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Overview of PRC findings in Phase 1 of Ten Year Review 
 
1—PRC got 118 submissions, many over 100 pages, on whether changes are 
needed.  It wrote most of them off and decided there is a problem of finances, 
mainly. 
  
2—PRC saw $34B health default, $15B debt, and estimated a $7.8B investment-
needed default.  It mostly neglected all three of these in its fix. 
  
3—For a fix, PRC looked at an income statement, post extra health payment, 
and saw a deficit of $2.7B.  This was after some normal health costs and some 
required amortization payments of health, FERS, and CSRS (totaling $4.1B).  
Except for a $2.2B workers comp adjustment, it would have been a deficit of 
$4.9B. 
  
4—So this $2.7B was the lowest thing it could find. 
  
5—To fix the $2.7, it proposed (a) a one-time 5.7% increase or (b) an extra 
2%/year for 5 years.  It chose “b.”  Then it said it would review things in 5 years.  
It said it was putting PS on a PATH to financial stability.  Used “path” 33 times. 
  
6—Then it added an extra 1% performance incentive.  It said, if the performance 
incentive is achieved for 9 years, the PS should be able to use it to pay off the 
$15B debt and fund the $7.8B investment default. 
  
7—Then it added that MM Flats pays an extra 2% for 5 years.  It also proposed 
changes to some workshare rules. 
  
8—If done, this will take several years to get increases in place.  Meanwhile, PS 
will continue defaulting.  In 2017, it defaulted on $6.9B, and the big health care 
prefunding is already gone. 
  
9—There are problems.  (a) Timing problems, may be worked out.  (b) If all these 
increases are in the rate base at the end of 5 years, and stay there indefinitely, 
the additional revenue will be much more than is needed.  This suggests a rate 
decrease.  (c) The performance incentive is awkward.  (d) It may not really need 
the $7.8B investment makeup.  (e) PRC did not consider volume effects. 
  
10—Commissioners disagree substantially on this and really want alternative 
proposals. 
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Results of a Research Study with Large U.S. Mailers that 
Explores Mail Volume Impact Anticipated as a Result of PRC’s 

Proposed Rate Structure 
 
Introduction 
The Postal Regulatory Commission’s (PRC) rate proposal, if approved, would permit the United States 
Postal Service (USPS) to raise rates beyond the current economic CPI index by an additional 2% per 
calendar year for each of the first five full calendar years following the effective date. In addition, the 
proposal would allow the USPS to raise rates by another 1% (so CPI plus 2% plus 1%), contingent on the 
Postal Service meeting or exceeding an operational efficiency-based standard and adhering to service 
standard quality criteria.  
 
Due to the potential impact of the PRC’s recommendation on mail volume, and also the mailing industry, 
EMA engaged InfoTrends, a division of Keypoint Intelligence LLC, to conduct an independent, 
nationally based, and statistically valid (with a 95% confidence level) primary research study with very 
large mailers to understand their reaction to PRC’s proposed rate structure. This research studied the 
mailers’ response and the potential corresponding impact on mail volume to the following proposed rate 
increases: CPI, CPI plus 2%, and CPI plus 3%.  
 
Mailers’ Current Concerns 
The study found that for 2017, the print and mail communication channel accounted for an estimated 35% 
of total communication volumes sent through a range of channels, inclusive of email, mobile, social 
media and company webpages. Due to budgets, both enterprises and public sector entities are pushing 
aggressively to drive communication strategies towards digital channels. Not only does this trend drive 
email volume, it also fuels significant investments in mobile, social media and web platforms. When 
asked what the top barriers to sending communications to prospects and customers via the U.S. Postal 
Service, factors most frequently selected included:  1) high total end-to-end costs, 37%, 2) time-
consuming to execute a mail campaign, 32%, and 3) concerns about future rate increases, 31%. 
 
Mailers’ Responses to the PRC Recommendations 
Study participants were provided a succinct description of the PRC’s Notice of Proposed Rulemaking, 
and were then asked a series of questions to measure their level of concern and likely reactions. 

1. How concerned their institutions would be for each of the three levels of postal rate increase 
options:  CPI inflation rate, CPI plus 2%, and CPI plus 3%? 

2. What would be the impact of the volume of mail going through the U.S. Postal Service? 
 
What becomes evident is that the percentage of companies that become very concerned goes up 
significantly with the level of the rate increase. Whereas 15% of companies were very concerned with a 
postal rate increase tied to only the CPI inflation rate, the percentage jumps to 28% when the potential 
rate increase is the CPI inflation rate plus an additional 3%. 
 
In addition, when asked about the likely impact on mail volumes if the various ranges of postal rate 
increases were to be implemented, the percentage of companies indicating a significant decrease in mail 
volume jumps from 13% (CPI) to 20% (CPI + 2%) to finally 28% (CPI + 3%). This provides a clear 
indication that if the postal rate increases were to go into effect, the push from print and mail budgets to 
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digital channels will increase. As a result, a significant number of mailers are likely to reduce mail 
volumes being sent through the Postal Service. 
 
Loss of Mail Volumes Due to PRC Proposal 
As the rate increase rises, so does the percentage of the mailers that project an actual decline (slight or 
significant) in their mail volumes as a direct result.  

• With a 2% increase in the postal rate, 34% of mailers expect to reduce mail volumes. 
• With CPI plus 2% increase in the postal rate, 41% of mailers expect to reduce mail volumes. 
• With CPI plus 3% increase in the postal rate, 45% of mailers expect to reduce mail volumes.  

Furthermore, for the mailers that project an additional mail volume reduction, expected average decline 
in mail volume will more than double from 2.1% to 3.2% to 4.3% with the highest rate increase. 
  
Loss of U.S. Jobs and Sales Revenue 
Another ripple effect of the proposed postal rate increases is related job losses and revenue among 
mailers.  

• 26% of enterprises state that their organization would experience layoffs at their company. 
Applying these statistics to the U.S. Census data that provides the number of firms with 500 or 
more employees within Finance and Insurance, Healthcare and Social Assistance, Retail Trade, 
Wholesale Trade, Telecommunications and Utilities, highlights that over 3,000 firms could be 
impacted by layoffs, with a potential of over 36,000 mailing-related positions being terminated.   

• 28% of enterprises also reported that they expect their company would experience a decline in 
revenues. 

 
It should also be noted that the USPS impacts many workers, since more than 73% of mail industry jobs 
depend on a USPS-centered delivery infrastructure. The USPS really is the core of the U.S. mailing 
industry. The U.S. mailing industry consists of 7.5 million mailing industry jobs – 6% of the nation’s total 
jobs – and contributes to the economy with $1.4 trillion in sales revenue and 4.6% of the U.S. total 
output.  
 
