis that had been incorporated in ACDs prior to 2013 is expanded in the 
Financial Analysis of United States Postal Service Financial Results and 10-K Statement 2016. 
The Commission will also issue a separate report on the Postal Service’s FY 2016 Annual 
Performance Report and FY 2017 Performance Plan to fulfill its statutory responsibilities 
under 39 U.S.C. § 3653(c). 

 Principal Findings: Market Dominant Rate A.
and Fee Compliance 

In Chapter 2, the Commission identifies compliance issues related to 48 workshare 
discounts, finding that 21 of the discounts did not comply with section 3622(e). Workshare 
discounts that exceed avoided costs adversely affect Postal Service finances because they 
incentivize mailers to perform worksharing that the Postal Service could have done on a 
less costly basis. 
 

 For 5 of the 21 workshare discounts that were not in compliance with section 
3622(e), the prices approved in Docket No. R2017-1 align the discounts with 
avoided costs or eliminate the discount; therefore, no further action is required. 

 For the 16 workshare discounts remaining out of compliance with section 3622(e), 
the Postal Service must either align workshare discounts with avoided costs in the 
next Market Dominant price adjustment or specify an applicable statutory 
exception. 
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Table II-6 
Standard Mail Flats (Commercial and Nonprofit)33 

Workshare Discounts and Benchmarks 
 

Type of Worksharing 
(Benchmark) 

FY 2016 

Year-End 
Discount 
(Cents) 

Unit Cost 
Avoidance 

(Cents) 
Passthrough 

  

Standard Mail Automation Flats: Barcoding (Cents/Piece) 

Automation Mixed ADC Flats (Non-automation Mixed AADC Flats) 4.1 1.7 241.2% 

Standard Mail Automation Flats: Presorting (Cents/Piece) 

Automation ADC Flats (Automation Mixed ADC Flats) 1.7 6.0 28.3% 

Automation 3-Digit Flats (Automation ADC Flats) 5.5 6.8 80.9% 

Automation 5-Digit Flats (Automation 3-Digit Flats) 9.1 11.8 77.1% 

Automation FSS Non-scheme Flats (Automation 3-Digit Flats) 13.6 7.7 176.6% 

Automation FSS Scheme Flats (Automation FSS Non-Scheme Flats) 3.0 0.9 333.3% 

Standard Mail Non-automation Flats: Presorting (Cents/Piece) 

Non-automation ADC Flats (Non-automation Mixed ADC Flats) 3.4 3.8 89.5% 

Non-automation 3-Digit Flats (Non-automation ADC Flats) 5.2 5.2 100.0% 

Non-automation 5-Digit Flats (Non-automation 3-Digit Flats) 6.9 9.3 74.2% 

Non-automation FSS Non-scheme Flats (Non-automation 3-Digit 
Flats) 

8.4 4.8 175.0% 

Non-automation FSS Scheme Flats (Non-automation FSS Non-
scheme Flats) 

0.5 1.0 50.0% 

Standard Mail Flats: Dropship
34

 (Cents/Pound) 

DNDC Flats (Origin Flats) 16.1 24.4 66.0% 

DSCF Flats (Origin Flats) 20.9 28.3 73.9% 

Source: Library Reference PRC–LR–ACR2016/4. 

 

(1) Automation Mixed ADC Flats 

The passthrough for Automation Mixed ADC Flats was 241.2 percent in FY 2016, down 
from 273.3 percent in FY 2015. FY 2016 ACR at 43. The Postal Service justifies this 
excessive passthrough pursuant to 39 U.S.C. § 3622(e)(2)(D). Id. The Postal Service 
explains that the discount encourages mailers to place IMbs on mailpieces, which improves 

                                                        
33 In FY 2016, all Standard Mail Flats commercial and nonprofit discounts were equal. 

34 All Standard Mail Flats FSS Scheme and FSS Non-Scheme dropship discounts, avoided costs, and passthroughs are presented in Library 
Reference PRC–LR–ACR2016/4. 
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operational efficiency. The Postal Service also plans to reduce this passthrough in future 
Market Dominant price adjustments. Id. 
 
The Public Representative asserts that this excessive passthrough is not justified, and 
recommends the excessive discount be phased out over time. PR Comments at 49. His 
primary concern is that there is no plan for correcting this passthrough. Id. PostCom 
disagrees with the Public Representative and states that immediate correction of this 
passthrough is not appropriate for several reasons including the lag between cost 
development and price adjustments and the possibility of sending disruptive price signals 
due to volatility in cost avoidance estimates. PostCom Reply Comments at 4-5. 
 
The Commission finds that the Automation Mixed ADC Flats discount was adequately justified 
pursuant to 39 U.S.C. § 3622(e)(2)(D) in FY 2016 because encouraging mailers to use IMbs 
should improve operational efficiency. The Commission supports the Postal Service’s 
commitment to eliminate the portion of the discount above avoided cost. 

(2) Automation FSS Non-Scheme Flats, Automation FSS 
Scheme Flats, and Non-automation FSS Non-Scheme 
Flats 

The passthroughs for Automation FSS Non-Scheme Flats, Automation FSS Scheme Flats, 
and Non-automation FSS Non-Scheme Flats were 176.6 percent, 333.3 percent, and 175.0 
percent, respectively. FY 2016 ACR at 42-44. These discounts were first introduced in 
Docket No. R2015-4 as part of the worksharing initiative to move FSS Flats into a distinct 
price category.35 In Docket No. R2017-1 these discounts were eliminated. FY 2016 ACR 
at 42-44. The Postal Service does not provide a justification for these excessive 
passthroughs. Id. 
 
The Public Representative concludes that the passthroughs for Automation FSS Non-
Scheme, Automation FSS Scheme, and Non-automation FSS Non-Scheme are not in 
compliance with 39 U.S.C. § 3622(e)(2), but states that no further corrective action is 
necessary because the categories are being eliminated. PR Comments at 48-49. 
 
The Commission finds these discounts were not adequately justified in FY 2016. However, 
because these discounts were eliminated in Docket No. R2017-1, no further action is 
necessary. 

c. Parcels 

Five workshare discounts for Parcels exceeded avoided costs in FY 2016: 
 

 Nonprofit network distribution center (NDC) Irregular Parcels 
 NDC Marketing Parcels 
 Nonprofit Mixed NDC Machinable Barcoded Parcels 

                                                        
35 Docket No. R2015-4, Order on Revised Price Adjustments for Standard Mail, Periodicals, and Package Services Products and Related Mail 
Classification Changes, May 7, 2015, at 19 (Order No. 2472). 
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related to reducing the costs of flats. All of the recommendations pertaining to reducing flats 
costs in Chapter 6 apply to Periodicals. 

2. Standard Mail Flats 

a. Introduction 

In FY 2016, Standard Mail Flats had a cost coverage of 79.4 percent.57 As shown in Table III-
5, cost coverage for Standard Mail Flats has steadily declined since FY 2013, when the cost 
coverage was 85.1 percent. In FY 2016, the Postal Service reports the lowest cost coverage 
for Standard Mail Flats since FY 2008. 
 

Table III-5 
Standard Mail Flats Cost Coverage and Contribution, FY 2008–FY 2016 

 

Fiscal Year Cost Coverage 
Contribution 

(millions) 

FY 2008 94.4% -$217.8 

FY 2009 82.1% -$615.6 

FY 2010 81.8% -$577.0 

FY 2011 79.5% -$643.2 

FY 2012 80.9% -$527.9 

FY 2013 85.1% -$375.9 

FY 2014 83.2% -$411.0 

FY 2015 80.3% -$520.0 

FY 2016 79.4% -$618.1 

Total  -$4,506.6 

Source: Library Reference PRC–LR–ACR2016/4. 

 
The Postal Service ascribes the decrease in cost coverage to a significant decline in revenue 
per piece. FY 2016 ACR at 25. In FY 2016, two factors contributed to the reduction in unit 
revenue: the elimination of the exigent surcharge;58 and the migration of Carrier Route into 
the FSS rate categories within the Flats product.59 FY 2016 ACR at 25. Figure III-2 
illustrates this migration to lower price categories by showing that prior to FY 2016, 
Standard Mail Flats represented less than 40 percent of combined Carrier Route and 
Standard Mail Flats volume, but in FY 2016, Standard Mail Flats represented nearly 50 
percent of the combined volume. 
                                                        
57 The Commission’s cost coverage calculation differs from the Postal Service’s because the Commission includes fees in the revenue for each 
product and the Postal Service does not. 

58 The exigent surcharge was removed on April 10, 2016. See Docket No. R2013-11, Order No. 3186, Order on Removal of the Exigent Surcharge 
and Related Changes to the Mail Classification Schedule, March 29, 2016, at 5. 

59 In FY 2016, there was a migration of Carrier Route Flats to the Standard Mail Flats product due to the implementation of FSS-specific prices. 
The existence of these prices contributed to more volume, a decreased unit cost per piece, and a decreased unit revenue per piece in FY 2016. 
In FY 2017, the Postal Service proposed, and the Commission approved, the elimination of FSS prices. Therefore, the volume, unit cost, and unit 
revenue data for FY 2016 reflect a different mail mix than previous and future volume, cost, and revenue data. 
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Figure III-2 
Standard Mail Flats and Carrier Route Volume, FY 2012–FY 2016 

 

 
Source: Library Reference PRC–LR–ACR2016/4. 

 
The Postal Service reports that the unit contribution for Standard Mail Flats improved from 
-9.9 cents in FY 2015 to -9.5 cents in FY 2016. FY 2016 ACR at 38. However, the Postal 
Service also reports that total negative contribution increased, which it states is due to 
volume growth. Id. at 36-38. 
 
In its review of the financial performance of Standard Mail Flats for FY 2016, the 
Commission must consider whether the Postal Service complied with its FY 2010 ACD 
directive regarding Standard Mail Flats. Below, the Commission discusses the directive, as 
well as comments received concerning the financial performance of Standard Mail Flats for 
FY 2016. In Chapter 6 of this Report, the Commission discusses the status of the reporting 
required by Chapter 6 of the FY 2015 ACD and further action regarding Standard Mail Flats. 

b. FY 2010 ACD Directive for Standard Mail Flats 

In the FY 2010 ACD, the Commission determined that Standard Mail Flats prices in effect in 
FY 2010 did not comply with 39 U.S.C. § 101(d) and directed the Postal Service to increase 
the product’s cost coverage through a combination of above-average price adjustments, 
consistent with the price cap requirements, and cost reductions, until such time that 
revenue exceeded attributable cost. FY 2010 ACD at 106. In addition, the Commission 
directed the Postal Service to provide the following information in each of its subsequent 
ACRs: 
 

 A description of operational changes designed to reduce flats costs in the previous 
fiscal year and an estimation of the financial effect of such changes 
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 A description of all costing methodology or measurement improvements made in 
the previous fiscal year and the estimated financial effects of such changes 

 A statement summarizing the historical and current fiscal year subsidy of the Flats 
product, and the estimated timeline for phasing out this subsidy 

 
Id. at 107. 
 
The Postal Service appealed the Commission’s FY 2010 ACD findings and directive.60 The 
court rejected the Postal Service’s contention that the Commission acted outside of the 
scope of its statutory authority by considering the general standards of 39 U.S.C. § 101(d) 
in an ACD “at least in extreme circumstances.” Id. at 1108. The court remanded the case to 
the Commission “for a definition of the circumstances that trigger [section] 101(d)’s failsafe 
protection, and for an explanation of why the particular remedy imposed here is 
appropriate to ameliorate that extremity….” Id. at 1109. In response, the Commission 
issued Order No. 1427, clarifying that its analysis of the circumstances that would trigger 
39 U.S.C. § 101(d) depended on the totality of circumstances.61 
 
In its FY 2012, FY 2013, and FY 2014 ACDs, the Commission found that the Postal Service 
made progress towards addressing the issues raised in the FY 2010 ACD, and concluded 
that no additional remedial actions beyond those prescribed in the FY 2010 directive were 
required. See FY 2012 ACD at 116; FY 2013 ACD at 54; FY 2014 ACD at 47. 
 
In FY 2015, the Commission found that sufficient progress was no longer being made and 
required that the Postal Service develop a plan to measure, track, and report on cost and 
service issues related to flat-shaped products. FY 2015 ACD at 181. The response to that 
directive is discussed in more detail in Chapter 6 of this Report. 

c. Response to FY 2010 ACD Directive 

In its FY 2016 ACR, the Postal Service reports that it plans to increase Standard Mail Flats 
prices by at least consumer price index multiplied by 1.05 in the next general Market 
Dominant price change. FY 2016 ACR at 26. 
 
The Postal Service provides some of the information required by the Commission’s FY 2010 
ACD directive: a description of operational changes designed to reduce Standard Mail Flats 
costs; a description of all costing methodology changes made in FY 2016 that affect 
Standard Mail Flats costs; and the historical and current fiscal year subsidy of the Standard 
Mail Flats product. Id. at 27-38. 

(1) Operational Changes Designed to Reduce Flats Cost 

The Postal Service describes six ongoing operational steps taken during FY 2016 designed 
to make processing Standard Mail Flats more efficient: FSS Scorecard; Bundle Operation; 

                                                        
60 USPS v. Postal Regulatory Comm’n, 676 F.3d 1105 (D.C. Cir. 2012). 

61 Docket No. ACR2010-R, Order on Remand, August 9, 2012, at 4 (Order No. 1427). 
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Service Performance Diagnostics Tool; Lean Mail Processing; Reduce Bundle Breakage; and 
Standard Mail Outgoing Mixed States. Id. at 27-34. 
 
The Postal Service maintains that these initiatives are expected to improve efficiencies and 
productivities, as well as reduce overall Standard Mail Flats cost. ld. at 27. However, the 
Postal Service is unable to quantify any specific cost reductions associated with these 
operational changes. Id. at 28. 

(2) Costing Methodology Changes in FY 2016 

There were no costing methodology changes that affected Standard Mail Flats costs in FY 
2016. ld. at 34. However, the Postal Service does highlight the migration of Carrier Route 
mail to the Flats product, which will likely return to Carrier Route in FY 2017 when the FSS 
prices are eliminated. Id. at 35-36. 

(3) Historical and Current Fiscal Year Subsidies 

The Postal Service provides the historical and current fiscal year subsidy of the Standard 
Mail Flats product. ld. at 37. However, it does not provide a timeline for phasing out the 
subsidy and asserts that it is difficult to predict when the shortfall for the product will be 
phased out. ld. It also states that it is unlikely that the shortfall will be eliminated prior to 
the present review of the regulatory system. Id. The Postal Service asserts “[t]he prospects 
for eliminating the shortfall thereafter will depend not only on pricing and cost saving 
initiatives, but also on any changes made to applicable regulations by the Commission.” Id. 
The Postal Service notes that the FY 2016 Standard Mail Flats shortfall is less than what it 
was when the shortfall peaked in FY 2011. Id. 

d. Comments on Standard Mail Flats 

The Commission received comments from the American Catalog Mailers Association 
(ACMA),62 Valpak Direct Marketing Systems, Inc. and the Valpak Franchise Association, Inc. 
(Valpak),63 the Association for Postal Commerce (PostCom),64 and the Public 
Representative65 regarding the financial performance of Standard Mail Flats in FY 2016. 
The Postal Service and PostCom filed reply comments related to Standard Mail Flats.66 The 
comments generally address Standard Mail pricing, Standard Mail Flats cost, and 
compliance with the Commission’s Standard Mail Flats FY 2010 ACD directive. 

(1) Standard Mail Flats Pricing 

Valpak states that the Commission’s remedial orders have not resolved or reduced the 
intra-class subsidy that exists within the Standard Mail class. Valpak Comments at 8. Valpak 
contends that a significant price increase is required for the product because of the 

                                                        
62 Initial Comments of the American Catalog Mailers Association, February 2, 2017 (ACMA Comments). 

63 Valpak Direct Marketing Systems, Inc. and the Valpak Franchise Association, Inc. Initial Comments on the United States Postal Service FY 2015 
Annual Compliance Report, February 2, 2017 (Valpak Comments). 

64 Initial Comments of the Association for Postal Commerce, February 2, 2017 (PostCom Comments). 

65 PR Comments. 

66 Postal Service Reply Comments; PostCom Reply Comments. 
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declining cost coverage for Standard Mail Flats, contrary to the Commission’s FY 2010 
Directive. See id. at 15. 
 
The Postal Service and PostCom respond to Valpak’s argument in favor of a significant 
price increase for Standard Mail Flats. PostCom argues that Valpak’s request is premature 
because the Commission’s effort to identify and resolve flats costs problems is still ongoing. 
PostCom Reply Comments at 3. PostCom also contends that the Docket No. R2017-1 price 
adjustment will improve the efficiency and handling of flats. Id. PostCom asserts that 
efficiency could be further improved if the Postal Service better leverages efforts of the 
mail industry by sending appropriate price signals. Id. Finally, PostCom argues that a 
significant price increase for Standard Mail Flats would “contravene the core pricing 
objectives.” Id. at 4. 
 
Also in response to Valpak, the Postal Service asserts that the decline in the cost coverage 
of Standard Mail Flats was most likely caused by the removal of the exigent surcharge. 
Postal Service Reply Comments at 9. The Postal Service contends that without the removal 
of the exigent surcharge, it is possible that Standard Mail Flats would have a cost coverage 
greater than the FY 2010 level. Id. The Postal Service requests that the Commission reject 
Valpak’s recommendation for Standard Mail Flats price increases. Id. at 12. 
 
ACMA requests consideration of several pricing changes, including a Periodicals-style 
pricing structure for Standard Mail Flats. ACMA Comments at 16-17. However, ACMA 
expects that the new prices and classifications approved in Docket No. R2017-1 will likely 
improve the cost coverage of Standard Mail Flats, and states that it would be unfair to 
proceed with significant price increases for catalogs and flats. Id. at 17-18. The Postal 
Service agrees that there should not be additional price increases for Standard Mail Flats. 
Postal Service Reply Comments at 12. 
 
ACMA states that if the commercial portions of Carrier Route and Standard Mail Flats were 
combined, the resulting cost coverage would have been 105.1 percent in FY 2016, down 
from 108.9 percent in FY 2015. ACMA Comments at 3-4. ACMA argues that looking at a 
combination of the commercial portions of Standard Mail Flats and Carrier Route is 
appropriate because Standard Mail Flats is a residual category to Carrier Route and that 
nonprofit prices are considerably lower than commercial prices, which negatively impacts 
the reported product cost coverage. Id. at 4. 

(2) Standard Mail Flats Cost 

Valpak notes that Standard Mail Flats’ losses continued to increase in FY 2016 and the 
product’s cost coverage is heading in the wrong direction. Valpak Comments at 1-2. It also 
asserts that Standard Mail Flats unit cost is higher and its cost coverage is lower due to the 
migration of Carrier Route into Standard Mail Flats. Id. at 5. Valpak further contends that 
cost cutting has not worked and has led to total losses from Standard Mail Flats of $4.5 
billion since FY 2007. Id. at 3-4. Valpak explains that Standard Mail Flats will need to be 
subsidized as long as forecasts can be made because the Postal Service has admitted that 
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the shortfall will not be eliminated prior to the statutory review of the Market Dominant 
rate system. Id. at 4-5. 
 
In response to Valpak, the Postal Service argues that the Valpak analysis omitted the fact 
that the unit cost of Standard Mail Flats decreased and that unit contribution increased. 
Postal Service Reply Comments at 9. The Postal Service concludes that if the exigent 
surcharge would not have been removed in FY 2016, the unit cost and unit contribution 
improvements could have led to the FY 2016 cost coverage exceeding the FY 2010 cost 
coverage. Id. 
 
ACMA points to some successes in the Postal Service unit cost results, including an increase 
in Carrier Route’s commercial cost coverage of 6.4 percentage points, which it partly 
ascribes to a 15.7 percent decline in unit mail processing costs. ACMA Comments at 6. 
However, ACMA still expresses concerns about the reliability of cost data. Id. at 7-12. For 
example, it notes the additional street time associated with Standard Mail Flats, Carrier 
Route, and High Density Flats (with additional street times of 5.8 seconds, 3.4 seconds, and 
2.6 seconds, respectively).67 ACMA concludes that carriers are not able to tell the difference 
between these types of mail, therefore there should be no difference in street time. Id. at 
10. 
 
The Postal Service responds to ACMA by asserting that its analysis “is not sound.” Postal 
Service Reply Comments at 32. The Postal Service explains that ACMA uses mail processing 
data from the Standard Mail Flats models,68 which use fixed costs in its calculations for FY 
2007-FY 2016, and excludes fixed costs in its analysis prior to FY 2007. Postal Service 
Reply Comments at 33. The Postal Service also contends that ACMA’s street time analysis is 
not accurate and states that even if the results were accurate, the results would not 
necessarily be unreasonable. Id. at 35. The Postal Service explains ACMA’s analysis shows 
that a larger percentage of Standard Mail Flats is processed on the FSS, which the 
econometric model estimates has the highest flat-shaped marginal time, leading to 
additional street time for Standard Mail Flats. Id. at 36. 
 
PostCom expresses concern about the Postal Service’s inability to determine the impact 
operational decisions on costs. PostCom Comments at 4. PostCom discusses the failure of 
efficiencies to result in cost savings for flats. Id. at 3-4. It notes that “Standard Mail [F]lats 
costs grew at 15.7 percent when volume increased by only 10 percent.” Id. at 3. 

(3) Compliance with the Commission’s Standard Mail Flats 
FY 2010 ACD Directive 

The Public Representative states that he “cannot conclude that the Postal Service fully 
followed the Commission’s directive regarding cost reduction for Standard Mail Flats.” PR 
Comments at 34. He notes a decreasing cost coverage for the product as well as the 

                                                        
67 Id. at 9-10. ACMA also provides examples associated with mail processing costs and marginal casing time. Id. at 7-12. 

68 Library Reference USPS–FY16–11, December 29, 2016. This was filed in previous ACRs as Library Reference USPS–FY##–11. 
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inability of the Postal Service to provide an estimate of the financial impacts of operational 
changes in support of his conclusion. PR Comments at 33-34. 
 
Valpak asserts that cost cutting measures are not the remedy to underwater Standard Mail 
Flats. Valpak Comments at 14. Valpak argues that “the cost reduction portion of [the FY 
2010 ACD] remedy has been nonexistent — or entirely ineffective.” Id. at 15. Valpak goes 
on to state that the Docket No. R2017-1 prices “will do nothing towards complying with the 
remedial order to improve cost coverage.” See id. 
 
In response to Valpak, the Postal Service details the above-average price increases given to 
Standard Mail Flats from Docket No. R2013-10 through Docket No. R2017-1, as well as the 
lesser price increases for High Density and Saturation Letters. Postal Service Reply 
Comments at 10. 

(4) Other Issues 

ACMA contends that First-Class and Standard Mail commercial flats are likely overpriced 
because they are already at, or above, the “stand-alone” constraint.69 ACMA asserts that, 
but for barriers to entry, a private delivery company would deliver commercial flat pieces 
because the Postal Service’s prices are already above stand-alone cost. Id. at 12. 
 
In response to ACMA’s analysis, the Postal Service states that ACMA has not provided a 
“meaningful empirical estimate of stand-alone costs” that prove ACMA’s assertion. Postal 
Service Reply Comments at 38. 

e. Commission Analysis 

The cost coverage for Standard Mail Flats was 79.4 percent in FY 2016, down from 80.2 
percent in FY 2015. The FY 2016 cost coverage is now the lowest recorded cost coverage 
for Standard Mail Flats. As shown in Table III-6, the decrease in unit cost and the decline in 
unit revenue resulted in a unit contribution of -9.7 cents in FY 2016, a 0.2 cent 
improvement from FY 2015. 
  

                                                        
69 ACMA Comments at 13. “Stand-alone” constraint is a term used by ACMA to refer to the constraint that the stand-alone costs of a 
competitor’s service would arguably place on Postal Service prices thereby protecting mailers from overpricing and the subsidization of other 
mail products. See ACMA Comments at 12-13. To support its position, ACMA cites the testimony of Mr. William J. Baumol on behalf of the 
Postal Service in Docket No. R87-1. Id. at 12 n.9. 
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Table III-6 
Standard Mail Flats Unit Contribution, FY 2008–FY 2016 

 

Fiscal Year 
Unit  

Revenue  
(cents) 

Unit Attributable 
Cost  

(cents) 

Unit  
Contribution  

(cents) 

FY 2008 36.7 38.9 -2.2 

FY 2009 36.9 44.8 -7.9 

FY 2010 36.6 44.8 -8.2 

FY 2011 36.8 46.3 -9.5 

FY 2012 37.6 46.5 -8.9 

FY 2013 38.4 45.2 -6.8 

FY 2014 40.4 48.5 -8.1 

FY 2015 40.2 50.1 -9.9 

FY 2016 37.5 47.3 -9.7 

Source: Library Reference PRC–LR–ACR2016/4. 

 
There were several underlying events that impacted both the unit revenue and unit cost in 
FY 2016. First, the removal of the exigent surcharge reduced unit revenue. Second, the 
migration of Carrier Route mail to the Standard Mail Flats product likely reduced both unit 
revenue and unit attributable cost because former Carrier Route pieces were required to 
migrate to the lowest price categories, which are also the least costly for the Postal Service 
to process. Third, in Order No. 3506, the Commission found that attributable costs should 
include volume-variable costs, product-specific costs, and those inframarginal costs 
included within each product’s incremental costs. Order No. 3506 at 61-62. This change in 
cost methodology increases the unit attributable cost of the Standard Mail Flats product by 
0.2 cent.70 
 
The migration that occurred between Carrier Route and Standard Mail Flats results in 
imperfect comparisons of FY 2016 data to other fiscal years for both Flats and Carrier 
Route. One way to normalize the data to better observe unit cost, unit revenue, and unit 
contribution trends is to combine revenue, cost, and volume data for Standard Mail Flats 
and Carrier Route.71 Figure III-3 illustrates a better comparison of cost, revenue, 
contribution, and volume changes over time because the influence of the migration 
between Flats and Carrier Route is eliminated when the data from the two products are 
combined. 
  

                                                        
70 This change increased the unit cost of Flats from 47.1 cents to 47.3 cents. Compare Library Reference USPS–FY16–LR1 with Library Reference 
PRC–LR–ACR2016/1. 

71 The Postal Service and commenters have asserted that these products share the same characteristics and the data could be combined for 
analysis. See, e.g., ACMA Comments at 4; Docket No. ACR2010, United States Postal Service FY 2010 Annual Compliance Report, December 29, 
2010, at 31 n.10. 
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Figure III-3 
Combined Standard Mail Flats and Carrier Route Unit Revenue, Unit Cost, and Unit 

Contribution, FY 2012–FY 2016 
 

 
 
As shown in Figure III-3, the combined unit contribution from Standard Mail Flats and 
Carrier Route was negative for the first time in FY 2016. Since FY 2012, the combined unit 
revenue has increased almost 8 percent, while the combined unit cost has increased 11 
percent. This analysis indicates that the Postal Service has been unsuccessful in its efforts 
to reduce cost and increase revenue in a way that improves cost coverage. 
 
During FY 2016, the Postal Service continued existing operational initiatives to make the 
processing of flats more efficient. However, no new operational initiatives or operational 
changes were identified by the Postal Service. The Postal Service was also unable to 
estimate cost savings from any of its current or past operational initiatives. Cost savings 
programs or initiatives generally target one or more specific activities to produce cost 
savings. As the Commission has stated in previous ACDs, the Postal Service’s cost saving 
initiatives should have specific and measurable targets by which the benefits of the 
program can be evaluated. See FY 2012 ACD at 116; FY 2013 ACD at 54; FY 2014 ACD at 48; 
FY 2015 ACD at 64. 

2012 2013 2014 2015 2016

Unit Revenue $0.298 $0.300 $0.314 $0.320 $0.321

Unit Cost $0.298 $0.285 $0.297 $0.319 $0.330

Unit Contribution $0.000 $0.015 $0.017 $0.002 $(0.009)

 $(0.050)
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The Postal Service reports on metrics related to some operational initiatives. FY 2016 ACD 
at 27-34. There was no positive change in any metric and the Postal Service provides no 
explanation or plans to improve any initiative in FY 2017. The Postal Service also reports 
that some multi-year initiatives were completed in FY 2016,72 but does not provide any 
information on quantifiable benefits received from the initiatives. 
 
There was no Market Dominant price adjustment proposed or implemented during FY 
2016. However, prices were reduced as a result of the removal of the exigent surcharge. 
The cumulative shortfall in contribution for Standard Mail Flats from FY 2008 through FY 
2016 has grown to $4.5 billion. 
 
The Commission finds that in FY 2016 no progress was made toward addressing the issues it 
raised in the FY 2010 ACD. The Postal Service must continue responding to the requirements 
of the FY 2010 ACD directive by proposing above-average price increases for Standard Mail 
Flats, striving to reduce Standard Mail Flats cost, and providing the required documentation 
of those efforts in future Annual Compliance Reports. 
 
In Chapter 6, the Commission explains its concerns with the Postal Service’s inability to 
quantify the cost savings of its initiatives to reduce costs for flats. The Commission describes 
the information provided by the Postal Service and future proceedings that will require the 
Postal Service to measure, track, and report on initiatives related to reducing the costs of flats.  

3. Standard Mail Parcels 
In FY 2016, Standard Mail Parcels had a cost coverage of 64.6 percent,73 down 8.2 
percentage points from FY 2015. In FY 2016, the volume of Standard Mail Parcels 
decreased by 25.9 percent. Unit revenue increased by 11.5 percent and unit attributable 
cost increased by 25.7 percent compared with FY 2015. This resulted in a 27.1 cent 
decrease in unit contribution from FY 2015 to FY 2016. 
 
The Postal Service explains that these changes are partly due to “a slight increase in labor 
costs combined with a substantial decrease in parcel volume.” FY 2016 ACR at 24. The 
Postal Service also notes the removal of the exigent surcharge. Id. at 24-25. The Postal 
Service intends to improve the product’s cost coverage by continuing to propose above-
average price increases. Id. 
 
Table III-7 displays the unit revenue, unit attributable cost, unit contribution, cost 
coverage, and volume for Standard Mail Parcels from FY 2012 to FY 2016. It shows that 

                                                        
72 For example, in FY 2014, the Postal Service began expanding the capacity of APBS machines by adding bins. FY 2016 ACR at 30. In FY 2015, the 
Postal Service added 3,520 more bins to the APBS, and in FY 2016, the Postal Service completed the expansion by adding 2,144 bins. Id. The 
Postal Service asserts that this initiative will result in the reduction of manual handling for packages and “improve finalization of bundles at 
many locations, as elimination of the second sortation makes the machine available for bundle processing.” Id. However, the Postal Service 
does not provide any data to support these assertions. 

73 The Commission’s cost coverage calculation differs from the Postal Service’s because the Commission includes fees in the revenue for each 
product and the Postal Service does not. 
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The products listed in Table V-2 did not meet their targets for FY 2016. 
 

Table V-2 
Market Dominant Products That Failed to Meet Annual Service Performance Targets, 

FY 2016 
 

Class Product 

First-Class Mail 

 Single-Piece Letters/Postcards (2-Day; 3-5-
Day) 

 Presorted Letters/Postcards (Overnight; 2-
Day; 3-5-Day) 

 Flats (Overnight; 2-Day; 3-5-Day) 
 Parcels (Overnight; 2-Day; 3-5-Day) 
 Outbound Single-Piece First-Class Mail 

International Letters (Combined) 
 Inbound Single-Piece First-Class Mail 

International Letters (Combined) 

Standard Mail 

 High Density and Saturation Flats/Parcels 
 Carrier Route 
 Letters 
 Flats 
 Every Door Direct Mail–Retail  

Periodicals 
 In-County 
 Outside County 

Package Services  Bound Printed Matter Flats 
Special Services  Post Office Box Service 
 
In this chapter, after a summary of the systems the Postal Service uses to measure service 
performance, the Commission discusses the Postal Service’s responses to the FY 2015 ACD 
directives related to First-Class Mail Single-Piece Letters/Postcards. The Commission then 
analyzes the Postal Service’s FY 2016 service performance results. 

2. Measurement Systems 
The Postal Service uses a variety of measurement systems to measure service performance 
for Market Dominant products. The Postal Service began reporting service performance 
results for most Market Dominant products beginning in the third quarter of FY 2011. 
 
Table V-3 identifies each system used to measure those products reported in the Postal 
Service’s Annual Service Performance Report. In Table V-3, and the discussion that follows, 
the Commission uses the following acronyms and abbreviations: EXFC for “External First-
Class Measurement,” iMAPS for “Intelligent Mail Accuracy and Performance System,” IMb 
for “Intelligent Mail barcode,” IMMS for “International Mail Measurement System,” PTS for 
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Mail that does not meet mail preparation requirements is excluded from service 
performance measurement. Id. 
 