Methodology 
InfoTrends wrote and fielded a web-based survey of enterprise, government, and education respondents to 
examine the potential impact of the PRC’s recommendations, if they were to be implemented. The sample 
size was 380 respondents, which provides for a 95% confidence level, with a confidence interval of +/- 
5%.  
 
In order to qualify for, and screen into the survey, respondents had to be from mid-size to large 
organizations. They also had to have the following qualifications:  

• Responsibilities that influence customer communications (i.e. marketing, billing, customer care 
and/or regulatory communications), and  

• Responsibilities that oversee print and mail volumes, and be knowledgeable/very knowledgeable 
of their company’s use of the U.S. Postal Service, inclusive of mail volumes and likely impact of 
postal rate increases, and be part of organizations that send a minimum of 500,000 mail pieces 
annually through the U.S. Postal Service.   

 
For total respondents, the mean number of mail pieces sent annually is 12.3 million, reflecting the fact 
that the sample is comprised of high-volume mailers.  
 
 
Sources:   

1) InfoTrends, a division of Keypoint Intelligence LLC, Assessing the Future of the U.S. Mailing 
Industry, 2018 

2) EMA Foundation’s 2015 U.S. Mailing Industry Jobs and Revenue Study 
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COMMENTS OF  
THE AMERICAN CATALOG MAILERS ASSOCIATION, INC.  (ACMA)  

(March 1, 2018) 
 

The American Catalog Mailers Association participated in joint comments from 

the mailing industry at large and supports the points raised therein.  These comments 

amplify ACMA’s concerns, expound on issues of import to catalogs and most other 

forms of mail, and react to the Commission’s request to receive proposals for 

alternatives to its Proposal contained in Order 4258.   

In our comments during last year’s review period as well as our other comments 

with other mailing groups in the current proceeding, we have already laid out our 

support for the indefinite continuation of a price cap system.  Therefore, we will focus 

these comments primarily on our suggested alternatives to the PRC Proposal and the 

root causes as to why we believe the Proposal cannot achieve the Commission’s 

otherwise good intentions:  stabilizing the Postal Service’s finances and satisfying its 

needs for the next several years. 

Postal Regulatory Commission
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Filing ID: 104004
Accepted 3/1/2018
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SUMMARY 

These comments address the following:  (I) to demonstrate that the PRC 

Proposal represents a rash attempt at “saving” the Postal Service when the Service is 

not in dire peril of going out of business; (II) that the Proposal is too aggressive when 

aggressive intervention is not called for; and (III) ACMA’s suggested alternatives to the 

PRC Proposal. 

  

I. THE PROPOSAL REPRESENTS A PREEMPTIVE ATTEMPT AT ‘SAVING’ THE 
POSTAL SERVICE WHEN THE SERVICE IS NOT GOING OUT OF BUSINESS. 
 
It’s no secret that the rate cap approach was the central feature to garnering 

support from the mailing industry and others for the Postal Accountability and 

Enhancement Act (PAEA).  But USPS spending and cost increases during this past 10-

year “test period” has clouded the picture considerably, especially in light of volume 

reductions.  Further, the past 10 years have seen the lowest inflation rate in recent 

memory, thereby minimizing the revenue authority.    

By “clouded,” we mean that in its Proposal, the Commission has not fully 

addressed the causes of why the CPI-capped rate-setting system has not completely 

worked.  Other inflation-impacted and favorable financial adjustments are to be 

expected in more typical inflation environments.  What’s more, the agency’s cash flow is 

a better measure than a balance sheet riddled with Congressional impositions.   

We see no evidence of dire financial implications from recent Postal Service 

financial results.  Reports that it has “only” [some number of] days of cash on hand 

assume all further revenue flows stop totally at once. This is not at all likely. The 
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Proposal also overlooks the fact that the Service has the “world’s friendliest banker” in 

the U.S. Treasury, and has experienced no practical implications of financial defaults.  

We support the choices made here by postal management.  Strategic defaults are 

necessary in an environment of Congressional inaction.  The Postal Service’s balance 

sheet is littered with a history of overcharges by federal government agencies of USPS 

ratepayers to bring more funds into the U.S. Treasury.  From a cash flow perspective, 

the Postal Service is still able to meet its ongoing financial needs and has amassed 

billions of cash on hand.  Unless and until the situation worsens, the Commission 

should not take aggressive steps to intervene, especially given widespread concerns 

that the rate hikes embodied in the PRC Proposal will materially impact mail volumes 

and future revenues. 

 

II. THE PROPOSAL IS TOO EXTREME WHEN EXTREME INTERVENTION IS 
NOT CALLED FOR. 

 

The Proposal removes a powerful incentive for cost reduction and cost 

leadership at the Postal Service.  We appreciate the Commission’s concern regarding 

the financial path the Postal Service is headed down.  However, this is a multi-

dimensional issue with a number of root causes, not the least of which is that mail 

volume has fallen by nearly a third since 2006, while total expenses have remained 

largely unchanged at $72 billion (not adjusted for modest inflation during that time).   

By providing additional rate authority and thereby the prospect for above-inflation 

postal rate increases, the Commission removes the intense financial pressure required 

for management and labor to reduce the cost of operations.  Instead, we believe the 
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regulator should encourage a continued drive to cost efficiency and even cost 

leadership, and continuing or greater progress on using technology to innovate, reduce 

cost, or improve the value of mail.   

We concur that the current path is not sustainable, but simply adding to rates 

given all the other issues is not helpful while removing an important motivation essential 

to achieving long term sustainability.  Instead, we believe the Commission’s continued 

vigilance, encouragement, and sponsorship are required to work out of the current 

predicament.  If there’s to be any additional rate authority, it should be of a defined 

amount to solve clearly urgent problems; it should be limited in time and scope; it should 

have clear stipulations and conditions that help move the agency to a more sustainable 

path; it should not imperil the entire ecosystem on which a ratepayer-paid public utility is 

currently based. 

Raising rates well beyond what has been allowable since PAEA was enacted, 

when it’s clear that mail volumes will continue to fall, is a huge mistake.  We have some 

proof of this:  In February 2018, the ACMA deployed a catalog industry survey asking 

several questions assuming the PRC Proposal is being implemented as is.  

Respondents control just under 2 billion pieces of catalog mail annually and range from 

companies mailing half a million catalogs to well over half a billion catalogs in yearly 

circulation.  Ninety percent said they are “extremely concerned” with the Proposal.  

When asked how their catalog mail volumes would be affected, 90% said they would 

decrease their volumes by selective targeting, 45% indicated they would mail less 

frequently, 80% said they’d expect to use more digital marketing as a replacement for 
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mail, and 25% offered a range of additional options, such as reducing size or weight, 

moving to another mail format, or considering alternative delivery methods.   

These results are consistent with past inquiries we have made of catalog 

marketers.  Our members have warned us for years that any excessive postage 

increases, such as those in the Proposal, will cause them to cut back their catalog mail 

volume.  These survey findings clearly illustrate the need for the rate hikes in the 

Proposal to be changed.   

This is a situation largely created by Congress requiring a Congressional fix. It is 

widely believed that Congress does not act without a crisis driving it so removing the 

crisis actually reduces the likelihood of reform that addresses a mess largely of 

Congressional creation. Aggressive action by the PRC actually usurps from Congress 

the responsibility to insure a future of the post.   A wiser course might be to closely 

monitor the situation and make a determination to act should the alternative outcomes 

appear to be worse.1  The Commission might also use its offices to convene a broad-

based dialog focused on the long-term path to sustainability of the Postal Service that 

not only includes all stakeholder representatives but also explicitly sets forth that no 

options will be off the table in the discussions.  Such work surely will not provide instant 

gratification, but it may lead to a series of options that find more acceptable alternatives 

than the Commission’s sole remedy of sharply increased rates.  

 

                                                 
1  But this is not to say that the Commission should let the USPS off the hook easily.  Rate hikes 
the industry views as crippling should be a last resort only after all other plausible options are 
exhausted, and only in the presence of evidence that cost efficiency and quality have been 
relentlessly pursued. 
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III. ADDITIONAL ALTERNATIVES TO THE PROPOSAL 
 

The ACMA’s overriding impression of the Proposal is that it fails to address the 

Service’s most fundamental needs.  As we demonstrate above, the cost of patching up 

the Service’s financial problems with a series of above-inflation price hikes will be 

substantial reductions in catalog mail volume.  Such rate hikes don’t amount to a mere 

“band-aid,” because they won’t provide even a quick fix for the Service.  What’s more, 

the Proposal’s price increases take pressure off management to continue to drive for 

improvement or innovation and do little to incent Postal Service management to boost 

its cost effectiveness further. 

We urge the Commission to re-think the Proposal with the following in mind:  

With volume and revenues continuing to decline, the Postal Service needs a plan for 

removing excess costs and delivering the mail at an increasingly improved unit cost2 of 

delivery.   

The Commission may be asking what its own role in this should be.  A revised 

Proposal should monitor, encourage, and question the Postal Service’s plans.  Such a 

plan should consider realistic mail volumes and present right-sized expenses to match.  

If mail volume and revenues are to continue declining, expenses need to decline with 

them.  This also puts a premium on continued efficiency improvement with a goal of 

                                                 
2  We find the Postal Service’s admission that it cannot quantify the results of investment or 
improvement activities unacceptable in its entirety.  Without this, no assurance of progress to 
goal can be measured.  This is the type of issue the regulator must attack, and through high-
level dialog of all industry participants, must insure.  On this basis alone, further rate authority 
must be denied unless and until the Postal Service is able to measure the impact of its 
improvement activities and investments.  No entity is deserving of further resources if it cannot 
show plainly that the means it has already been given are being put to good use. 
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delivering less mail at a lower unit cost, a tall order under the best of circumstances.  

Raising the bar on performance, the Postal Service might endeavor to become a cost 

leader in its activities, demonstrating it can turn its considerable delivery muscle into a 

stronger network to partially offset volume loss and workload expansion.   

The Commission might encourage the Postal Service to demonstrate cost 

leadership.  As a $70 billion-plus enterprise, is it too unreasonable to expect the Service 

to become the model of efficiency?  We think not.  If a government sponsored 

enterprise does not aspire to cost leadership, it may exhibit the reverse:  more costly 

than non-government alternatives.  Were this the case, perhaps those who call for 

radical changes including partial or complete privatization have a fair point.  Why must 

America be saddled with inefficiency especially when it is being privately funded?  We 

feel it best that the Commission tie further rate authority to improvements in the 

Service’s cost position, innovation and available alternatives.   

As part and parcel of this, at the time of this filing with no supervisory role being 

performed from an absent USPS Board of Governors, the Commission is among the 

best suited to review and opine on postal management plans.  This is not to suggest the 

regulator take on the role of a board of directors, but that it clearly signal additional rate 

authority is off the table until real expense side leadership is manifest.   

In revising its Proposal, the Commission also must take into consideration where 

Congress currently is in developing bills to reform the Postal Service.  But Congress has 

proven time and again that only major crises fuel real actions.  Postal reform bills have 

stalled throughout the 2010s in part due to the absence of dire pressure for action.  The 
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Commission should not artificially solve for the financial pressures of the Postal Service 

by providing additional rate authority that makes it even less likely Congress will do its 

part in reforming the Postal Service.   

That kind of pressure will simulate not only congressional action, but spur 

management to evaluate new approaches with potentially greater cost improvement.  

Little progress is made on change absent an intense and continuing motivation.  A 

broader view is needed, one that also includes the scope of services and mission.  

Consider the following: 

 When resources are finite and dear, it forces a harder review of the overall 
mission and responsibilities requiring tough choices to be discussed that 
otherwise would not be considered.   

 Increasing revenues, however, makes consideration of tough issues more 
difficult; rocks in the swamp are visible only when the water level is lowered. 

 

Therefore, additional rate authority is appropriate only when the agency is in 

clear and present danger of ceasing operations, not in response to what are largely 

congressionally-imposed constraints and requirements.  The Commission should 

require the Service to focus on the value equation for mailers who cannot be forced to 

mail but rather, are attracted to mail’s value proposition compared to other alternatives.  

Increasing the value of mail3 to the customer who pays for it will result in greater mail 

volumes.  With this in mind, the revised approach should also foster a dialog on how 

interests between stakeholders might be better aligned.  Creative approaches and hard 

                                                 
3  Space does not allow a full discussion of how the value of mail might be increased further but 
it is important to note that for most mailers, the price they are willing to pay correlates positively 
to the value received.  Thus, a path to creating acceptably higher rates is to create an increased 
value proposition. Real attention is needed here.  
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work are needed, not realignment that impairs one party while letting others off the 

hook. 

 

IV. CONCLUSION 
 
Preemptive intervention is not warranted at this time and will prove to be 

counterproductive. If catalog mail can be offered as an example here, just consider our 

survey results. Continued vigilance and attention to the situation is appropriate.  The 

Commission retains the opportunity to intervene aggressively at any future point and 

time when needed.  Additional consideration must be given to a sustainable path for the 

Postal Service as well as a reconsideration of demands and limitations placed on postal 

management. The Commission should consider how it might play an optimal role in this 

debate. It should elect to maintain the current and beneficial pressure created through 

the CPI cap and signal to all that meaningful progress on issues raised here is critical to 

a viable future for the Postal Service and all who rely on it.  