Since FY 2013, the percentage of mailpieces measured by IMb increased. Figure V-1 
illustrates this trend, showing the percent of First-Class Mail, Standard Mail, Periodicals, 
and Package Services155 volume measured by IMb since 2013. 
 

Figure V-1 
Percent of Market Dominant Mail Measured by Full-Service IMb, FY 2013–FY 2016 

 

 
Source: See USPS Quarterly Service Performance Reports FYs 2013-2016, First-Class Mail Quarters 1-4, Standard Mail Quarters 
1-4, Periodicals Quarters 1-4, Package Services Quarters 1-4; Revenue, Pieces & Weight by Classes of Mail and Special Services 
Report FYs 2013-FY 2016, Quarters 1-4; http://www.prc.gov/documents/quarterly-performance. 

 
District level measurement. Service performance is measured by the Postal Service at the 
district level. These data are aggregated to the area level and then aggregated again to 
report nationwide service performance results.156 In order to be representative of the 
nation as a whole, a product’s nationwide service performance results should include data 
from all districts. Prior concerns expressed by the Commission with regard to the lack of 

                                                        
155 BPM Flats is the only Package Service product measured using IMb. The remaining products are measured using PTS/PTR. FY 2015 ACD at 98, 
n.179. 

156 See USPS Quarterly Service Performance Reports Quarters 1-4 of FY 2016; https://www.prc.gov/dockets/quarterly-performance. 
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reporting data from certain districts157 appear to have been addressed, with the vast 
majority of districts now reporting statistically meaningful results for all products and 
service standard levels. 
 
Pieces excluded from measurement. The Commission will continue to monitor the issue of 
mailpieces excluded from measurement. See, e.g., FY 2015 ACD at 99-102. During FY 2016, 
the Commission issued an order enhancing the reporting of service performance 
measurement data.158 Among other things, this order required the Postal Service to begin 
providing regular, detailed information concerning mailpieces included and excluded from 
measurement, as well as the reasons mailpieces are excluded from measurement. Order 
No. 3490 at 28-35. 
 
In general, the more mail that is measured, the more representative, accurate, and reliable 
such measurements will be. Table V-4 contains Postal Service data regarding the 
percentage of mail in measurement, the percentage of mail entered as Full-Service IMb and 
included in measurement, and the percentage of mail entered as Full-Service IMb and 
excluded from measurement.159 Table V-4 also shows that the percentage of mail in 
measurement increased for all measured products. Accordingly, this increase corresponds 
to a decrease in the percentage of Full-Service IMb mail excluded from measurement. 
  

                                                        
157 See, e.g., FY 2015 ACD at 98-99. 

158 See Docket No. PI2016-1, Order Enhancing Service Performance Reporting Requirements and Closing Docket, August 26, 2016 (Order No. 
3490). 

159 The formula for the percentage of mail in measurement is mail that is measured / total mail. The formula for the percentage of mail 
processed as Full-Service IMb prices and included in measurement is Full-Service IMb mail measured / total Full-Service IMb mail. The formula 
for the percentage of mail entered at Full-Service IMb mail and excluded from measurement is Full-Service IMb mail excluded from 
measurement / total Full-Service IMb mail. 
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f. The TTMS national aggregate estimates of Letters/Postcards that have missed 
the service standard by the last processing scan within the transit phase, 
disaggregated by service standard, for each quarter and annually for FY 2017. 
Please also provide this information disaggregated by district. 

5. Destination Processing: 

a. Managed Mail Program (MMP) by 15:00 Report, disaggregated by district and 
service standard, for each quarter and annually for FY 2017. 

b. The TTMS national aggregate estimates of First-Class Mail Single-Piece 
Letters/Postcards that have already missed the service standard by the LPO 
within the destination processing phase, disaggregated by service standard, for 
each quarter and annually for FY 2017. Please also provide this information 
disaggregated by district. See March 3, 2017 Response to CHIR No. 1, question 
18. 

6. Delivery/Last Mile 

a. The TTMS national aggregate estimates of First-Class Mail Single-Piece  
Letters/Postcards with Delivery/Last Mile failures reported, disaggregated by 
service standard, for each quarter and annually for FY 2017. See January 10, 
2017 Responses to CHIR No. 1, question 19. Please also provide this 
information disaggregated by district. 

b. The volume and percentage of First-Class Mail Single-Piece Letters/Postcards 
subject to the 2-Day or the 3-Day service standards, disaggregated by service 
standard, for each quarter and annually for FY 2017. See id., question 21. 

The Commission expects that the Postal Service will provide this data and information 
consistent with the methodology used in the responses to CHIRs filed in Docket Nos. ACR2015 
and ACR2016 and use an Excel spreadsheet format, if practicable. If the Postal Service cannot 
provide responsive information at the requested level of granularity, then responsive 
information should be provided at the most practicable level of granularity, along with a 
narrative identifying and explaining the level of granularity provided in the response. The 
Postal Service is encouraged to file a motion for clarification under 39 C.F.R. § 3001.21(a) in 
Docket No. ACR2016 should clarification be necessary. 
 
Furthermore, service performance results for First-Class Mail Flats continues to fall 
substantially short of annual performance targets. The Commission’s action related to this 
product is discussed in Chapter 6. 

b. Standard Mail 

(1) FY 2015 Directives 

In the FY 2015 ACD, the Commission expressed concern with the decline in service 
performance results for Standard Mail Letters, which reversed the previous 4-year trend of 
improving performance for this product. FY 2015 ACD at 141. The Commission also 
observed that “[t]he 6-10-Day service standard components of Standard Mail were the 
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worst performers in Standard Mail in FY 2015.” Id. Noting that the Postal Service reported 
“that service performance for Standard Mail Letters has improved since April 2015,” the 
Commission stated its expectation that this improvement would continue in FY 2016. Id. 
 
The Commission also expressed concern “that the service performance of Every Door 
Direct Mail—Retail and Standard Mail High Density and Saturation Flats/Parcels were 
below the intended annual performance target.” Id. The Commission stated its expectation 
that service performance for these products would improve in FY 2016. Id. 
 
Finding that “Standard Mail Carrier Route and Standard Mail Flats continued to fall 
substantially short of intended annual performance targets,” the Commission issued 
separate directives with respect to these and other flat-shaped mail products. Id. at 142. 
Those directives, the Postal Service’s response, and the Commission’s analysis are 
discussed in Chapter 6. 

(2) FY 2016 Results 

Table V-18 shows that service performance results for Standard Mail Parcels and High 
Density and Saturation Letters exceeded the performance targets set by the Postal Service. 
For the second year in a row, five of the seven Standard Mail products (High Density and 
Saturation Flats/Parcels, Carrier Route, Letters, Flats, and Every Door Direct Mail—Retail) 
did not meet their service performance targets. Standard Mail High Density and Saturation 
Flats/Parcels and Standard Mail Letters were near this year’s targets of 91 percent on-time 
delivery for each product. Service performance results for Carrier Route and Flats 
remained well below targets in FY 2016. FY 2016 service performance results for Every 
Door Direct Mail—Retail declined from FY 2015 levels. 
 
Table V-18 shows service performance results compared to the annual on-time percentage 
targets for all Standard Mail products from FY 2012 to FY 2016. 
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Table V-18 
Standard Mail 

Service Performance Results, FY 2012–FY 2016 
 

 
 

FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 

Target % 
On-
Time 

Target % 
On-
Time 

Target % 
On-
Time 

Target % 
On-
Time 

Target % 
On-
Time 

High Density 
and Saturation 

Letters 

90.0 87.2 90.0 90.8 91.0 92.3 91.0 91.5 91.0 94.9 

High Density 
and Saturation 

Flats/Parcels 

90.0 90.8 90.0 87.0 91.0 87.2 91.0 87.0 91.0 90.0 

Carrier Route 90.0 70.6 90.0 79.7 91.0 81.4 91.0 82.0 91.0 83.9 

Letters 90.0 80.7 90.0 85.9 91.0 87.1 91.0 85.8 91.0 90.1 

Flats 90.0 59.9 90.0 76.9 91.0 76.2 91.0 73.8 91.0 81.4 

Parcels 90.0 N/A 90.0 98.7 91.0 N/A 91.0 98.1 91.0 98.3 

EDDM—Retail       91.0 78.5 91.0 75.2 

Note: Numbers in red indicate service performance results that did not meet or exceed the annual service performance target. 

Source: Library Reference USPS–FY16–29 at 12; Docket No. ACR2015, Library Reference USPS–FY15–29 at 11; Docket No. ACR2014, Library 
Reference USPS–FY14–29 at 11; Docket No. ACR2013, Library Reference USPS–FY13–29 at 10; Docket No. ACR2012, Library Reference USPS–
FY12–29 at 10. 

 

(3) Postal Service Explanation for Not Meeting Service 
Standards 

With respect to destination entered Standard Mail products, the Postal Service states that it 
intends to focus efforts on advancing processing.201 The Postal Service explains that 
advancing processing will improve service performance for Standard Mail Flats processing 
by “reducing the WIP cycle time through targeting decreases in the time between bundle 
and next handling processing.” Library Reference USPS–FY16–29 at 17. 

(4) Comments 

The Public Representative notes general improvement in Standard Mail service 
performance, but that “most service performance indicators are still below the applicable 
targets.” PR Comments at 10. He suggests that “[t]he Commission’s oversight efforts should 
continue, and possibly be increased.” Id. 
 
NTU comments that after the second consecutive year of the Postal Service’s failed 
attempts to meet its on-time service performance targets for nearly every Standard Mail 

                                                        
201 Library Reference USPS–FY16–29 at 16. In general, advancing denotes mailpieces that have been processed in a manner that enhances the 
opportunity for delivery before the date implied by the applicable service standard. Service Response at 13. 
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product, the Commission must compel the Postal Service to provide solutions. NTU Reply 
Comments at 2. 
 
The Postal Service states “Standard Mail (now known as Marketing Mail) has improved, 
and…achieved record performance levels in FY2016.” Postal Service Reply Comments at 48. 
Acknowledging that “the [flat[-] shaped product remains an opportunity for improvement,” 
the Postal Service reemphasizes its continued efforts to reduce WIP cycle time and advance 
mail processing. Id. at 48-49. The Postal Service also states that it will add new Small Parcel 
Sorting System (SPSS) equipment at high volume locations during calendar year 2017. Id. 
at 48. 

(5) Commission Analysis 

Five of the seven Standard Mail products (High Density and Saturation Flats/Parcels, 
Carrier Route, Letters, Flats, and Every Door Direct Mail—Retail) did not meet their FY 
2015 and FY 2016 percentage on-time service performance targets. 
 
For three Standard Mail products (Carrier Route, Letters, and Flats), FY 2016 marks the 
fifth consecutive year that the Postal Service failed to meet the applicable targets. The 
Postal Service does not explain the failure to meet standards. See 39 C.F.R. § 3055.2(h). The 
Postal Service must cross-apply the data leveraging techniques discussed with respect to 
First-Class Mail to improve Standard Mail service performance. See V.A.3., supra. 
 
The Postal Service highlights improvements made quarter over quarter in FY 2016. Library 
Reference USPS–FY16–29 at 14-15. This assertion is not new. FY 2015 ACD at 118-19. As 
the Commission has stated in the past, “in general, service performance is typically higher 
in Quarters 3 and 4 than in Quarters 1 and 2.” Id. at 118. With particular attention to 
service performance improvements for Standard Mail Flats, the Commission has previously 
explained that “it appears that this represents a cyclical variation rather than an overall 
improvement in service performance results.” Id. In the FY 2015 ACD, the Commission also 
noted that for FY 2012 through FY 2015, the Postal Service did not sustain the improved 
service performance of Quarter 3 and Quarter 4 through to the next fiscal year. Id. at 119. 
In FY 2016, quarterly service performance results appear to be consistent with this trend. 
 
Consistent with the Commission’s expectation, service performance results for Standard 
Mail Letters and Standard Mail High Density and Saturation Flats/Parcels improved in FY 
2016 and exceeded the level of service reported in FY 2013, FY 2014, and FY 2015. 
 
The Commission notes that the Postal Service improved its Standard Mail Flats service 
performance results between FY 2016 Quarter 1 and Quarter 2 as it had in most prior fiscal 
years. In FY 2015, Standard Mail Flats service performance results declined between FY 
2015 Quarter 1 and Quarter 2. Without additional explanation from the Postal Service, it is 
unclear whether this improvement in FY 2016 was the result of specific Postal Service 
action that can be replicated in FY 2017. 
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Table V-27 
Comparison of Customer Satisfaction with Market Dominant Categories, 

FY 2014-FY 2016 
 

Market Dominant Categories 
(Mailing Services) 

Residential % Rated 
Very/Mostly Satisfied 

Small/Medium Business % 
Rated Very/Mostly Satisfied 

Large Business % Rated 
Very/Mostly Satisfied (Q4 

only) 

2014 2015 2016 2014 2015 2016 2014 2015 2016 

First-Class Mail 91.15% 89.22% 89.13% 87.25% 84.77% 83.34% ** 83.27% 81.49% 

Single-Piece International 85.58% 85.80% 84.80% 83.04% 82.31% 81.34% ** 82.65% 74.37% 

Standard Mail 86.76% 85.11% 85.49% 83.82% 80.82% 79.87% ** 79.49% 76.89% 

Periodicals 85.90% 85.50% 85.07% 83.26% 82.42% 81.86% ** 77.10% 74.26% 

Single-Piece Standard Post 88.92% 86.66% 86.28% 84.06% 82.65% 81.83% ** 77.81% 75.85% 

Media Mail 88.66% 87.17% 86.59% 86.55% 85.18% 84.05% ** 78.61% 74.28% 

Bound Printed Matter --* --* --* 81.72% 81.70% 80.11% ** 76.54% 73.40% 

Library Mail --* 85.10% 85.54% 81.79% 85.43% 83.05% ** 78.66% 70.56% 

*--Number of responses received did not meet minimum threshold for 90 percent level of confidence. 

   **--FY 2014 Not Available. 

 Source: FY 2016 ACR at 74; FY 2015 ACR at 59. 
       

2. Comments 
The Public Representative comments that “customer satisfaction has declined for nearly 
every market dominant category.” PR Comments at 23. He asserts that the greatest 
customer satisfaction declines were for large business customers, followed by small 
business and residential customers. Id. He notes that although the Postal Service appears to 
have improved service performance, this improvement does not translate into an increase 
in customer satisfaction. Id. He suggests that the Commission closely monitor customer 
satisfaction to ensure that further declines do not occur. Id. 
 
In its reply comments, the Postal Service asserts that it “continues to strive to meet 
customer needs in every service sector.” Postal Service Reply Comments at 41-42. It 
maintains that it takes customer satisfaction very seriously, continues to analyze all 
available data to determine root causes of a lack of satisfaction, and uses a variety of 
initiatives to identify concerns and implement solutions. Id. at 42. 

3. Commission Analysis 
As the Public Representative notes, customer satisfaction declined for almost every market 
dominant category. In particular, large business customer satisfaction with Single-Piece 
International Mail and Library Mail declined significantly between FY 2015 and FY 2016. 
The Postal Service acknowledges that it needs to improve customer satisfaction for its large 
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business customers. FY 2016 ACR at 76. It states that management will continue to analyze 
customer satisfaction results to better understand key drivers for current scores. Id. The 
Postal Service asserts that better understanding reasons for current scores will enable it to 
design and implement appropriate customer satisfaction improvements. Id. For example, 
the Postal Service explains that it “employed Lean Six Sigma principles to identify ways to 
maximize service opportunities and correct service problems.” Id. at 75-76. 
 
The Commission finds that the Postal Service should take appropriate steps to improve 
customer satisfaction. In the FY 2017 ACR, the Postal Service should discuss the reasons for 
any further declines in customer satisfaction. The Commission evaluates customer 
experience results in detail in its analysis of the Postal Service’s FY 2016 Annual 
Performance Report and FY 2017 Annual Performance Plan. 
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CHAPTER 6: FLATS COST AND SERVICE 
ISSUES 

 Introduction A.
The Postal Service faces significant challenges in profitably processing and delivering flat-
shaped mailpieces (flats). In each ACD since FY 2008, the Commission has discussed the 
issues related to flats and has provided the Postal Service opportunities to improve these 
issues with flexibility and autonomy. In the FY 2015 ACD, the Commission directed the 
Postal Service to identify a method to measure, track, and report the cost and service 
performance issues concerning flats. In response, the Postal Service provided a discussion 
of data systems that could be used to measure certain issues relating to flats. 
 