 

Respectfully submitted, 

 

Hamilton Davison  
President & Executive Director  
American Catalog Mailers Association 
PO Box 41211 
Providence, RI 02940-1211  
800-509-9514  
hdavison@catalogmailers.org 
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(March 1, 2018) 

 
 

The American Catalog Mailers Association and The Parcel Shippers Association 

respectfully submit these comments pursuant to Order No. 4258.1 

INTRODUCTION AND SUMMARY 

These comments address:  (I) our support for a price cap system; (II) the 

supplemental surcharge (“MM Surcharge” or “MMS” ) proposed for Marketing Mail Flats 

(MM Flats) and Marketing Mail Parcels (MMP); (III) the proposed performance incentive; 

and (IV) the importance of the Commission explaining how it would accommodate 

changes in postal law made by Congress. 

                                            

1 Notice of Proposed Rulemaking for the System of Regulating Rates and Classes for 
Market Dominant Products, December 1, 2017 (Order No. 4258). 
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  We begin by restating our support for a continuation of a basic price cap system, 

consistent with our earlier comments in this proceeding.2   

Next, we explain why the proposed MMS for MM Flats and MMP is neither 

required nor appropriate, and may unnecessarily harm, rather than help, the financial 

position of the Postal Service.  On this matter, we conclude that it is the operator, not 

the regulator, who should make associated pricing decisions. 

 In prior dockets, ACMA and others have challenged whether Marketing Mail Flats 

and other flats products should be considered “under water,” pointing to exorbitant cost 

increases and problematic costing outcomes.  In these comments we show that even if 

the reported costs are accepted, the proposed MMS should not be imposed.  To do this 

we:  (A) review the law to establish that surcharges are not required, (B) explain that the 

imposition of the MMS requirement will not likely produce additional net revenue for the 

Postal Service; at best it will simply increase rates for MM Flats and MM Parcels and 

bring about a small reduction in other rates in the Marketing Mail Class, (C) 

demonstrate that focusing on the cost coverage of MM Flats alone is not inherently 

meaningful and that a better approach is to look at the cost coverage for all flats in the 

Marketing Mail Class, including Carrier Route and High Density, (D) show that, as 

maintained by the Postal Service in this and past dockets, imposing the MMS 

                                            

2 See 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, March 
20, 2017 (“DMA et al. Comments”). 

Paul - ACMA
Highlight
ACMA and others have challenged whether Marketing Mail Flats and other flats products should be considered “under water,” pointing to exorbitant cost increases and problematic costing outcomes. In these comments we show that even if the reported costs are accepted, the proposed MMS should not be imposed. 



Docket No. RM2017-3   
 
 
 

3 

requirement may result in a reduction in contribution for the Marketing Mail Class and 

the Postal Service, (E) summarize reasons explained in past dockets that demonstrate 

uncertainty about costs attributed to flats, and (F) explain that the Commission’s 

proposal for MM Flats and Parcels surcharges does not give sufficient weight to the 

importance of pricing flexibility for the operator. 

I. THE COMMISSION SHOULD CONTINIUE THE EXISTING PRICE CAP 
SYSTEM FOR MARKET DOMINANT PRODUCTS. 

In an earlier stage of this proceeding we joined other parties to urge the 

Commission to retain the existing price cap system for market-dominant rates and 

classifications: 

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.  
 

DMA et al. Comments at 4.  In those comments we pointed out: 
 

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 
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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.  

 
Id. at 3.3  Therefore, we are pleased with the Commission’s proposal to retain principal 

aspects of the existing price cap system. 

 

II. THE MMS PROPOSAL FOR MM FLATS IS NOT REQUIRED, MAY 
UNNECESSARILY HARM, RATHER THAN HELP, THE FINANCIAL POSITION 
OF THE POSTAL SERVICE, AND UNNECSSARILY INTRUDES ON 
MANAGEMENT’S PRICING FLEXIBILITY. 

 A. The MMS proposal for MM Flats Is not required. 

 It is generally accepted, and the Commission agrees, that section 3622(c)(2),4 

although it is the principal factor relating to cost coverages, does not itself require that 

categories designated as “products” cover their attributable costs.  In Docket No. 

ACR2010, the finding that the cost coverage of Standard Flats (now MM Flats) was too 

low to be in compliance was based on general “Policy Guidance” in section 101(d) that 

“Postal rates shall be established to apportion the costs of all postal operations to all 

users of the mail on a fair and equitable basis.”  The Postal Service appealed this 

finding.5  The court classified 101(d) as a “failsafe protection” and found “that § 3622(c) 

                                            

3 Note footnote 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 
ratemaking process.”). 

4 Unless otherwise noted, section citations are to title 39, United States Code. 

5 United States Postal Service v. Postal Regulatory Commission, 676 F.3d 1105 (D.C. 
Cir. 2012) (“USPS V. PRC”). 
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permits the Commission to invoke § 101(d) vis-à-vis market-dominant products, at least 

in extreme circumstances.”6  It remanded the case to the Commission “for a definition of 

the circumstances that trigger § 101(d)’s failsafe protection, and for an explanation of 

why the particular remedy imposed here is appropriate to ameliorate that extremity.”7   

 The Commission considered the circumstances that trigger section 101(d) and 

the remedy imposed in its 2010 ACD.  It explained in Order No. 1427 that the “totality of 

circumstances presented” (at 4) must be considered and went on to explain its remedy.  

It is clear that the Commission must exercise some discretion in this matter, and that the 

law allows it to do so.  In sections B through F below, we explain that the circumstances 

have changed, including that certain matters are better understood now, and that the 

Postal Service should be given the flexibility to deal with associated pricing matters.  

Considering things now, extra rate increases for MM Flats and MM Parcels are not 

warranted. 

 

B. Imposition of MMS for MM Flats or MM Parcels will not likely produce 
additional revenue for the financially challenged Postal Service. 

In Order No. 4258, the Commission summarizes a focus on finances: 
 

The existing ratemaking system did not achieve the PAEA’s objectives 
during the 10 years following the PAEA’s enactment.  See generally Order 
No. 4257.  The Postal Service is in poor financial health.  Id. at 274.  The 
market dominant ratemaking system established under 39 U.S.C. 3622 
did not assure “adequate revenues, including retained earnings, to 

                                            

6 USPS V. PRC at 1108. 

7 USPS V. PRC at 1109. 

Paul - ACMA
Highlight
Imposition of MMS for MM Flats or MM Parcels will not likely produce additional revenue for the financially challenged Postal Service



Docket No. RM2017-3   
 
 
 

6 

maintain financial stability,” as required by Objective 5.  Id. at 178 (quoting 
39 U.S.C. 3622(b(5)). 

 
Order No. 4258 at 27.  

 Under the existing system, “[i]f a non-compensatory product forms part of a class 

that is compensatory on the whole, then the rates for the non-compensatory product 

can be increased by a greater percentage than the compensatory products in that class 

while keeping the overall class increase within the price cap.” Order No. 4258 at 81-82 

(emphasis added).  The Commission’s proposal changes this option to a requirement, 

and specifies that the rate increase for the non-compensatory product must be at least 

2 percentage points higher than the increase for the class (proposed Rule 3010.201).  

Unlike the proposal for non-compensatory classes, the extra 2 percentage points, or 

more, is offset by lower increases for one or more of the other products in the class.8  

While this may benefit the other products as a group, the benefit is unlikely to be 

significant.9  And, as explained further below, this mandated surcharge may not result in 

additional contribution.  In short, the extra 2 percentage points is not a material element 

in a fix for Postal finances. 

                                            

8 Order No. 4258 at 121 (“Section 3010.201 Individual product requirement.  For non-
compensatory products, the Postal Service shall increase the rate of the product by a minimum 
of 2 percentage points above the percentage increase of the class that includes the non-
compensatory product. Rates for the compensatory products in the class shall be adjusted 
accordingly. This section does not create additional rate adjustment authority for the class.”).  

 
9 See infra at 9 (“In 2017, a 2 percentage point increase in the rate for MM Flats would 

allow a decrease in the rate for a 28-cent letter of 0.072 cents, which might round to a tenth of a 
cent.  This effect will be smaller in 2018 and future years.”). 
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C. Focusing on the cost coverage of MM Flats is not particularly meaningful; 
a better approach is to focus on the cost coverage for all flats in the 
Marketing Mail Class, including Carrier Route and High Density. 

 
ACMA has explained that MM Flats is a part of a suite of flats offerings, but that it 

has devolved into a residual category.10  The relationship among these categories is 

one of interdependency.  Specifically, mailers computer-prepare mail to use High 

Density and Carrier Route when possible, and the residual is sent in MM Flats.  In FY 

2017, the volume of MM Flats was only 6.3 percent of MM mail.  This proportion will be 

lower in 2018, due to shifting out of FSS categories.  Also, MM Flats is in secular 

decline.  Under these conditions, assessments of cost coverage are most meaningful at 

the level of combined categories, not MM Flats by itself. 

The Postal Service recently acknowledged ACMA’s analysis: 

ACMA discusses the similarities between the three flats-mailing 
options in Marketing Mail.  For instance, ACMA notes that the High-
Density Flats rate category has received volume from both the USPS 
Marketing Mail Flats product and Carrier Route Flats rate category within 
the Carrier Route product, due to co-mailing and other factors.  Indeed, 
Carrier Route Flats and High-Density Flats appear to contain more finely 
presorted mail from many of the same mailers who use the less finely 
presorted rates in the USPS Marketing Mail Flats product.  In addition, 
Flats, High-Density Flats, and Carrier Route Flats are frequently prepared 
together in the same containers and, in Flats Sequencing System (FSS) 
zones, the same bundles.  The Postal Service also confirms the accuracy 
of ACMA’s calculation in Table 1 of its comments, showing that if 
commercial USPS Marketing Mail Flats and commercial Carrier Route 
Flats had been combined in FY 2017, cost coverage would have 
exceeded 100 percent for this commercial-only product.  The Postal 

                                            

10 See Initial Comments of the American Catalog Mailers Association (ACMA), Docket 
No. ACR2016 (“ACMA ACR 2016 Comments”); Initial Comments of the American Catalog 
Mailers Association (ACMA), Docket No. ACR 2017 (“ACMA ACR 2017 Comments”). 
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Service will consider ACMA’s points, to the extent they are applicable, in 
future pricing and classification cases.  

 

Reply Comments of the United States Postal Service, Docket No. ACR2017, 

February 12, 2018, at 5 (footnotes omitted). 

So, as part of the suite, MM Flats must be there, though its role is ebbing.  As 

well, it serves local and low-density mailers who cannot qualify for Carrier Route.  In 

Marketing Mail, Standard Mail, and third-class mail, mailers in low-density categories 

have always been watched out for.11  One reason for this is the role they play in their 

communities, including activities of nonprofit organizations that many view as critical,12 

and another is that some of them will grow into larger mailers.13  And given that the 

volume of MM Flats is so low, it is easy to err on the side of caution.  MM Flats is small 

enough that an increase in its rate, under a cap, would allow only a small decrease in 

the rates for other MM mailers.  In 2017, a 2 percentage point increase in the rate for 

MM Flats would allow a decrease in the rate for a 28-cent letter of 0.072 cents, which 

might round to a tenth of a cent.  This effect will be smaller in 2018 and future years. 

                                            

11 An element in the practice of watching out for small mailers has been and is the 
requirement that mailers with sufficient density to prepare 5-digit presort must do that 
preparation, even if they find it most profitable to presort in lesser degree.  The theory is that 
greater presortation when possible, not when feasible, will lower costs and make rates lower for 
all concerned.  Using Carrier Route and High Density is in all cases optional. 

12 In Docket No. RM2017-12, which concerned aspects of how Nonprofit rates are set, 
over 100 nonprofit organizations submitted comments.  It seemed apparent that the work they 
are doing should be appreciated by everyone. 

13 Although most of our members are large mailers, and are interested in the rates they 
pay, they are not insensitive to the interests of smaller mailers.  It is not uncommon to hear the 
position:  “We were small mailers once.  We do not want to see them targeted with undue rate 
increases.” 
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Still at the level of the overall Postal Service, there is one other consideration that 

should be kept in mind and that argues for allowing flexibility in managing the rates for 

MM Flats.  The Postal Service has a principal assignment of maintaining a viable, 

universal delivery system, with high service standards.  This means it must have a 

nationwide processing, distribution, and transportation system, that feeds into its 

delivery system.  It should be clear without proof that if this system does not have 

volume, it will have no scale economies, its costs will be exceedingly high, its service 

may suffer, there will be arguments to increase the rates even more, and the arguments 

(indeed the need) to allow private delivery will be stronger.14 

We stated above that much of the volume of MM Flats is outside the largest 

cities, often in smaller towns and lower-density areas.  This includes rural areas and 

lower-income areas in both small and large cities.  Due to rates for MM Flats that are 

already high,15 we believe that many mailers are on the verge of branding mail to these 

areas as unprofitable.  Further rate increases would hasten this process.  This would 

begin removing mail from the processing and transportation system, helping to bring 

about the high-cost state described above.  Another possibility is that more of this mail 

would find a way to achieve Carrier Route status.  But if only Carrier Route and High 

                                            

14 There exists a serious question whether the rates of flats in MM Mail are at or above 
the stand-alone cost level, at least for an overwhelming number of addresses in the United 
States.  If they are, alternative delivery could be successful.  See Initial Comments of ACMA, 
Docket No. ACR2015, Feb. 2, 2016, at 5-8. 