Given the compressed nature of ACD proceedings and the need for consistent review of the 
issues, the Commission will initiate a strategic rulemaking to develop reporting 
requirements related to flats operational cost and service issues. 

 Commission Directive B.
In the FY 2015 ACD, the Commission identified and analyzed six “pinch points” that 
contribute to cost and service issues for flats: 
 

 Bundle processing 
 Low productivity on automated equipment 
 Manual sorting 
 Productivity and service issues in allied operations 
 Increased transportation time and cost 
 Last mile/delivery 

 
FY 2015 ACD at 165. 
 
Using available data, the Commission identified and discussed flats cost and/or service 
issues for each individual pinch point. See FY 2015 ACD at 165-180. However, the 
Commission acknowledged that there was a “lack of comprehensive data” which prevents 
the Postal Service and the Commission from measuring the impact of specific initiatives 
designed to improve cost and service issues for flats. FY 2015 ACD at 180. 
 
The Commission directed the Postal Service to identify a method to measure, track, and 
report the cost and service performance issues relating to each individual pinch point 
identified by the Commission at the most granular level practicable. Id. at 181. To increase 
transparency, the Commission requested certain information in support of the identified 
methods, specifically the Commission requested information related to: available data to 
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Table VI-1 

Flats Products’ Service Performance Results FY 2011–FY 2016 
 

Product 

FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 

Target 

% 

On-

Time Target 

% 

On-

Time Target 

% 

On-

Time Target 

% 

On-

Time Target 

% On-

Time 

First-Class Mail 

Flats 3-5 Day233 92.85 80.00 95.00 77.60 95.25 72.60 95.25 65.28 95.25 70.9 

Standard Mail 

Carrier Route 90.00 70.60 90.00 79.70 91.00 81.40 91.00 82.02 91.00 83.9 

Standard Mail 

Flats 90.00 70.00 90.00 76.90 91.00 76.20 91.00 73.78 91.00 81.4 

Periodicals 

Outside County 91.00 68.70 91.00 82.10 91.00 80.80 91.00 77.57 91.00 79.7 

Bound Printed 

Matter Flats 90.00 54.30 90.00 62.60 90.00 60.20 90.00 45.20 90.00 53.6 

Source: PRC–LR–ACR2016/9. 
 
In the FY 2015 ACD, the Commission identified and discussed factors that contribute to cost 
and service issues. The Postal Service did not refute these factors in its report. Below, the 
Commission updates key data from Chapter 6 of the FY 2015 ACD with FY 2016 data and 
explains that there has been little improvement since the FY 2015 ACD. 

1. Bundle Processing 
In FY 2015, the Commission found that current data related to bundle breakage are limited 
because data do not fully indicate the scope and scale of bundle breakage. FY 2015 ACD 
at 167. The Postal Service did not file any additional data related to bundle processing in 
the FY 2016 ACR. However, as discussed above, the Postal Service provided several options 
to measure issues related to bundle processing in its original Response and its Response to 
CIR No. 1. But the Postal Service did not provide any data or estimate any cost savings 
associated with resolving issues related to bundle processing. 

2. Low Productivity on Automation Equipment 
In FY 2015, the Commission found that primary machines used to process flats, the 
automated processing on the Automated Parcel Bundle Sorter (APBS), the Automated 
Package Processing System (APPS), and the Automated Flats Sequencing Machine (AFSM) 
100, had declining productivities. Id. at 167-68. As shown in Table VI-2, these 
productivities continue to decline, which leads to reduced operational efficiency of the 
Postal Service. 

                                                        
233 First-Class Mail Flats 3-5 Day denotes First-Class Mail Flats that have a service standard of 3 to 5 days. Most First-Class Mail Flats volume falls 
into this category. 
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Table VI-2 
Pieces Per Hour (PPH) Sorted 

 

  

AFSM100 Incoming 

Secondary 
SPBS/APBS Incoming APPS Incoming 

Fiscal 

Year PPH % Change PPH % Change PPH % Change 

2008 3273   252   498   

2009 3138 -4.1% 224 -10.8% 451 -9.3% 

2010 2998 -4.5% 208 -7.2% 430 -4.7% 

2011 2898 -3.3% 201 -3.4% 397 -7.7% 

2012 2692 -7.1% 220 9.6% 361 -9.0% 

2013 2725 1.2% 232 5.4% 350 -3.0% 

2014 2685 -1.5% 219 -5.6% 319 -9.1% 

2015 2673 -0.4% 205 -6.6% 304 -4.5% 

2016 2567 -4.0% 194 -5.3% 271 -11.0% 

Source: PRC–LR–ACR2016/9. 

 
In FY 2015, the Postal Service attributed these productivity declines to the long running 
volume declines but did not explain why lower volumes necessarily translate into lower 
productivities.234 
 
The FSS is another machine used by the Postal Service to process flats. In FY 2016, 20 
percent of flats that destinated in FSS zones were not finalized on FSS equipment, which is 
relatively unchanged from FY 2015.235 The Postal Service spent over $205 million on 
processing flats on FSS in FY 2016, a 1.8 percent increase over FY 2015. See PRC–LR–
ACR2016/9. In its Responses to the FY 2015 ACD, the Postal Service did not provide any 
estimates of the cost or service impact of FSS implementation on flats. 
 
The Postal Service did not file any additional data in the FY 2016 ACR to measure, track or 
report on cost and service issues related to low productivity on automation equipment. 

3. Manual Sorting 
In FY 2016, the Postal Service spent $353.3 million on manually processing flats, a 0.7 
percent reduction from FY 2015. See PRC–LR–ACR2016/9. The available data for manual 
sorting lacks transparency, as there is no way to track and report the amount of manual 

                                                        
234 Docket No. ACR2014, Responses of the United States Postal Service to Questions 1-6, 8, 10, 12-13 and 15-22 of Chairman’s Information 
Request No. 2, January 23, 2015, question 8. The Postal Service has not linked the productivity of the APPS, APBS, or AFSM at a facility level to 
facility-specific volumes. That is, the Postal Service has not provided evidence that facilities with lower volume actually have lower 
productivities. 

235 Library Reference USPS–FY16–11, December 29, 2016, Excel file “USPS-FY16-11 STD flats.xlsx,” tab “Coverage Factors,” cell E79. 
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5. Increased Transportation Time and Cost 
In the past 4 years, unit transportation costs have increased 26.5 percent. See Table VI-4. 
From FY 2015 to FY 2016, unit transportation costs increased 11.5 percent. The Postal 
Service has not provided an explanation for this large increase in unit costs. 
 

Table VI-4 
Flats Transportation Costs 

FY 2013–FY 2016 
 

 
FY 2013 FY 2014 FY 2015 

 

FY 2016 

% Change  

FY 2013 to  

FY 2015 

Cost Segment 14 Flats Cost 686, 602 669,692 712,179 757,237 10.3% 

Flats Volume 23,558,663 22,161,652 21,489,192 20,544,661 -12.8% 

Flats Transportation Unit Costs $0.0291 $0.0302 $0.0331 $0.0369 26.5% 

Source: PRC–LR–ACR2016/9. 

 
The Postal Service states that it does not currently have metrics available to measure 
service impacts for the transportation pinch point, but metrics could be developed by 
leveraging nesting data from the current Bundle Visibility process to measure cycle times. 
Response to CIR No. 1 at 81. 
 
The Postal Service did not provide any additional information in the FY 2016 ACR to 
measure, track or report on cost and service issues related to Transportation. 

6. Last mile/delivery 
The Postal Service spent a total of $1.1 billion in city carrier in-office costs, which include 
casing costs for flats in FY 2016. See Table VI-5. When the additional mail processing costs 
associated with the FSS are added to the city carrier in-office costs,239 the Postal Service 
spent $1.319 billion processing flats to Delivery Point Sequence (DPS) in FY 2016.240 This is 
virtually unchanged from FY 2015, when the Postal Service spent $1.345 billion on 
processing flats to DPS. FY 2015 ACD at 178-79. See Docket No. ACR2015, Library 
Reference USPS–FY15–26. This is nearly the amount spent casing flats in FY 2008, when 
volume was 67 percent higher than FY 2016.241 In FY 2008, the Postal Service had to 
manually case all flats because there were no FSS machines. Despite the addition of 100 FSS 

                                                        
239 As detailed in Table VI-5, the segment 6 in-office cost for flats was $1.143 billion. As detailed in Docket No. ACR2015, Library Reference 
USPS–FY15–26, Excel file “shp16.prc.xls,” tab “Flats(2),” columns “F” and “AX,” the mail processing cost for the FSS was $205 million. 

240 The cost of FSS processing in MODS and NDC facilities was over $205 million. See Library Reference USPS–FY16–26. 

241 As detailed in Table VI-5, the cost segment 6 in-office cost for flats in FY 2008 was $1.549 billion, $230 million more than the combined FSS 
mail processing and in-office cost of $1.319 billion in FY 2016. As further detailed in Table VI-7, flat volume was 34.35 billion pieces in FY 2008 
and declined to 20.55 billion pieces in FY 2016, which represents a 40.2 percent decline. 
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Periodicals Pricing Efficiency: 
 

 The Commission directs the Postal Service to include an updated version of the 120-

day Report in its FY 2017 ACR. The report must include an analysis of how the removal 

of FSS pricing in Docket No. R2017-1 impacted the cost, contribution, and revenue of 

Periodicals in FY 2017 and whether the removal improved the efficiency of Periodicals 

pricing in FY 2017. FY 2016 ACD, Chapter 2 at 22. 

 
Standard Mail: 
 

 The Commission finds that the discounts for Automation AADC Letters and Non-

automation 5-Digit Non-machinable Letters were not in compliance in FY 2016. The 

Postal Service’s use of the rate shock exception for the Automation AADC Letters and 

Non-automation 5-Digit Non-machinable Letters discounts is not adequately 

supported and the Commission finds that the Postal Service did not take sufficient 

steps in FY 2016 to reduce these excessive passthroughs. In addition, the Postal Service 

took no substantial action to reduce these excessive passthroughs in Docket No. 

R2017-1. The Postal Service must align the discounts for Automation AADC Letters and 

Non-automation 5-Digit Non-machinable Letters with avoided costs in the next Market 

Dominant price adjustment or provide support for an applicable statutory exception. 

FY 2016 ACD, Chapter 2 at 26. 

 The Commission finds that this discount was not in compliance in FY 2016. The Postal 

Service must either align the Non-automation 3-Digit Non-machinable Letters 

discount with avoided cost during the next general Market Dominant price 

adjustment, or provide support for an applicable statutory exception. FY 2016 ACD, 

Chapter 2 at 26. 

 The Commission finds that these two discounts were not in compliance in FY 2016. The 

Postal Service must either align the Nonprofit NDC Irregular Parcels discounts with 

avoided costs during the next general Market Dominant price adjustment, or provide 

support for an applicable statutory exception. No further action is required for the 

NDC Marketing Parcels discount because the discount approved in Docket No. R2017-1 

brings the passthrough below 100 percent. FY 2016 ACD, Chapter 2 at 32. 

 The Commission finds that in FY 2016 no progress was made toward addressing the 

issues it raised in the FY 2010 ACD. The Postal Service must continue responding to the 

requirements of the FY 2010 ACD directive by proposing above-average price increases 

for Standard Mail Flats, striving to reduce Standard Mail Flats cost, and providing the 
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required documentation of those efforts in future Annual Compliance Reports. FY 2016 

ACD, Chapter 3 at 57. 

 The Commission finds that FY 2016 revenue for Standard Mail Parcels was not 

sufficient to cover attributable cost. The Postal Service’s approach to improve cost 

coverage through above-average price increases in future Market Dominant price 

adjustments is appropriate; however, unit cost increases are overwhelming unit 

revenue increases. In addition to above-average price increases, the Postal Service 

should explore and implement opportunities to further reduce the unit cost of 

Standard Mail Parcels and report on those opportunities and results in the FY 2017 

Annual Compliance Report. FY 2016 ACD, Chapter 3 at 59. 

 
Package Services: 
 

 The Commission finds that the BPM Flats DNDC dropship, BPM Flats DSCF dropship, 

BPM Flats DDU dropship, BPM Parcels DNDC dropship, BPM Parcels DSCF dropship, 

and BPM Parcels DDU dropship discounts were not in compliance during FY 2016. The 

Postal Service must either align these discounts with avoided costs during the next 

general Market Dominant price adjustment or provide support for an applicable 

statutory exception. FY 2016 ACD, Chapter 2 at 40. 

 The Commission finds the BPM flats DFSS dropship discount was not adequately 

justified in FY 2016. However, because this discount was eliminated in Docket No. 

R2017-1, no further action is necessary. FY 2016 ACD, Chapter 2 at 41. 

 
Special Services: 
 

 The Postal Service must investigate the accuracy of the incremental costing method 

with respect to mail processing costs attributed to Money Orders. In future Market 

Dominant price adjustments, the Postal Service shall improve cost coverage through 

above-average price increases for this product until such time that cost coverage 

reaches 100 percent of attributable costs. FY 2016 ACD, Chapter 3 at 61. 

 The Commission finds that FY 2016 revenue for COD was not sufficient to cover 

attributable cost. The Commission recognizes the difficulty of generating accurate 

costs for products with low volume and the statistical variation in small sample sizes. 

The Postal Service shall report in the FY 2017 ACR on the number of In-Office Cost 
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PHI NSA: 
 

 The Commission finds that the PHI NSA did not meet the criteria of 39 U.S.C. § 

3622(c)(10)(A) in Contract Year 2. However, continuation of the contract may help 

offset the negative contribution from Contract Year 2. The Postal Service shall report 

on its forecast for the remainder of the PHI NSA within 90 days of the issuance of this 

ACD. The report shall include an updated estimate of PHI volume and any amendments 

to the contract. FY 2016 ACD, Chapter 3 at 74. 

 
Parcel Return Service: 
 

 In FY 2016, every Competitive domestic product with rates of general applicability, 

except Parcel Return Service, covered its attributable cost and thereby satisfied the 

statutory requirements of 39 U.S.C. § 3633(a)(2). The Commission directs the Postal 

Service to report within 90 days on the results of its investigation into the Parcel 

Return Service cost estimates in FY 2016. The Postal Service must discuss the 

corrective actions that it has taken and plans to take to improve cost coverage. 

FY 2016 ACD, Chapter 4 at 80. 