15 In addition to being high in an absolute sense, MM Flats has seen large rate 
increases.  Since FY 2006, the rates for MM Flats have increased 50.1 percent.  Over the same 
period, the CPI increased only 21 percent. 
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Density mail remain, very little mail will need to be given outgoing processing and 

transportation.  In FY 2017, 92.1 percent of Commercial Carrier Route was entered in 

the DSCF or the DDU, and another 6.1 percent was entered in a destination NDC.  The 

destination proportions for High Density and Saturation were even higher.  It seems 

apparent that accelerated increases in the rates of MM Flats would speed up this 

process, leaving some addresses with little mail and the Postal Service with a high-cost 

system. 

 D. As maintained by the Postal Service in this and past dockets, imposing 
 MMS increases on MM Flats will likely result in a reduction in revenue 
 and contribution for the Marketing Mail Class and the Postal Service. 

As the PRA16 was implemented, rates were set to recognize cost levels and cost 

relationships during the period in which the rates would be in effect.  This led to detailed 

projections of what were termed “test years,” usually two or three years beyond the 

most recent year for which data were available.  This is not specifically done under the 

PAEA,17 but neither the logic nor the efficiency of it has gone away.  In fact, when the 

Postal Service proposes rates for implementation at a certain time, it would be derelict  

if it did not consider the future.  And it needs to consider more than the next year or two. 

 In line with considering the future, the Postal Service has stated a consideration 

that can be boiled down to a few words:  don’t waste your cap on a product whose 

                                            

16 Postal Reorganization Act, Public Law 91-375, August 12, 1970. 

17 The Postal Accountability and Enhancement Act (PAEA), Pub L. 109-435, 120 Stat. 
3198 (2006). 
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volume is disappearing.  The Commission notes the Service’s discussion of this 

admonition, and then a few pages later presents a table of the cost coverage for MM 

Flats under the extra 2 percentage points per year it has proposed.  Table III-3, Order 

No. 4258 at 76 and 79.  The table assumes CPI increases of 2.05 percent per year and 

unit cost increases of 2.6 percent per year.  The table shows that as the rates of MM 

Flats increase, its cost coverage increases.  The table does not show volume changes 

or contribution changes. 

 We believe that another step can be taken that includes consideration of the 

Service’s don’t-waste-your-cap rule.  The essence of the rule is:  (a) when the rates for 

MM Flats are increased, some other rates must be decreased, consistent with the cap; 

we did this calculation, and (b) the volumes of MM Flats are in autonomous decline 

while the volumes of some other products are increasing or constant.  We assumed MM 

Flats volume to be declining 4.86 percent per year, equal to the average for the last 8 

years.  We assumed the other products are increasing at 4 percent per year.   

We took the volume of MM Flats to be 1,000 in a base year.  We grouped the 

other products together into one product.  We began its volume at 6,000, thus six times 

as large as MM Flats.  To deal with rate-induced volume losses, we assumed an 

elasticity of -0.4, a reasonably conservative figure.18  We also extended the 

                                            

18  In this exercise, we apply this elasticity to both MM Flats and to the other MM 
products as a group.  It covers, then, a range of products.  The Postal Service is not precluded 
from using different elasticities for each category.  In general, based on specific information from 
a number of catalog firms, we believe the elasticity of catalogs is substantially higher (in 
absolute value) than -0.4. 
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 But when we examine the overall MM Class, we get a different picture.  The 

contribution of the class begins at 234.  At the end of year 5, it is 482 with an extra 2 

percent for MM Flats and is 483 for CPI + 2% for all categories.  At the end of year 10, 

the extra 2 percent gives a contribution of 607 and CPI + 2% for all categories gives 

625.  In this scenario, the Postal Service is not made better off financially by increasing 

the rates for MM Flats by an extra 2 percentage points.   

We agree that other scenarios could be generated.  The point is not that one 

scenario is a slam dunk over another.  Rather, the point is that it is a close call whether 

the Postal Service is made better off financially by giving an extra rate increase to MM 

Flats.  The same concern applies to the surcharge for MM Parcels.  If this docket is to 

solve a financial problem for the Postal Service, matters relating to the cost coverage of 

MM Flats and MM Parcels do not belong in it. 

E. Reasons explained in past dockets cast doubt on the accuracy of the 
costs attributed to flats, thus making the costs and cost coverages 
unreliable for purposes of imposing the MMS increase. 

Generally, the Commission has taken seriously its responsibility to analyze and 

question costing methods, and to specify the method to be used.  In the case of flats 

costs, however, serious questions exist about the meaningfulness of the results being 

obtained and in the success of the Postal Service in controlling those costs. 

Paul - ACMA
Highlight
But when we examine the overall MM Class, we get a different picture. The contribution of the class begins at 234. At the end of year 5, it is 482 with an extra 2 percent for MM Flats and is 483 for CPI + 2% for all categories. At the end of year 10, the extra 2 percent gives a contribution of 607 and CPI + 2% for all categories gives 625. In this scenario, the Postal Service is not made better off financially by increasing the rates for MM Flats by an extra 2 percentage points.


Paul - ACMA
Highlight
the point is that it is a close call whether the Postal Service is made better off financially by giving an extra rate increase to MM Flats

Paul - ACMA
Highlight
The same concern applies to the surcharge for MM Parcels. 

Paul - ACMA
Highlight
Reasons explained in past dockets cast doubt on the accuracy of the costs attributed to flats, thus making the costs and cost coverages unreliable for purposes of imposing the MMS increase



Docket No. RM2017-3   
 
 
 

15 

The costs of MM Flats, and of flats mail generally, have increased exorbitantly 

and without acceptable explanation.20  This is the primary reason, we believe, that the 

Commission has inquired extensively into these costs since its 2015 ACD and why, 

recently, it began Docket No. RM2018-1 to take more steps.  Specifically, ACMA 

showed that since 1998 the unit costs for MM Flats, holding product mix constant, have 

increased 163.5 percent, far more than factor prices or the CPI, and this despite 

considerable evidence that the Postal Service is making technological improvements, 

often referred to as strategic initiatives, and mailers are improving mail preparation.  

Under these conditions, we believe it is reasonable to say that little in the way of 

confidence can be had in these costs. 

 If the rates of MM Flats were to be increased, the volume of MM Flats would 

decrease beyond the trends that exist.  Relative to the overall volume of flats, these 

additional declines would be relatively small.  Accordingly, the costs needed to evaluate 

these declines should be volume-variable costs that are suitable for relatively small 

volume changes.  Attributable costs, to the extent different, are not relevant.  And they 

would have to be costs that would actually change.  Questions exist about whether the 

costs available are suitable, and these questions go beyond the rapid-increase 

questions raised above.  First, the Postal Service has presented considerable empirical 

                                            

20 See ACMA ACR 2016 Comments; ACMA ACR 2017 Comments.  Note that the 
increases have occurred for Periodicals as well as MM Mail.  Note also that the mail processing 
costs of Carrier Route and High Density are much lower than for MM Flats, so that increased 
delivery costs have been relatively more important to them. 
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evidence that the costs might not be as variable with volume as assumed in current 

costing.  Second, ACMA has raised questions about the reasonableness of the city-

carrier street costs.21  Third, the Commission has agreed that the CRA-derived costs 

are probably “overinclusive” and thus do not represent actual effects.22  And fourth, the 

mail processing costs alone for 5-digit automation flats, which make up 67.6 percent of 

Commercial, automation, non-FSS flats, is 16.4 cents more than the mail processing 

costs for Carrier Route.23  Approximately, this should be the cost of one sort on an 

AFSM.24  It is difficult to believe that 16.4 cents, plus other associated costs, would be 

saved if a 5-digit automation piece left the system. 

F. The Commission proposal for MM Flats and Parcels does not give 
sufficient weight to the importance of pricing flexibility for the Postal 
Service.  The pricing of these products should be left to the operator. 

While the Postal Service sets the rates for market-dominant products under the 

PAEA, the Commission has a significant role in assuring compliance with applicable 

law.  Thus, it is the Commission that ensures that the price cap is correctly computed 

and applied.  See section 3622(d).  It is the Commission that approves or otherwise 

                                            

21 ACMA ACR 2017 Comments at 12-15. 

22 PRC Op. MC95-1 (Jan. 26, 1996) at para. 4220. 

23 Docket No ACR2017, USPS Folders 11 and 18. 

24 To provide some perspective on the magnitude of a cost of 16.4 cents, it may be 
noted that the total cost of a Presorted First-Class letter is 12.0 cents and the average total cost 
of all MM mail is only 13.9 cents.  These costs include acceptance, processing, transportation 
(by air in the case of First-Class), and delivery.  The point is that a functioning postal system can 
do a lot for 16.4 cents. 
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 In the instant proposal to impose an extra 2% per year surcharge on MM Flats 

and Parcels, the Commission ventures into an area best left to the discretion of the 

Postal Service. 

III. DESPITE OUR INHERENT INTEREST IN THE PERFORMANCE OF THE 
POSTAL SERVICE, SIGNIFICANT DIFFICULTIES ARE ASSOCIATED WITH 
THE COMMISSION’S “PERFORMANCE INCENTIVE MECHANISM.”  UNTIL 
THESE ARE RESOLVED, THE MECHANISM SHOULD NOT BE INCLUDED AS 
A COMPONENT IN A NEW REGULATORY SYSTEM. 

As part of its proposal, the Commission has included a Performance Incentive 

Mechanism.  Potentially, if a specified outcome is achieved, this mechanism allows one 

extra percentage point of rate authority.  This is added onto any other elements of rate 

authority available.28   

Specifically, the performance incentive comes in two parts:  (a) an extra 0.25 

percentage points of authority would be made available to a mail class if no elements of 

the service standard for that class are decreased during a Fiscal Year and (b) an extra 

0.75 percentage points of authority would be made available to each mail class if a 

specified increase of 0.606 percent is achieved in a Fiscal Year in the 5-year running 

average of percentage increases in the TFP measure, as made available each year by 

                                            

28 Note that this add-on to authority is additive, not compounded.  For example, suppose 
authority of 4.05 percent were available (maybe 2.05 percent from the CPI and 2 percent 
special authority).  If an extra 1 percent were achieved from the performance mechanism, the 
rate authority would be 5.05 percent.  It is not the case that the rates resulting from the 4.05 
percent would be multiplied by 1.01.  We support this way of arranging authority.  However, we 
would also note that the 5.05 percent would compound on the rates of the previous year, thus 
boosting rates upward more than might be thought. 
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the Postal Service.  In the case of the latter, 5 annual TFP percentage increases for 5 

years ending in the current year of 0.4 percent, 0.7 percent, 0.9 percent, 0.2 percent, 

and 0.8 percent would yield a 5-year average increase of 0.6 percent. 

We deal with these two parts separately, in the following two sections. 

A.  The service incentive of 0.25 percentage points Is achieved by a decision 
on standards, unrelated to performance.  It Is not likely to be effective. 

For purposes here, all aspects of service are boiled down and limited to whether 

specified proportions of the mail entered under certain conditions are delivered within a 

specified number of days.  For each condition, the proportion and the number of days is 

published as the “standard.”  Most of the standards are the same nationwide, although 

good reasons could exist for doing something different.  The 0.25 percentage points of 

authority is granted to a class if none of the standards for that class are reduced in a 

Fiscal Year relative to the previous Fiscal Year.  That is, the mechanism focuses on 

whether the standard is changed, not on whether the standard is achieved or on the 

degree to which the standard is achieved. 

The 0.25 percentage points are granted on the basis of a decision not to reduce 

any standards.  The Postal Service can clearly make this decision, making receipt of the 

authority automatic, a freebie.  But it might not be a good idea to give the Postal Service 

an incentive to make this decision, and it might not be as free as it seems. 

Particularly in recent years, with volume declines and pressures to meet a budget 

despite these declines, the Postal Service has needed to make consequential changes 

to its operations, and many people argue that it should have gone further.  One of the 
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things that can be changed is service standards.  If it is precluded from making such 

changes, because it would lose rate authority, it might decide against changes that 

could increase its overall effectiveness.  That is, the Postal Service might decide that 

the price of making an improvement is too high.  This should not be thought of as good.  

As mailers, we want an effective Postal Service; a constraint on changing standards, 

even on reducing them, could impede that.  

Another perspective on the problem here can be obtained by asking whether the 

Postal Service has an incentive to increase its service standards.  We would hope that it 

would consider increases, just to have happy customers and more volume, but we 

would not want to preclude consideration of service standard changes that might have 

rate implications.  And conversely, if a reduction in standards were shown to allow a 

significant cost reduction, we might be willing to entertain a reduction.29  Again, the 

mechanism proposed seems pretty one-sided. 

We note as well that this mechanism runs counter to concerns that inherently 

arise when price caps are applied to firms.  Regulators often worry that a firm, under a 

cap, might increase its profits by reducing its service levels.  In response to this 

concern, it is common to reduce the cap authority when service declines.  Though the 

proposed mechanism focuses on the standard instead of the level, it gives an increase 

in authority.  Therefore, it appears to be going in the wrong direction. 

                                            

29 We address here only service standards. These comments take no position on 
delivery frequency. 

Paul - ACMA
Highlight
Another perspective on the problem here can be obtained by asking whether the Postal Service has an incentive to increase its service standards. 

Paul - ACMA
Highlight
Regulators often worry that a firm, under a cap, might increase its profits by reducing its service levels. In response to this concern, it is common to reduce the cap authority when service declines. Though the proposed mechanism focuses on the standard instead of the level, it gives an increase in authority. Therefore, it appears to be going in the wrong direction.