 
Competitive NSAs: 
 

 The Commission finds that Priority Mail Contract 70, Priority Mail Contract 108, 

Priority Mail Contract 109, Priority Mail Contract 128, Priority Mail Contract 135, 

Priority Mail Contract 150, Priority Mail Contract 160, Priority Mail Contract 166, 

Priority Mail Contract 169, Priority Mail Contract 183, Priority Mail Contract 214, 

Priority Mail Contract 228, and Parcel Return Service Contract 10 were not in 

compliance with 39 U.S.C. § 3633(a)(2) in FY 2016. The Commission directs the Postal 

Service to report within 30 days on the result of the Postal Service’s renegotiation 

efforts and evaluations relating to Priority Mail Contract 150, Priority Mail Contract 

160, and Parcel Return Service Contract 10. The Postal Service shall discuss the 

corrective actions taken or the actions the Postal Service plans to take to improve cost 

coverage. FY 2016 ACD, Chapter 4 at 82. 
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Appendix B: Commenters 
2016 Annual Compliance Determination 
 

Commenter Comment Citation Citation Short Form 

Amazon Fulfillment Services, Inc. 
(Amazon) 

Reply Comments of Amazon Fulfillment 
Services, Inc., February 13, 2017 

Amazon Reply Comments 

 

American Catalog Mailers 
Association (ACMA) 

Initial Comments of the American Catalog 
Mailers Association, February 2, 2017 

ACMA Comments 

 

American Consumer Institute 
Center for Citizen Research (ACI) 

Comments of the American Consumer 
Institute Center for Citizen Research, 
February 13, 2017 

ACI Reply Comments 

 

Association for Postal Commerce 
(PostCom) 

Initial Comments of the Association for Postal 
Commerce, February 2, 2017 

PostCom Comments 

 

 
Reply Comments of the Association for Postal 
Commerce, February 13, 2017 

PostCom Reply Comments 

 

Frontiers of Freedom 
Reply Comments by Frontiers of Freedom, 
February 13, 2017 

Frontiers of Freedom Reply 
Comments 

 

Greeting Card Association (GCA) 
Initial Comments of the Greeting Card 
Association, February 2, 2017 

GCA Comments 

 

Major Mailers Association, National 
Association of Presort Mailers, and 
National Postal Policy Council (First-
Class Business Mailers) 

Comments of the Major Mailers Association, 
National Association of Presort Mailers, and 
the National Postal Policy Council, February 
2, 2017 

First-Class Business Mailers 
Comments 

 

National Taxpayers Union (NTU) 
Comments of Pete Sepp, President, National 
Taxpayers Union Before the Postal 
Regulatory Commission, February 13, 2017 

NTU Reply Comments 
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Appendix C: Acronyms and 
Abbreviations 

Acronym/Abbreviation Meaning 

AADC Automated area distribution center 

ACD Annual Compliance Determination 

ACMA American Catalog Mailer Association  

ACR Annual Compliance Report  

ADC Area distribution center 

AFSM Automated Flats Sorting Machine 

APWU American Postal Workers Union 

BPM Bound Printed Matter  

BSN Business Service Network 

CAGU Citizens Against Government Waste 

Carlson Douglas F. Carlson 

CEM Customer Experience Measurement 

C.F.R. Code of Federal Regulations 

CHIR Chairman’s Information Request  

CI Customer Insights 

CPI Consumer price index 

CPI-U Consumer price index for all urban consumers  

CPO Community Post Office  

CPU Contract postal unit 

CRA Cost and Revenue Analysis  

DDU Destination delivery unit  

DFSS Destination Flats Sequencing System 

Discover Discover Financial Services 

DNDC Destination network distribution center 

DSCF Destination sectional center facility  

ECSI Educational, cultural, scientific or informational (value)  

EMS Express Mail Service  

EPG E-Parcel Group 

EXFC External First-Class Measurement 

FedEx Federal Express Corporation 

FSS Flats Sequencing System  

FY Fiscal Year 

GCA Greeting Card Association 

GEPS Global Expedited Package Service 

GREPS Global Reseller Expedited Package Service 
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Acronym/Abbreviation Meaning 

ICRA International Cost and Revenue Analysis  

iMAPS Intelligent Mail Accuracy and Performance System 

IMb Intelligent Mail barcode  

IMMS International Mail Measurement System  

IMTS-Inbound  International Money Transfer Service-Inbound  

IMTS-Outbound International Money Transfer Service-Outbound  

Mixed ADC Mixed area distribution center 

MPA & ANM Magazine Publishers of America, Inc., and Alliance of Nonprofit Mailers 

IOCS In-Office Cost System  

NAPM National Association of Presort Mailers  

NDC Network distribution center  

NPPC National Postal Policy Council 

NSA Negotiated service agreement  

NTU National Taxpayers Union 

PAEA Postal Accountability and Enhancement Act  

PHI PHI Acquisitions, Inc. 

Pitney Bowes Pitney Bowes Inc. 

POS Point of Sale 

PostCom Association for Postal Commerce 

PTS Product Tracking System 

PR Public Representative 

Progressive Progressive Direct Mail Advertising 

QBRM Qualified Business Reply Mail  

SASP Seamless Acceptance and Service Performance 

SFS Stamp Fulfillment Services 

TPA Taxpayers Protection Alliance 

UFSM Upgraded Flats Sorting Machine 

UHCC Utah Hispanic Chamber of Commerce 

U.S.C. United States Code 

UPS United States Parcel Service 

UPU Universal Postal Union  

Valassis Valassis Direct Mail, Inc. 

Valpak Valpak Direct Marketing Systems, Inc. and Valpak Dealers’ Association, Inc. 

VPO Village Post Office 
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INITIAL COMMENTS OF THE  

AMERICAN CATALOG MAILERS ASSOCIATION (ACMA) 

(February 2, 2017) 

 

 Pursuant to Commission Order No. 3717, “Notice of Postal Service’s Filing of 

Annual Compliance Report and Request for Public Comments” (Dec. 30, 2016), ACMA 

is pleased to submit these comments, with workbook ACMA_ACR2016_Workbook.xlsx 

(hereinafter “Attachment”).   

I. Introduction 

 Catalogs are generally mailed as flats, in a continuum composed of the 

Commercial (as opposed to the Nonprofit) parts of Standard Flats (SF), Carrier Route 

(CR), High-Density Flats, High-Density Plus Flats,1 and Saturation Flats (Saturation).  

                                            
1  Hereinafter, the term “High-Density Flats” or “High-Density,” or the initialism HD, is used 
to refer to the combination of High-Density Flats and High-Density Plus Flats.  Readily available 
data do not allow these two to be considered separately.  The term “High-Density Parcels” is 
used to refer to the combination of High-Density Parcels and High-Density Plus Parcels. 
 

Postal Regulatory Commission
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Standard Flats (a small category dwarfed by the splitting off of CR).2  Below these three 

foci, special cost studies are done to split costs further, mainly to support discounts for 

worksharing. 

 A perennial problem is that the costs and cost coverages reported are in all 

cases (except BPM) weighted averages for Commercial and Nonprofit mail.  Because 

Nonprofit rates are considerably lower than Commercial rates, the cost coverages for 

Commercial mail are higher than the reported figures. 

 In reply comments in Docket No. ACR2015, ACMA explained that the history of 

the Nonprofit rates, including guiding legislation, is consistent with all mailers together 

funding the Nonprofit rates (at 8-14).  Further, it is difficult to square the behavioral 

characteristics of the current arrangement with the apparent intent of Congress.3  In its 

FY 2015 ACD (at 77), the Commission responded to these matters by saying that 

ACMA could “petition the Commission to consider such issues in another proceeding.”  

However, for purposes of assessing the rates being paid by the Commercial mailers 

and by catalogers in particular, no changes are needed and there is no bar to 

considering the cost coverages presented below. 

                                            
2  Before Docket No. MC95-1, a category called Bulk Rate Regular (BRR) included 
Standard Letters (SL), SF, and Standard Parcels.  Essentially, CR was split off from BRR in that 
docket.  CR at that point contained a large number of letters.  Then the 5-digit automation rate in 
SL became lower than the CR rate, so nearly all letters moved to SL.  CR now includes a small 
number of letters and parcels. 
 
3  For example:  The requirement is that the per-piece revenue of the Nonprofit categories 
be 60 percent of the per-piece revenue of “the most closely corresponding regular-rate [i.e., 
Commercial] subclass.”  Section 3626(a)(6)(A).  This implies that a relative-to-Commercial 
increase in Nonprofit worksharing must lead to a relative-to-Commercial increase in Nonprofit 
rates.  Also, if Nonprofit rates are guided by the cost coverage of a category that includes both 
Commercial and Nonprofit, an increase in Nonprofit volume would lead to a rate increase for 
both Commercial and Nonprofit. 
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 Because Standard Flats functions in considerable degree as a residual category 

to Carrier Route, tied by density proportions and co-mailing activities, the combination of 

the two is the most relevant to catalogs.  And using the estimates in USPS Library 

Reference 27, Commercial can be separated from Nonprofit.  Cost coverages for the 

resulting categories are shown in Table 1.  Corresponding percentages for FY 2015 are 

shown in brackets. 

 

Table 1 

Commercial Cost Coverages FY 2016  [FY 2015] 

Standard Flats + Carrier Route 105.1%  [108.9%] 

High-Density + Saturation, Flats and Parcels  172.5%  [177.8%] 

 

 On this basis, catalogs cover their costs.  An increase in the volume of catalogs, 

which would involve Standard Flats, Carrier Route, and a small portion of High-Density 

and Saturation, would increase net income.4  A rate increase for Standard Flats alone 

would affect SF, CR, and co-mailing activities.5  We believe the Postal Service is 

concerned about these relationships, as it should be.  The rate relationships among 

these categories that we would prefer might be different from the ones the Postal 

Service would prefer, but we understand its interest in having a degree of flexibility. 

                                            
4  For ratesetting and rate assessment purposes, volume changes considered should be of 
the kind and character that would be induced by a rate change.  This kind of volume change is 
often referred to as a “rate-induced” volume change. 
 
5  No information is available on the cross-elasticity between Standard Flats and Carrier 
Route.  See USPS demand equations submitted January 20, 2016.  It is clear, however, that the 
two categories are connected by more than ordinary consumer preference. 
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 The cost coverages for 2016 are somewhat below the 2015 figures, explained in 

part by the removal of the exigency surcharge.  Beyond this, the reduction for SF+CR 

may be associated with the FSS, as discussed further below.  For High-Density, we 

noticed a 76.2 percent increase in unit mail processing costs, shown in USPS Library 

Reference 18. 

 Though indicative in and of themselves, as we have explained, the figures in 

Table 1 are relatively aggregate.  As shown in Table 2, they can be disaggregated. 

 

Table 2 

Flats-Category Cost Coverages FY 2016  [FY 2015] 

 Commercial Nonprofit Product Total 

Standard Flats  86.7%  [88.6%] 53.4%  [52.9%]  79.7%  [80.2%] 

Carrier Route 140.7%  [134.7%] 95.3%  [88.8%] 137.5%  [131.1%] 

High-Density + Saturation 172.47%  [177.8%] 94.6%  [94.5%] 168.4%  [173.3%] 

 

 

These results must be interpreted in the light of the volume reduction of CR, most of 

which moved to SF due to the FSS requirements.  Table 3 shows the volume changes. 
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Table 3 

Percentage Changes in Volume from FY 2015 to FY 2016 

 Commercial Nonprofit Product Total 

Standard Flats  +24.1%  +5.9%  +20.2% 

Carrier Route –19.0% –30.2% –19.9% 

High-Density + Sat  –1.3%  –6.8%  –1.6% 

 

In CR, Nonprofit volume decreased much more than Commercial volume  

(–30.2% compared to –19.0%).  This should increase the coverage of CR somewhat.  

The bigger effect, however, would be expected to be the Commercial reduction of 19.0 

percent, which is the primary cause of the volume increase for SF of 24.1 percent. 

 The FSS machines were installed in high-volume destinations.  We would expect 

pallets to these destinations to be relatively heavy and the bundles on them to have a 

relatively large number of pieces.  The mailings might have other low-cost 

characteristics that too are not recognized in rates.  Therefore, we would expect the CR 

mail shifting to SF to be relatively high-coverage mail.  Despite this, Table 2 shows that 

the cost coverage of CR increased by 6.4 percentage points (from 131.1% to 137.5%), 

much more than the decline in the Nonprofit volume accounts for, and this occurred in 

the face of a net rate decline.  Most of this is explained by a 15.7 percent decline in unit 

mail processing cost (comparing costs developed in USPS Lib. Ref. 18).  We hope this 

means that the Postal Service is tightening the associated mail processing operations. 

 We found one other relation that suggests progress.  In FY 2015, the mail 

processing cost of automation 5d flats was 17.9 cents per piece above the mail 
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operations think an additional 2.4 seconds to be reasonable in 2004 and an additional 

5.8 seconds to be reasonable in 2016?  Keeping in mind that these costs get multiplied 

by tens of billions of pieces and by piggyback factors, the effect of such increases is 

very large. 

Another question is raised by comparing the results for SF with the results for CR 

and HD.  An additional CR piece in 2016 took an additional 3.4 seconds and an 

additional HD piece took an additional 2.6 seconds, both substantially below the result 

for SF.  As we understand it, HD pieces are cased and perhaps FSS’ed.  It is not clear 

that a carrier on the street can tell the difference between an HD piece, a CR piece, and 

an SF piece.  Something certainly appears to be terribly wrong. 

 These findings on street time are disturbing.  We have heard it suggested that 

carriers at stops are now spending substantial amounts of time fingering through trays 

of DPS’ed letters, FSS’ed flats, cased flats (including letters, which hardly stack well 

with flats), HD mailings, piles of saturation mailings, Every Door Direct Mail, and 

parcels, scanning some and not scanning others.  It appears that all this activity is 

causing a substantial increase in the cost of Standard Flats, though it is unclear why it 

should be.  In a stand-alone operation for flats, to be discussed in the next section, it 

seems doubtful that an additional flat would take more than an additional second or two. 

 Finally, we looked at direct casing costs, with no direct non-casing costs and no 

piggyback costs, and converted them into seconds.  Attachment tab 6.  For 2016, the 

results are shown in Chart 1. 
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non-LOT flats take about 1.52 times as long to case.7  Thus, the SF time is too far 

above the CR time.  But even this CR figure may be too long, for the corresponding time 

for CR in 2007 was 3.2 seconds.8  Next we looked at HD, and found the additional time 

to case an HD flat to round to 2.5 seconds.  CR should be above this, but not as high as 

4.1 seconds.  The suggestion is that the casing time for CR is too high and for SF is 

much too high.  In a stand-alone operation, a time on the order of two to three seconds 

might be acceptable, but a time on the order of 10 seconds would not. 

 

IV. The Stand-Alone Cost Test Argues Against Rate Increases for Flats 

 The stand-alone cost test reasons that, were there no barriers to entry, if a 

competitor couldbuild a specialized productive system, tailored to the provision of a 

product (or product group), and provide that product at a price lower than that of a 

regulated monopolist, then the monopolist is charging too much for the product.9  In 

effect, the customers buying the product are being held captive by the monopoly while 

                                            
7  See USPS-LR-I-307, Docket No R2000-1, provided in response to MPA/USPS-47, April 
18, 2000, particularly at 4. 
 
8  The 2007 figure was developed from total CCCS volume instead of cased volume.  
Since the FSS did not have an effect until 2008, the two volumes should be about the same.  
The FY 2006 USPS Annual Report states that the FSS will have an effect in FY 2008 (at 6). 
 
9  For a discussion of Stand-Alone Cost in a railroad context, see “Railroad Regulation, 
Shipper Experiences and Current Issues in ICC Regulation of Rail Rates,” GAO/RCED-87-119, 
Chapter 4.  Because railroads have shareholders and are therefore profit-seeking organizations, 
the stand-alone test is applicable in a more limited way than in the Postal Service. 
 
 Stand-alone costs have also been discussed before the Commission.  For example, see 
Direct Testimony of William J. Baumol on Behalf of United States Postal Service, USPS-T-3, 
Docket No. R87-1, May 7, 1987, espc. at 24. 
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V. In the Delivery System Offered by the Postal Service, Neither  
Catalogs Nor Flats Generally Have Fared Well in Recent Years.   

Some Changes Are Sorely Needed 
 

 In 1998, the President was talking in glowing terms about a bridge to the 21st 

century.  The cost coverage of Standard Flats was 102.5 percent.  Its volume was a 

healthy 57.4 percent of the sum of Standard Flats and Carrier Route.  The thoughts 

were that the Postal Service would continue investing in new technologies and that 

mailers would prepare mail to make the technologies effective.  The future, it was 

thought, held lower rates and a greater role for the Postal Service. 

The Postal Service did invest in new technologies, including a flats sequencing 

system, and mailers did invest in mail preparation, including advanced barcodes and 

greater use of pallets.  At the same time, the prices paid by the Postal Service for the 

factors of production increased 64.5 percent and the rates for Standard Flats increased 

88.1 percent.  Under these conditions, one would expect the contribution from Standard 

Flats to increase. 

But the results did not align with this expectation.  The unit costs of Standard 

Flats, corrected for mix changes, increased 141.7 percent,11 77.2 percentage points 

more the factor price increase.12  Despite the rate increase, this has led to a cost 

coverage of 79.7 percent and a Standard Flats volume that is now only 38.8 percent of 

the sum of SF and CR.  Attachment tabs 3 and 1. 

                                            
11  See ACMA cost index, Attachment tab 3.  For further review of the index, see “Initial 
Comments of the [ACMA],” Docket No. ACR2014, Feb. 2, 2015, at 5-7, included here by 
reference. 
 
12  For letters, the cost index is below the factor price index, flip-flopped from flats. 
Attachment tab 8.  Somehow, flats seem to be bearing the brunt of cost increases. 
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If the cost reduction from the technology improvements is assumed equal to the 

cost increase due to the new costing methods, these results argue that the costs 

increased 77.2 percentage points more than they should have.  What is wrong? 

Part of the answer is questionable costs, indications of which are discussed at 

the end of Section II and in Section III.  Beyond such questions, the conventional 

wisdom is that volume declines have caused economies of scale to be lost.  But this 

cannot explain a gap of 77.2 percentage points, especially in the cost categories that 

are 100 percent volume-variable, because, at a fundamental level, the Postal Service 

has not changed its scale.  The scheme of carrier operations is the same as before, with 

fewer pieces and less travel time.13  Mail processing is much the same, fewer machines 

but no change in scale.  The explanations provided usually point to second-order things, 

such as scheme changes.  Much more is needed.  One cannot simply fit a curve to 

increasing costs and call it scale.14 

                                            
13  In reply comments in Docket No. ACR2014, the Postal Service explained that “variations 
in marginal times arise not because of economies of scale, but because of economies of 
density” (at 25).  ACMA does not argue that the marginal cost curve should be perfectly 
horizontal, but the explanation of the Postal Service is misguided, as economies of density 
usually focus on unit costs of the fully-distributed kind, which are not at issue here. 
 
 In the same reply comments, the Postal Service states that “ACMA’s analysis is … 
oblivious to” increases in the number of potential delivery points (at 25).  But the volume change 
relevant to the marginal-cost question is a rate-induced volume change.  Since a rate change 
would not cause a change in the number of potential delivery points, the Postal Service’s 
concern is irrelevant. 
 
14  For example, Charles McBride, in “The Calculation of Postal Inframarginal Costs,” a 
study of institutional costs done for the Commission, c. October 2014, states:  “The constant 
elasticity function plays a major role in postal costing because it is a simple one-parameter 
function that can reflect the economies of scale and scope inherent in many postal activities” (at 
5).  An analyst could be forgiven for preferring simple functions ceteris paribus, but McBride 
writes carefully for another reason.  A showing that economies of scale and scope are the cause 
of the observed behavior is required to justify selecting a curve that can reflect them and then 
concluding that such economies are lost.  Without such a showing, the conclusion is little more 
than conjecture. 
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It is true that volume reductions have made it appropriate for the Postal Service 

to realign its network, which is not a minor undertaking and which qualifies as a scale 

reduction for associated costs.  It has also taken steps to remove costs associated with 

excessive postal facilities.  Both of these tend mostly to come out of fixed costs. 

To help identify the root causes of the cost increases, and thus to help get a 

handle on what is wrong, the Commission has asked for additional information, mostly 

disaggregate in nature, on the key postal processing functions.15  The Postal Service 

has responded in degree.  We are hopeful that further progress along these lines can 

be made. 

What is needed, however, is more fundamental.  We explained above that the 

mail processing cost of 5-digit automation-compatible flats, the category in Standard 

Flats with the largest volume, is much higher relative to Carrier Route than it should be.  

We also pointed to the marginal street time and marginal casing time for Standard Flats 

being inexplicably high.  Then we explained in Section IV that we appear at the point 

that a stand-alone operation set up specifically to process and deliver flats could set 

prices equal to or below those of the Postal Service.  The implication is that flats rates 

are too high.  It is unfair to flats mailers to lock them into the Postal Service as it now 

exists.   

We suggest consideration to the following: 

1.  Increased attention to a streamlined operation where mailers prepare 
for the processing, drop the mail at an appropriate location, and it is 
channeled to the carrier.  The mail must be suitable for efficient handling.  

                                            
 
15  The Commission referred to these functions, like bundle handling, piece handling, 
transportation, and carrier operations, as “pinch points.”  See ACD, Docket No ACR2015, 
Chapter 6. 
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The Postal Service’s recent increase to the 5-digit CR pallet discount is a 
good and important step in this direction. 
  
2.  Consider a pricing scheme where each CR bundle of one or more 
pieces is charged for a bundle sort to get it to the carrier, and then a piece 
charge for casing and delivery.  It does not appear that there is a low-cost 
role for the FSS. 
 
3.  Or, consider a pricing scheme similar to the one in Periodicals.  This 
would help identify mail that costs more and mail that costs less, and give 
mailers options.  It would allow mailers to play a bigger role in improving 
the efficiency of the processing system.  It would also be a step along 
paths pursued by the Commission in Chapter 6 of the FY 2015 ACD. 
 
3.  Increased recognition that the Postal Service cannot be all things to all 
people.  It is much too complex, and it has difficulty being efficient and 
meeting customer needs with low-cost services. 
 
4.  Give the Postal Service increased flexibility to rationalize its operations, 
including closing more offices and facilities, and including further service-
level changes that make sense.  Three-day delivery may make sense in 
some places.  One day a week may make sense in others.  It is clear that 
in an environment of decreasing volumes and more delivery points, some 
fundamental reassessments must be made.  A complete rethinking of the 
system and its obligations seems warranted.   

 

VI. Conclusion 

FY 2016 was a stressful year.  Due to changes associated with Docket No. 

R2015-4, a substantial portion of Carrier Route was moved to Standard Flats.  The mail 

that moved received a larger-than-average rate increase, and adjusted their operations 

accordingly.  See ACMA Comments, Docket No. R2017-1.  New rates and classification 

changes were implemented on January 22, 2017.  We believe the health of both 

Standard Flats and Carrier Route will improve.  Still, more work remains to create a pro-

growth policy regime for catalogs.  We look forward to seeing volume growth. 
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Our review of the results for FY2016 show indications of significant costing 

difficulties.  Our discussion of the stand-alone cost test shows that it would be unfair to 

proceed with significant rate increases for catalogs and flats generally. 

 

 

 

Respectfully submitted, 

The American Catalog Mailers Association, Inc. 

Hamilton Davison      Robert W. Mitchell          
President & Executive Director    Consultant to ACMA 
PO Box 41211      13 Turnham Court          
Providence, RI 02940-1211   Gaithersburg, MD 20878-2619        
Ph:  800-509-9514     Ph:  301-340-1254      
hdavison@catalogmailers.org   rmitxx@gmail.com   
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Postal Service Reform Act of 2017 
 

Summary 
	

TITLE I – POSTAL SERVICE BENEFITS REFORM 
 

Postal Service Health Benefits Program 
 
• Establishes separately rated postal plans within the Federal Employees Health Benefits 

Program (FEHBP) beginning in January 2019.   
• FEHBP carriers currently insuring at least 1,500 postal employees and retirees, as well as any 

other carriers may offer postal plans. 
• Almost all postal employees and retirees who elect coverage through FEHBP must enroll in 

one of the postal FEHBP plans. 
• Medicare eligible Postal Service retirees and family members are automatically enrolled in 

Medicare Part A and B.  
• The Postal Service will cover a decreasing portion of the Medicare Part B premium for 

current retirees transitioned into Medicare as a result of the legislation over a 4-year 
transition period:  75% in the first year; 50% in the second year; 25% in the third year; and 
0% in the fourth year.  
 

Postal Service Retiree Health Care Benefit Funding Reform 
 
• Requires the Postal Service to make actuarially-based Retiree Health Benefit (RHB) 

prefunding payments to cover 100% of the cost of the Postal Service’s RHB liability within 
40 years. 

• Addresses the prefunding schedule established in the Postal Accountability and Enhancement 
Act of 2006. 
 

Postal Service Pension Funding Reform 
 
• Calculates the Postal Service’s pension costs and liabilities using the salary growth and 

demographic assumptions that are specific to the Postal Service population instead of the 
government-wide population, as in current law. 

• Any surplus within the Postal Service’s Civil Service Retirement System or Federal 
Employees Retirement System accounts must be amortized over 30 years and returned to the 
Postal Service.   
 

TITLE II – POSTAL SERVICE OPERATIONS REFORM 
 

Governance Reform 
 

• Establishes 5 Presidentially-appointed, Senate confirmed Postal Service Governor positions 
with 7-year terms.  (There are 9 current Governor positions.) 

• The Board of Governors of the Postal Service will include the Governors, the PMG, and the 
Deputy PMG. 

• The PMG is explicitly tasked to carry out the power of the Postal Service in a manner 
consistent with a strategy set by the Board of Governors. 

• Requires the Postal Regulatory Commission (PRC) to pay the Department of State’s costs of 
negotiating international postal rates. 



2 
	

• Clarifies the PRC’s existing authority to levy fines against the Postal Service, payable to the 
U.S. Treasury for deliberate noncompliance with the provisions of title 39. 
 

Conversion to Secure, Centralized Delivery  
 
• Requires the incremental conversion to centralized delivery of business addresses identified 

by the Postal Service. 
• Requires the voluntary conversion to centralized or cluster box delivery of residential 

addresses identified by the Postal Service where 40% of the residents consent to conversion. 
• Maintains door delivery of mail for residents who do not consent to voluntary conversion; 

however, any future or new residents of an area that has been converted will receive the 
converted delivery type. 

• A conversion waiver is allowed in cases of physical hardship. 
 

Postal Rates  
 
• Allows the Postal Service to increase postal rates for market-dominant products by 2.15%, 1 

cent, for a First-Class stamp. 
• Requires the PRC to complete its full review of the market-dominant rate system by January 

1, 2018. 
• Establishes priority factors for consideration in the PRC’s rate review, including the Postal 

Service’s financial stability, the effect of rate increases upon users of the mail, the reliability 
of delivery timelines and service standards, the available alternative means of communicating 
and sharing information, and the requirement that all costs incurred are appropriately covered 
by the revenue from the product for which they were incurred.  

• Eliminates state and national political committees’ eligibility for non-profit mail rates. 
 

Nonpostal Services 
 
• Authorizes the Postal Service to provide nonpostal services to state, local, and tribal 

governments and other federal agencies.   
• Requires public notice and comment and approval by Board of Governors before the Postal 

Service offers such service. 
• Requires the Postal Service to submit an annual report to the PRC analyzing the costs, 

revenues, rates, and quality of service for each nonpostal service agreement. 
• Requires the PRC to allow for public comment on the Postal Service’s report.   
• The PRC must then make a compliance determination and noncompliance constitutes failure 

of the price charged for the service to fully cover the Postal Service’s costs. 
• In case of noncompliance, the PRC shall prescribe remedial action to the Postal Service.  The 

PRC may order the Postal Service to discontinue a nonpostal service if the Postal Service 
persistently fails to meet cost coverage requirements.   
 

Fair Stamp-Evidencing Competition 
 
• Requires the Postal Service to abide by the same regulations it requires of private companies 

when offering metered postage systems that create individual postage labels for letters or 
packages. 
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Efficient and Flexible Universal Postal Service 
 

• Requires the Postal Service to consider additional factors when evaluating whether or not to 
close a post office:  distance to next post office, characteristics of the location, including 
weather and terrain, and the availability of broadband. 

• Shortens the deadline for the PRC to review the Postal Service’s decision to close or 
consolidate a post office from 120 to 60 days. 

• Allows communities the opportunity to provide input on their preference as to the closing or 
consolidation or alternative options for access to postal services. 

• Permits appeals regarding the closing or consolidation of post office stations and branches. 
 
Review of Postal Service Cost Allocation Guidelines 
 
• Requires the PRC to conduct a one-time review of the Postal Service’s cost allocation 

methodologies.  
 

TITLE III – POSTAL SERVICE PERSONNEL 
 

Chief Innovation Officer 
 
• Requires the Postal Service to establish and appoint a Chief Innovation Officer to manage the 

Postal Service’s development and implementation of innovative postal and nonpostal 
products and services.	
 

Inspector General of the Postal Community 
 
• Consolidates the Postal Service and the PRC Offices of Inspector General into a newly 

established Inspector General for the Postal Community.  
 
MSPB Appeal Rights 
 
• Provides non-bargaining, non-supervisory employees access to the Merit Systems Protection 

Board. 
 

TITLE IV – POSTAL CONTRACTING REFORM 
 
Contracting Reforms 
 
• Requires the Postal Service and PRC to issue a policy on the delegation of contracting 

authority, post noncompetitive contract awards meeting certain dollar value thresholds, and 
improve oversight and response to potential conflicts of interest regarding contracting. 



 
 
June 29, 2016 

 
The Hon. Jason Chaffetz     The Hon. Elijah Cummings 
Chairman       Ranking Member 
Committee on Oversight and     Committee on Oversight and 
   Government Reform        Government Reform 
U.S. House of Representatives    U.S. House of Representatives 
Washington, DC  20510     Washington, DC  20510 
 
The Hon. Mark Meadows     The Hon. Gerry Connolly 
Chairman       Ranking Member 
Subcommittee on Government Operations   Subcommittee on Government Operations 
Committee on Oversight and     Committee on Oversight and 
   Government Reform        Government Reform 
U.S. House of Representatives    U.S. House of Representatives 
Washington, DC  20510     Washington, DC  20510 
 

The Hon. Stephen Lynch 
Member 
Committee on Oversight and 
   Government Reform 
U.S. House of Representatives 
Washington, DC  20510 

 
Re:  Draft Postal Reform Act of 2016 

 
Dear Congressmen: 
 
The American Catalog Mailers Association (ACMA) welcomes the opportunity to comment on 
your jointly-proposed Postal Service Reform discussion draft. We commend you for making 
this bipartisan effort and feel that this draft generally provides a good starting point for 
moving forward. We appreciate your providing us with the opportunity to comment and 
express changes that we feel might improve the legislation. This letter provides makes the 
following asks and recommendations for legislative efforts going forward: 
 

 Make sure the Postal Service’s cost accounting data is truly accurate before taking 
any action on rate adjustments for specific postal products. 

 Strike new subsection 3622(d)(B). 

 Conduct a study of centralized delivery’s impact on consumer response to mail before 
mandating increased use of cluster boxes. 

 Seek to simplify this bill to get the Postal Service just what it needs now and avoid 
having assorted interests pick it apart, strip it down, and ultimately keep it from 
becoming law. 
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ACMA Backs Coalition for a 21st Century Postal Service Letter: 
The ACMA is a member of the Coalition for a 21st Century Postal Service (C-21). We have 
reviewed the Coalition's letter also sent to this Committee and agree with the issues it 
covers. In addition, we would like to amplify some concerns of ACMA’s own constituents as 
well as highlight some issues not covered in the C-21 letter.  
 
Taking Action in the Face of Unclear Costs is Risky: 
For much of its nine-year existence, the ACMA has raised substantive issues concerning the 
accuracy of the Postal Service cost accounting that holds some products to be “underwater.” 
ACMA has offered analysis in official filings before the Postal Regulatory Commission that 
raise serious questions concerning the validity of the numbers. ACMA has also shown that, 
corrected for volume and mix changes, the reported cost of flats has grown 8.2 times as 
rapidly as the cost of letters and 3.4 times as rapidly as the CPI since 1998. Despite the 
opportunity to challenge ACMA’s calculations, no entity has offered any testimony to refute 
them.  
 
In fact, despite massive investment in flats automation to lower costs made both by the 
Postal Service and by industry, the reported costs for flats have continued to climb in all 
years but one. No postal official has been able to explain why this has been the case. The 
root cause of this runaway cost growth is unknown. Furthermore, considerable work to lower 
the cost of processing flats continues both within the Postal Service and between supply 
chain partners and the USPS.  
 
Until the validity of the accounting is demonstrated and the cause of ceaselessly expanding 
costs is better understood, taking dramatic action on allegedly unprofitable products is 
dangerous and premature. Therefore, we respectfully urge that the new subsection 
3622(d)(B) be removed.  Except for the addition of the word “product,” this subsection is 
redundant to the new 3622(c)(1)(A) and the old 3622(c)(2), and its emphasis on the term 
“product” is problematic as explained further below. 
 
The Postal Cost Accounting System is Widely Discredited:  
There have been ample calls to reform the postal accounting approach. There is even 
evidence to suggest the Postal Service itself does not have confidence in its own numbers. 
Rather than looking to add unnecessary and unfair postage increases to products or classes 
of mail deemed to be “underwater,” we would urge a complete overhaul of postal cost 
accounting whereby fixed versus variable costs are defined as they would be for a business. 
In a time of shrinking volumes, especially given a high level of fixed assets, understanding 
the relationship between variable costs, fixed costs, and totally allocated fixed costs by 
product line is critical. The current attributable cost definitions and math – distort the reality. 
Without appropriately separating fixed from variable costs, the wrong decisions have been, 
and will continue to be, taken.  
 
We believe that a new cost accounting system must be designed outside the Postal Service 
entirely. Postal Service accountants have for long looked too narrowly at what has always 
been “the way costing has always been done.” To execute this most effectively, it needs to 
be done by the business practices group of a big, private industry accounting firm bringing 
fresh eyes on postal costs and reviewed by the USPS, PRC and mailers.   
 
We would suggest that the PRC be charged with hiring a well-established accounting firm 
with a respected consulting practice so that best practices from industry and other  



Oversight and Government Reform 
June 29, 2016 
Page 3 of 4   

American Catalog Mailers Association, Inc., P.O. Box 41211, Providence, RI 02940-1211 • 800-509-9514 • 
www.catalogmailers.org  

 
 
government entities can be brought to bear in designing a new costing system that will yield 
an ability to make better decisions going forward.  
 
In addition to a complete redo of the cost allocation system, an evaluation of excess 
capacity, operational efficiency, and sound, sustainable business practices is needed. As 
discussed above, a fresh perspective informed by an understanding of state of the art in 
other sectors would provide new insights to improve the system in the coming years and 
decades.  
 
The Definition of Products is Tenuous at Best: 
Further degrading the usefulness of the cost information, the current definition of products is 
arbitrary and lacks meaning. For instance, a typical catalog mailing today gets mailed in a 
wide variety of postal “products” that may include two or more of these: High Density, Carrier 
Route, Standard Flats (a composite of FSS categories, 5-digit and coarser categories), and 
Bound Printed Matter. Compounding the lack of clarity, nonprofit mail is also grouped into 
these categories, despite paying a little more than half the postage per piece. This creates 
the appearance that the situation is worse than it is for commercial flat mailers.  
 
All of these distort the true picture of flats profitability. 
 
The Impact of Centralized Delivery on Mailers and Recipients Must be Better Understood: 
We are in favor of any change that lowers the cost of operating the USPS without impeding 
the value received, including the shift to centralized delivery - but only after the impact on 
response rates and order values are known. To date, there has been no systematic review of 
the impact of moving to cluster boxes that we are aware of (and we last asked this of the 
USPS about a year ago). We feel the impact of changes to the mode of delivery on response 
rates, recipient engagement, and that the value of mail for ratepayers must be understood 
before the use of cluster boxes is increased. 
 
Less May Well Be More: 
ACMA genuinely appreciates the work of the Committee to date. As all are familiar, similar 
efforts have taken place for many years, only to end without any postal reform being signed 
into law. As we evaluate the experience of the past, we conclude it is better to focus on those 
items for which widespread agreement exists about the nature of the issue and its solution. 
This will minimize unintended consequences while reducing the likelihood that some group 
will protest the passage of a bill due to a provision they view as particularly egregious. While 
the discussion draft contains many interesting and innovative ideas, should stakeholders 
express concerns that are not easily dismissed, these provisions should form the basis for 
further exploration and discussion, but be held in abeyance from this year’s action. This 
obviously must also include the instant requests herein. 
 
Conclusion: 
While we feel strongly that a postal reform bill must be passed into law before the end of the 
114th Congress, an overriding theme of such a bill must work to address the fact that the 
major problem in the postal system right now is a measurement one. As the PRC made clear 
in its Annual Compliance Determination earlier this year, let us get the numbers right before 
we settle on corrective action. And as many have requested, let us address the legacy cost 
overhang by overly aggressive prefunding, lack of postal specific actuarial assumptions, and 
not requiring Medicare wrap around as is common practice elsewhere. These have put the  
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future viability of the entire system in doubt and have impeded investment and commitment 
to the mail.  
 
America has a very vibrant and valuable national postal system. Congressional action to 
remove the pall over its future will go far in allowing the private sector, which pays for the 
cost of operating this national utility, to continue to improve its effectiveness, efficacy, and 
usefulness for America’s benefit without risking taxpayer resources. Conversely, failure to act 
puts the system at increased risk for catastrophic failure amid massive volume losses that 
can be expected to occur absent some easy fixes that only Congress can accomplish. 
 
Thank you for considering our input.   
 
Sincerely, 

 
Hamilton Davison 
President & Executive Director 
American Catalog Mailers Association 
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U.S. House Committee on Oversight and Government Reform 
Reforming the Postal Service: Finding a Viable Way 

May 11, 2016 
 
On behalf of the members of the American Catalog Mailers Association (ACMA), I would like 
to thank Members of the Committee for holding today’s hearing on the US Postal Service 
and the reforms necessary to restore this great institution to financial solvency. I am Hamilton 
Davison, the ACMA’s president & executive director, and I would respectfully request that my 
prepared testimony be entered into the hearing record. 
 
ACMA is the association representing catalog marketers and their key suppliers. The catalog 
industry represents $400 billion in annual commerce and is part of the larger mailing industry 
that represents $1.4 trillion of GDP that employs 7.5 million Americans, all of whom depend 
on the Postal Service. ACMA members need an efficient, reliable and predictable Postal 
Service to conduct their businesses. Catalog retailers are some of the largest USPS 
customers and mail across a variety of postal products. Unlike some, catalogers are 
interested in expanding their use of mail.  
 
It is clear that legislative measures are required if the Postal Service is to remain a valued 
service to all Americans without imposing a financial burden on the US taxpayer. Realizing 
that some issues remain highly polarizing, ACMA favors limited postal reform. We would 
hope that those items generally acceptable to the majority of stakeholders can be 
expeditiously passed into legislation, while more controversial items remain on the table for 
further discussion and debate.  
 
In 2006, mail volume was 213 billion pieces and total expenses were $71.7 billion. This past 
fiscal year, mail volume was 154 billion pieces and total expenses were $73.8 billion. Mail 
volume has fallen nearly a third while total expenses are up slightly. While we applaud the 
Postal Service’s cost improvement initiatives, despite a significant reduction in mail volume 
total expenses have really not changed.  
 
Expense side solutions are clearly required before prices of mail services are increased.   
Chief among these are unrealistic and unattainable prefunding payments that have virtually 
bankrupted the Postal Service, run up debt to its statutory maximum and hampered any long 
term planning or investment both at the USPS and in the significant industry that surrounds 
this essential infrastructure. 
 
Ultimately, if the commercial ratepayers stop supporting this public utility then taxpayer 
dollars are really at risk for this constitutionally-mandated federal service. Congressional 
action now to reduce legacy costs greatly reduces taxpayer risk. Since adding controversial 
provisions inevitably causes strong opposition to materialize, focusing on the general 
consensus is the only viable way forward in today’s environment. A limited reform package, 
passed now, can have a significant positive impact. To those who call for a reform bill that 
will last 20-plus years, we disagree. Technology is changing too rapidly to expect that 
Congress will not be required to regularly modify postal law to keep up with changing 
circumstances. And if mail volumes per delivery continue to fall, Congress may need to 
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redefine what universal service means. But all these are best left for future congresses so 
that meaningful and impactful legislation can be done now that helps this agency and its 
integrated industries move forward productively. 
 
Therefore, we urge you to pass legislation that 1.) Reduces retiree healthcare costs using full 
Medicare integration; 2.) Requires realistic and attainable prefunding requirements; 3.) 
Specifies that postal-specific actuarial inputs be used in all calculations; 4.) Enables the 
investment of existing pension and healthcare funds in more competitive but still 
conservative vehicles than requiring sole use of lower yielding US treasuries; 5.) Permits the 
Postal Service to engage in additional business activities that are aligned with its core 
competencies while not competing directly with the private sector. 
 
We know there is broad stakeholder consensus on these items. There are many 
opportunities for improvement, but there are a few glaring things that can be done now that 
will make a big difference and will ultimately save the US taxpayer a significant amount due 
to good management practices enabled by sensible federal legislation.  
 
We also believe there are some things that should not be attempted at this time, as the 
inclusion of these has proved divisive in the past. We respectfully recommend that 1.) No 
governance changes be made and primary oversight responsibilities remain intact with the 
Postal Regulatory Commission; 2.) No change to delivery frequency be contemplated 
although more work is required here should volumes continue to drop (something catalogers 
would welcome if it yields cost savings); 3.) No change to postage rates be mandated. 
 
To this last point, some call for legislative action on rates. For 50 years, Congress, in its 
wisdom, has decided not to directly set postal rates. Given that rate setting is rife with the 
potential for unintended consequences, we believe this is best left to the experts.  
 
There have also been some calls for a change to the “modern system of ratemaking” as part 
of current reform. We see this as unnecessary until the PRC completes its congressionally-
ordered 10-year review. The cap system has worked well in bringing expense side discipline 
to this large agency that prior to the cap system had only ongoing annual increases in costs 
and postage rates. 
 
For catalog mailers, beyond the anticipated, modest, annual, CPI-capped rate increases, any 
Congressionally-imposed extraneous postage increases with little cost improvement and 
overhead reduction will create a fairly simple death spiral: rates go up, mail volume goes 
down. Catalog businesses would suffer, which can only hinder Postal Service revenue. It’s a 
vicious and completely predictable cycle that can be avoided. 
 
Way too much time has passed since the issue of postal reform first surfaced. Failure to act 
soon will put the system at severe risk. It’s highly complex, but solvable. Proper action now 
avoids a lot of cost in the future and promotes increased commerce, important items that 
may not be fully captured in Gramm-Rudman calculations.  
 
There is no reason postal legislation has to be among the most difficult laws to get passed in 
this country. This is easy stuff. We urge Congress to go for the cream off the top that all 
stakeholders agree to. Continue to process the other issues, but do not hold up progress 
when it is within grasp. 
 
We appreciate your consideration of our views.  
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I. INTRODUCTION 

The American Catalog Mailers Association, Inc. (ACMA) is pleased to provide 

these Comments pursuant to Commission Order No. 3673 governing the review of the 

modern system of ratemenaing following ten years since the passage of the Postal 

Accountability and Enhancement Act (PAEA).  ACMA is providing these comments as 

well as participating in a Joint Party filing from DMA et al.  These remarks are to be read 

in conjunction to the DMA et al. filing and serve to amplify or expand on matters of 

importance to catalog mailers and their suppliers.  
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II. OBJECTIVES 

Following Order No. 3673 and amplifying on comments made in DMA et al., 

ACMA offers these additional observations on the Objectives set forth in the PAEA, as 

enhanced by the Factors.  

A. Objective 1:  To maximize incentives to reduce costs and increase 
efficiency.1 

The focus has been and should be Lowest Delivered Cost.  In this 

hypercompetitive world it is unreasonable to believe mailers will mail aggressively using 

an inefficient system.  For some years the Service, with the approval of its regulator, 

has workshared parts of mail processing or logistics that can be done more efficiently 

elsewhere.  Worksharing should continue to be used aggressively where it lowers the 

total cost incurred by the postal system.  

As to whether workshare discounts should equate to 100 percent of the costs 

avoided, or to something above or below that, ACMA generally believes that the 

greatest incentives should be offered that are consistent with USPS financial health.  

However, as ACMA has raised with the Commission in the past, the accuracy of the 

accepted postal cost accounting system is uncertain; sometimes results returned do not 

appear to be meaningful.  Given this limitation in the accepted cost accounting system, 

caution seems warranted when approaching 100 percent passthroughs.  Moreover, 

since changes in workflow for both the Service and its supply chain partners necessarily 

                                            
1
 See title 39 U.S.C. section 3622(b) for all Objectives and Factors. 
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involve significant effort and investment, keeping workshare discounts stable is 

important to allow recovery of these investments and effort.  Setting discounts at the 

upper limit only to have them change annually by significant magnitude is not helpful to 

businesses trying to operate with a degree of financial stability and predictability.  The 

volatility of passthroughs should be considered when determining how close to 100 

percent a workshare discount is set.  

B. Objective 2:  To create predictability and stability in rates. 

Compared to the system in place prior to the PAEA, the new system has 

achieved both predictability and stability.  Inflation rates are well documented and 

generally reasonably accurately forecasted.  They tend to change slowly.  Prior to 2007, 

postal rates were highly volatile and unpredictable.  Wall Street and the business 

community generally take a dim view of unexpected deviations from financial plans and 

proformas.  Significant cost centers (such as postage represents for catalog mailers) 

that are unexpectedly over budget create enormous pressures on companies and their 

financial partners.  The occasional surprises would cause business managers to provide 

a margin of error against having their budgets blown out by higher than expected rate 

hikes.  

C. Objective 3:  To maintain high quality service standards established under 
section 3691. 

Unlike some mailers, catalogers can generally accept a wide variety of service 

standards and are willing to consider any change to service standards that materially 
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reduces cost.  However, catalogers must know these standards in advance.  And when 

service standards are to change, catalog mailers need to be given adequate time to 

adjust company operations and marketing plans to the new standard.  

For catalog mailers, the premium is on knowing service standards in advance 

and then high achievement of on time service so all other aspects of a company’s 

marketing plan can be synchronized with mailing activities.  

The Postal Service’s investment in Informed Visibility seems to be on the cusp of 

providing significant and meaningful near real time data on service performance, 

allowing not only the monitoring of service performance on a real time basis and Postal 

Service intervention to deliver at risk mail by the stated standard but also the potential to 

make on-the-fly adjustments when weather or other uncontrollable events place service 

performance at risk.  

  

D. Objective 4:  To allow the Postal Service pricing flexibility. 

Work remains to increase the use of incentives for growth; there have been only 

a few Market Dominant NSAs.  Some envisioned the Postal Service would negotiate 

functional volume discounts on a routine basis as is being done in Competitive 

products.  More must be done to take advantage of existing opportunities for growth 

incentives under the PAEA.  
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E.  Objective 5:  To assure adequate revenues, including retained earnings, 
to maintain financial stability. 

 
Some may be tempted to point to the Service’s Balance Sheet and current lack 

of statutory borrowing authority as evidence that the PAEA is not providing adequate 

revenues.  However, this is too simplistic.  These past ten years have had inflation rates 

at unprecedented, historic lows.  That the Postal Service has been close to breakeven 

during this period is surely the most difficult test, as we can reasonably expect the  

CPI-U to be significantly higher in the next ten years.  

Others might posit that the CPI-U is not the right index to use in holding the 

Postal Service to a revenue cap.  While ACMA might be willing to consider alternatives 

that more closely reflect postal cost drivers, the CPI-U is a widely reported and 

generally understood measure of inflation.  More importantly, it is the measure most 

mailers are held accountable to in their pricing decisions with their customers.  B2C 

marketers must be mindful of this index as it often determines the upward limitation on 

pricing decisions because it also limits consumer spending power.  Moreover, it governs 

the general price changes of direct and indirect substitute products, whether available 

through the mail or elsewhere.  

As to the Service’s lack of additional borrowing authority, it is important to 

remember that the vast majority of this debt was incurred in making unreasonable 

accelerated prepayments into the retiree health benefit fund.  Had these unusual 

payments not been required, the Postal Service would have had significant resources to 

invest in capital projects during this period of extremely low inflation.  
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We are concerned that the Postal Service has not had the ability to invest in 

capital projects as fully as it may have wished, but we do expect this to be corrected 

should Congress move reform legislation that currently includes a one-time 2.15% 

across-the-board rate increase combined with more typical CPI-U limits over the next 

ten years.  Provided the USPS continues to carefully manage its expense profile and 

making assumptions for reasonable stability and growth of certain postal products while 

profitable First Class mail continues its slow decline, we see no reason that the USPS 

cannot be viable, even successful, over the next decade.  

F. Objective 6:  To reduce the administrative burden and increase the 
transparency of the ratemaking process. 

ACMA members greatly appreciate the lower costs of ratesetting today 

compared to the system it replaced, and have been satisfied with the transparency of 

the process.  While work remains to simply the complexity of rates generally and postal 

regulations, this is outside of the scope of this review.  

G. Objective 7:  To enhance mail security and deter terrorism. 

ACMA does not have adequate details to objectively comment on this Objective 

but appreciates the sanctity and security of mail is an important enabler of confidence in 

the mail system. 
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H. Objective 8:  To establish and maintain a just and reasonable schedule for 
rates and classifications, however the objective under this paragraph shall not be 
construed to prohibit the Postal Service from making changes of unequal magnitude 
within, between, or among classes of mail. 

ACMA members continue to be troubled by the reported cost coverage results for 

some of its postal products given the enormous investment in automation and the many 

changes in preparation and presentment we have made in service to better efficiency. 

As covered in more detail in a variety of Comments to the ACR, ACMA remains 

concerned that cost drivers are not fully understood or properly accounted for. 

Nevertheless, we remain committed to lowering the cost of handling flat shaped mail, 

which remains a work in process.   

I. Objective 9:  To allocate the total institutional costs of the Postal Service 
appropriately between market dominant and competitive products. 

ACMA believes the actual contribution from Competitive Product in the ten years 

since enactment of PAEA while allowing for the growth in these competitive products 

speaks directly to the adequacy of contribution to institutional costs by products where 

the USPS has direct competitors.   

III. THE COMMISSION HAS ONGOING POWER TO ADDRESS THESE MATTERS 

In its wisdom, the PAEA provided the opportunity for the Postal Regulatory 

Commission to review rates following ten years of experience with the modern system 

of ratemaking and at anytime thereafter as the Commission deems it necessary.  This 
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argues for the Commission to be circumspect in making large sweeping changes to a 

system that has brought a lot of positives to the mailing community.  

IV. CONCLUSION 

The PAEA brought many changes to the postal landscape, and most of them 

have been very good for the Postal Service and its customers.  ACMA does not believe 

that wholesale abandonment of a price cap system is either warranted or wise.  Under 

the PAEA, the Postal Service has demonstrated significant cost side discipline.  Other 

than concerns about tight liquidity, due to the predictability and stability of rates, mailers 

and their suppliers have been able to invest in mail and its efficiency.  Since Congress 

seems inclined to act to reform the Congressionally-imposed cost overhangs and this 

may not occur prior to the Commission issuing its decisions in the instant docket, and 

especially since the Commission can reopen this issue at virtually any time of its 

choosing, ACMA believes the Commission should be cautious and conservative in any 

change it makes.   

 

Respectfully submitted, 

The American Catalog Mailers Association, Inc. 

Hamilton Davison      Robert W. Mitchell    
President & Executive Director    Consultant to ACMA 
PO Box 41211      13 Turnham Court    
Providence, RI 02940-1211   Gaithersburg, MD 20878-2619  
Ph:  800-509-9514     Ph:  301-340-1254    
hdavison@catalogmailers.org    rmitxx@gmail.com   
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COMMENTS OF THE DATA & MARKETING ASSOCIATION, AMERICAN 

CATALOG MAILERS ASSOCIATION, AMERICAN FOREST & PAPER 

ASSOCIATION, ASSOCIATION FOR POSTAL COMMERCE, ENVELOPE 

MANUFACTURERS ASSOCIATION, GREETING CARD ASSOCIATION, 

IDEALLIANCE, PARCEL SHIPPERS ASSOCIATION, AND SATURATION 

MAILERS COALITION, PURSUANT TO COMMISSION ORDER NO. 3673 

 

 

The Data & Marketing Association (DMA), American Catalog Mailers Association 

(ACMA), American Forest & Paper Association (AF&PA), Association for Postal 

Commerce (PostCom), Envelope Manufacturers Association (EMA), Greeting Card 

Association (GCA), Idealliance, Parcel Shippers Association (PSA), and Saturation Mailers 

Coalition, appreciate the opportunity to provide comments pursuant to Commission Order 

No. 3673. 

 

The Joint Parties believe that the Market Dominant rate setting structure established by the 

Postal Accountability and Enhancement Act of 2006 (PAEA) in practice over the past 10 years 

has met its statutory objectives and should not be modified.  Many of the Joint Parties are not 

providing comments on potential modifications as they believe none are needed. They are 

relying upon Commission Order No. 3766 that if the Commission believes modifications to the 

rate setting process are needed, Joint Parties may present comments on any modification 

without prejudice due to their silence in these comments. 

 

Order No. 3673 set out objectives of PAEA on which the Commission desired comments: 

incentives to reduce costs; predictable, stable, just and reasonable rates; high quality 

service standards; pricing flexibility; adequate revenues for financial stability of the Postal 

Service (USPS); reduced administrative burdens; enhanced mail security; and, allocation 

of institutional costs. The Joint Parties respectfully comment on those objectives as 

follows 

 

1.  Provide incentives to USPS to reduce costs. 

 

Since passage of PAEA, USPS has streamlined its transportation and mail sorting networks. 

Through negotiations with its employee organizations it has created greater use of non-full time 

employees and a new pay schedule for new employees, which has given USPS management 

more flexibility to schedule its workforce to meet processing and delivery needs while holding 
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down costs of operations. The requirement that postage rates for market dominant mail change 

no more than the rate of inflation (CPI-U) has produced results and real positive benefits for 

consumers, businesses and nonprofit organizations. Prior to PAEA rates were established under 

cost of service pricing, where costs were simply passed on to mail users through higher rates. 

Under PAEA that is no longer true. USPS has been required to keep operating costs under 

control. PAEA has worked. We are concerned, however, that USPS cost cutting efforts have 

slowed in recent years, as noted by the Government Accountability Office.  Eliminating the cap 

would be counterproductive as the incentives for USPS to reinvigorate such efforts would be 

reduced.   

 

2. Establish predictable and stable rates of postage. 

 

Under the 1970 Postal Reorganization Act the interval between postal rates and fees changes 

fluctuated between 7 and 48 months, eventually settling approximately every three years, with 

rates increasing up to 25% in some instances. Businesses and nonprofit organizations could not 

predict what their postage costs would be and, thus, had difficulty planning their use of the 

mail.  Members of the Joint Parties had difficulty budgeting for the increases, which resulted in 

less mail than originally planned.  PAEA has brought stability and predictability to Joint Parties 

members. 

 

Although postage increases for products and services within a class of mail may vary above and 

below inflation, the CPI cap on the class of mail keeps those variations within stable ranges. 

The CPI-U cap is very appropriate for our members as that government measure is the basis for 

price increases for many vendor contracts as well as Social Security, income tax indices, etc. It 

is a measurement which is familiar to our members for their planning purposes. Moreover, 

under the 1970 law mailers could not predict what postage rates would be, could not plan what 

postal budgets would be, and were less likely to plan new mailing campaigns.  This proved to 

be of great concern not only to businesses selling goods and services, but also to organizations 

dependent upon donations received through mail solicitations. The inflation capped rates 

eliminate most of that uncertainty. 

 

During the USPS request for exigent postage increase due to the Great Recession and the 

corresponding sunset of those exigent increases, Joint Parties members were unable to 

confidently predict what their postage costs would be. However, we recognize that such a safety 

valve is necessary under the inflation cap system. 

 
Contrasting American postal rates with those of Europe, whose posts do not have such an 
inflation cap, shows how effective the PAEA rate setting system has been. European postage 
rates are significantly higher than the United States, and European postage continues to rise 
faster than inflation.

1   PAEA has succeeded. 

 

3. Maintain high quality service standards. 

 

It is important for the viability of USPS that the services it provides meet the needs of its 

customers.  PAEA gave the Commission authority to review and change service standards.  

USPS may still use adjustments in service standards to meet cost pressures and Congressional 

mandates, which were reasons cited by USPS in N2012-1 for mail processing changes resulting 

                                                      
1
 United States postage excluding the exigent surcharge has increased slightly above inflation due to USPS not 

implementing a postage change during the time of deflation. Although the decline in postage forgone was small, the 

higher postage remains in the base and is compounded every year. 
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in service standard changes.  Also, there was and remains the danger that USPS would reduce 

service as a means to control costs to meet its budget under the inflation cap. Fortunately, the 

Commission has review authority.  This process under PAEA has worked. 

 

4. Grant USPS pricing flexibility. 

 

Under the current rate making structure, USPS has pricing flexibility for market dominant 

products within each class of mail. USPS has used that flexibility consistently to meet costing or 

marketing needs.  For example, pricing of flat-shaped products within Marketing Mail have 

increased above inflation in some years and below in others.  The same has occurred in First-

Class Mail for both single piece and non-single piece products.   

 

This flexibility allows USPS to adjust the rates for products within the class to align those 

products with their costs. The application of the CPI cap for each class allows USPS flexibility 

without the potentially more dramatic postage change swings that a cap applying to the entire 

USPS system would allow. PAEA has worked in this regard, and USPS has used that pricing 

flexibility. 

 

PAEA also allows USPS to change rates annually (within 45 days) without having to endure a 

10-month long administrative rate proceeding. This has been a vast improvement over rate 

setting process under the 1970 Postal Reorganization Act. These annual increases within 

inflation allow USPS to better meet the needs of its customers and while meeting the changing 

economic circumstances. 

 

5. Provide adequate revenues to USPS. 

 

Has PAEA provided USPS with adequate revenue? USPS finances indicate that rates provide 

USPS with adequate revenues to meet controllable and operating costs. They provide funds for 

operations (personnel, capital, facilities, etc.), payment for workers’ compensation insurance to 

the Department of Labor, and payments for the annual cost of retiree health benefits. USPS is in 

the enviable financial position of having over 90% funding for its defined benefit pension plans. 

Even for retiree health benefits, USPS has 50% funding and has not dipped into those funds in 

the 10 years since the passage of PAEA.
2
 

 

Congress required a steep 10 year schedule to fully fund retiree health benefits—something not 

required of any other government or private entity. This Congressionally-forced, extraordinary 

payment schedule is not a part of the PAEA rate setting plan. That plan has worked, but for 

this retiree healthcare benefits prepayment schedule. To adjust the market dominant inflation 

cap to account for this extraordinary mandated payment would place these payments within the 

rate base which would then have them compounded every year forever. This would be a 

tremendous burden on mailers and would undermine the goal of the cap to incent USPS to 

become more efficient. It is Congress that must correct this burdensome obligation on USPS.  

 

The Administration and Congress are currently reviewing health care costs and insurance, 

including Medicare and Medicaid. Within the near future that review will end, and legislation 

will move forward. Now is not the time to change a working rate setting procedure based upon 

current health care options which may no longer be applicable in the future. 

                                                      
2
 USPS is constrained to have the billions and billions of dollars in its pension and retiree health benefits funds 

invested in low yield government instruments.  If it could invest those funds in a more balanced portfolio, the funding 

percentages would be significantly higher.  Only Congress has authority to correct this.  It is not the fault of the PAEA 

rate making process. 
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6. Reduce administrative burdens. 

 

What a breath of fresh air the rate change process has been administratively for USPS and 

mailers. No longer is there a 10-month adversarial proceeding to determine the revenue needs of 

USPS and how to distribute the burden to meet those needs among postal products. The 

administrative savings for our members have been tremendous. And the inflation cap has made 

those reduced burdens possible. PAEA retained complaint procedures at the Commission as a 

check on the streamlined rate setting process. Moreover, the Commission reviews that the rates 

USPS will implement are within the CPI cap, and annually solicits further input broadly in the 

Annual Compliance Determination process.  PAEA has been successful. 

 

9. To allocate the total institutional costs of the Postal Service appropriately between market 

dominant and competitive products. 

 

The minimum contribution requirement for competitive products is reviewed periodically by the 

Commission as required by 39 U.S.C. 3633(b). This review is currently being done in Docket No. 

RM2017-1. Also, the PAEA specifically prohibits “cross subsidization.” See, 39 U.S.C. 

3633(a)(1) and (2). The Commission reviews this annually through the compliance process. 

These processes have worked well,
3
 and there is no need to address this matter in the current 

rulemaking. 

 

In conclusion, the rate setting procedure Congress established in 2006 has worked, is working 

and will work. This procedure is far, far superior to the cost of service administrative procedure 

of the 1970 Act. We urge the Commission to continue unchanged the PAEA rate setting process 

and procedures. 

 

Respectfully submitted, 

 

Emmett O’Keefe 

SVP, Advocacy 

Data & Marketing Association 

eokeefe@thedma.org 

202-955-5030 

 

Hamilton Davison 

President & Executive Director 

American Catalog Mailers Association 

hdavison@catalogmailers.org 

800-509-9514 

 

Michael K Plunkett  

President & CEO  

Association for Postal Commerce 

michaelplunkett@postcom.org 

703-524-0096 

 

 

                                                      
3
 The actual competitive product institutional cost contribution has risen under PAEA from the legally-mandated 5.5% 

to 16.5% solely through competitive market forces. Here too PAEA is working. 
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Mark Pitts, Executive Director  

Printing-Writing Paper and Pulp  

American Forest & Paper Association 

Mark_pitts@afandpa.org 

202-463-2764 

 

Maynard H. Benjamin, CAE, FASAE 

President & CEO 

Envelope Manufacturers Association 

mhbenjamin@envelope.org 

703-739-2200 

 

David F. Stover 

Counsel 

Greeting Card Association 

postamp02@gmail.com 

703-998-2568 

 

Ken Garner 

Executive Vice President 

Idealliance 

kgarner@idealliance.org 

703-857-1070 

 

Pierce Myers 

Executive Vice President & Counsel 

Parcel Shippers Association 

pierce@parcelshippers.org 

703-627-5112  

 

Donna Hanbery 

Executive Director 

Saturation Mailers Coalition 

Hanbery@hnclaw.com 

612-340-9350 
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 Pursuant to Commission Order No. 3624, “Advance Notice of Proposed 

Rulemaking to Evaluate the Institutional Cost Contribution Requirement for Competitive 

Products” (Nov. 22, 2016), ACMA is pleased to submit these comments.   

 Through catalogs, our members offer a wide range of goods.  Arranging delivery 

of these goods is an important part of the service they provide, and requires working 

with a range of carriers, including the Postal Service.  Generally, the prices and services 

these carriers offer are differentiated, making selections complex.  We have a strong 

interest, therefore, in both the prices and the features of the services offered by the 

Postal Service. 

Competition Among Carriers 

 We see considerable competition among providers of delivery services.  This 

competition has brought differences in computer arrangements and paperwork, pickup 

arrangements, delivery speeds, ancillary services including insurance and return 

offerings, damage rates, and prices.  Each provider is interested in the needs and 

experiences of its customers and each makes changes from time to time. 
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 In addition, each carrier is interested in the degree of pricing freedom it has.  This 

requires ongoing attention to markets and their behavior.   Most carriers arrange 

discounts and engage in contracts if it is advantageous to both parties. Contracts are 

highly customized to the needs of the individual customer, their volumes, requirements, 

etc. 

 It is not our observation that the various carriers operate on some kind of level 

playing field.  They each have strengths and weaknesses.  If the Postal Service is a 

reference point, it is an unusual one.  In initial comments in Docket No. RM2016-2 (Jan. 

27, 2016), which focused on a costing proposal of UPS, after noting that the Postal 

Service has a delivery network that is unparalleled, ACMA observed that UPS has some 

strengths of its own, including “a better labor contract; a processing and distribution 

network tailored specifically to the handling of parcels; freedom to enter into contracts 

with customers, selectively, without regulatory oversight; freedom to craft the levels and 

universality of it service, and freedom to do such things as offer loss-leaders” (at 36).  

And in a much more thorough analysis than ACMA has done, the Federal Trade 

Commission concluded that the “unique legal status [of USPS] likely provides it with a 

net competitive disadvantage versus private carriers.”1 

The Minimum Contribution Should Be Eliminated 

 The PAEA established a category of competitive products.  The hope was, and 

still is, we presume, that the Postal Service, given freedom from some of the constraints 

that exist for the market-dominant products, can compete and be successful, which 

means to make profits.  That is what firms do.  It is consistent with Adam Smith’s 

                                            
1  “Accounting for Laws that Apply Differently to the United States Postal Service and its 
Private Competitors,” A Report by the Federal Trade Commission, December 2007, p. 8. 
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Invisible Hand and it is consistent with allowing mailers to benefit from what the Postal 

Service has to offer.  As described above, we see the Postal Service as competing. 

 Currently, the contribution from the competitive products must be at least 5.5 

percent of “postal-wide institutional costs.”  In FY 2016, the contribution was 16.5 

percent.2  This is consistent with competition and profit-seeking of the kind discussed 

herein.  The purpose of the instant docket is to “determine whether” the minimum 

proportion “should be retained in its current form, modified, or eliminated.  See 39 CFR 

3015.7(c).”  Order No. 3624 at 2.  ACMA believes it should be eliminated. 

 Given the dimensions of the market and its complexities, the Commission has no 

way of selecting a minimum proportion for the contribution that is consistent with 

workable competition.  If the proportion is low, the Postal Service will be above it, as 

now.  If the proportion is high, the Postal Service will be forced to lose money, and thus 

to fail to provide the service that it could.  The most appropriate course of action is to 

eliminate the proportion. 

 

Respectfully submitted, 

The American Catalog Mailers Association, Inc. 

Hamilton Davison      Robert W. Mitchell          
President & Executive Director    Consultant to ACMA 
PO Box 41211      13 Turnham Court          
Providence, RI 02940-1211   Gaithersburg, MD 20878-2619        
Ph:  800-509-9514     Ph:  301-340-1254      
hdavison@catalogmailers.org    rmitxx@gmail.com   

                                            
2  See Competitive Products Fund Report, file Preface.pdf, p. 4, USPS Library Reference 
39, Docket No. ACR2016. 
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