Docket No. RM2017-3   
 
 
 

21 

There is one more problem with the service mechanism, not obvious at first.  If 

an increase in authority of 0.25 percentage points is achieved, it appears the rate base 

could be increased 0.25 percentage points and left there forever.  In other words, a 

mailer must pay higher rates forever for a decision not to reduce standards in one year.  

This is an unbounded return on a decision.  An arrangement of this kind should be 

avoided. 

 For these reasons, the service mechanism should not be implemented.  It 

focuses on the wrong thing, may prevent meritorious changes, and goes in the wrong 

direction.   

B.  The Efficiency Incentive of 0.75 percentage points Is not aligned with 
 the kind of performance that should be expected from the Postal 
 Service and may penalize mailers for its success. 

 The Postal Service should be expected to make changes regularly.  Many of 

these would involve investments that should have an ROI.  Indeed a considerable 

amount of depreciation should be available each year, and reinvestment of this may be 

in order.  If changes are well thought out and managed, and if investments meet the 

same test, reductions in cost (and sometimes increases in volume) should be expected.  

The depreciation on any investments could be used to repay the principal or reinvested.  

All this should lead to lower costs and increased profit.  At the same time, in a rough 

sort of way, the overall productivity as measured by the TFP should increase.   

But if the Postal Service performs in this way, as we believe it should, it would 

receive, at the beginning of a calendar year following the ACD of the year analyzed, for 
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use in a rate change initiated sometime that year, probably to be implemented the next 

year, a 0.75 percentage point increase in its rate authority.  The question that arises is:  

why is rate authority needed two years or so after the investments are made, the 

operations are tightened, and the profits are realized?  And a similar question is:  why 

should mailers be penalized with higher rates in response to Postal Service success in 

managing its operations?  If such success is evidence that the price cap is working, why 

should the cap then be relaxed?   The relationships are backwards. 

And even if all this made sense, it is doubtful that the TFP measure is up to the 

task of representing any progress that occurs.  The Public Representative and Laurits 

Christensen (sponsored by the Postal Service) are on record in this case raising 

concerns about the TFP measure and explaining its long-term character.  The 

Commission reviews the concerns in Order No. 4258 at 59-60.   

Any doubt about the TFP’s long term character was erased when the figure for 

FY 2017 was submitted to the Commission in response to CHIR No. 2, Question 4, 

January 17, 2018.  The report shows that the TFP declined 0.561 percent in 2017.  This 

provides a 5-year average increase of 0.307 percent, substantially below the 0.606 

percent figure the Commission saw when it released its order.  And since the TFP 

declined 0.2 percent in 2016 and increased only 0.1 percent in 2015 and 0.3 percent in 

2014, all three of which will be elements in the 5-year average for 2018, it appears that 

it could be six years before the measure is anywhere near the 0.606 percent the 

Commission proposes as a threshold. 
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These outcomes suggest that five years for an average may be way too short to 

be meaningful.  In its Annual Report for FY 2017, the Postal Service notes the reduction 

in 2017 and refers to the increase since 2009 (at 26).  If the Commission’s average 

were taken over a period this long, it would set up a long-term dynamic that has little 

relation to operating efficiency and the price cap. 

It may also be noted that the permanent-rate-base feature, noted above for the 

service mechanism, applies also to the efficiency mechanism.  If the TFP-linked 

efficiency mechanism had been in effect for FY 2017, and additional authority had been 

achieved, additional authority would be available on January 1, 2019, to be used for a 

rate increase to be effective in January 2020, assuming the present schedule.  Then 

mailers would be paying from 2020 onward forever for an indication of efficiency during 

five years ending in 2017, which should have increased profit.  In short, the efficiency 

mechanism is nowhere near ready for implementation. 

IV. THE COMMISSION SHOULD EXPLAIN HOW IT WOULD ADDRESS THE 
IMPACT OF FUTURE CHANGES IN THE LAWS GOVERNING THE POSTAL 
SERVICE THAT COULD OCCUR SHOULD CONGRESS ENACT POSTAL 
LEGISLATION BEING CONSIDERED IN THE U.S. SENATE AND U.S. HOUSE 
OF REPRESENTATIVES. 

Looming over this proceeding is the possibility that Congress may enact 

legislation that alters Postal Service finances in important ways.  Congress has been 

considering changes for several years.  In the current Congress, the House of 

Representatives Committee on Oversight and Government Reform ordered reported a 

bill on March 16, 2017 (H.R. 756).  According to the Congressional Budget Office 
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(“CBO”) “enacting H.R. 756 would reduce net USPS spending by $6.2 billion over the 

2018-2027 period.”30  According to CBO the bill would:  

 Permit the Postal Service to raise rates on certain mail categories 
(direct spending savings of $8.6 billion); 

 Authorize the Postal Service to phase out delivery of mail directly to 
business customers’ doors (direct spending savings of $2.0 billion); 

 Establish a new health benefits program for Postal Service 
employees, annuitants, and their dependents (net direct spending 
costs of $4.5 billion and discretionary savings of $1.9 billion); and 

 Require the use of demographic data specific to Postal Service 
employees for the calculation of certain retirement benefits, (net 
direct spending costs of $0.1 billion, and discretionary costs of $1.5 
billion).31 

While the fate of this legislation is uncertain, we urge the Commission to inform 

parties to this proceeding whether and how it would take notice of any legislation and 

how it would reconcile the effects of that legislation with the actions the Commission 

may take in this or future dockets.  

  

                                            

30 Congressional Budget Office Cost Estimate, H.R. 756, Postal Service Reform Act of 
2017, June 1, 2017, at 3. 

31 Id. at 1. 
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CONCLUSION 

 AMCA and PSA support the Commission’s proposal to retain principal aspects 

of the existing price cap system, albeit at current levels, and strongly oppose the 

proposed Marketing Mail Surcharges.  The difficulties with the Commission’s 

Performance Incentive Mechanism are far too great for it to be implemented, and we 

 do not see an easy way to fix it.  Finally, the Commission should address now how it 

will accommodate changes in existing law should they occur. 

 

 Respectfully submitted, 

 
 

Hamilton Davison  
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The undersigned associations and individual signers1 have come together as the

American Mail Alliance (“AMA”) for the sole and limited purpose of showing unanimity in

asking the Postal Regulatory Commission (Commission) to reconsider its proposed

solution for the U.S. Postal Service’s financial challenges.

AMA’s members collectively represent the great majority of mail volume – and

revenue – in the Market Dominant segment of the mail stream, and their suppliers. The

undersigned AMA members – associations, corporations, non-profit organizations, and

other postal stakeholders – are united in the belief that, contrary to restoring financial

stability to the Postal Service, the Commission’s proposal will drive a great deal more

volume and revenue out of the system, imperiling businesses, jobs, and the Service

itself. Business mailers, a very broad segment of which are in the combined

membership of our associations, largely fund the provision of universal postal service in

the United States and are heavily invested in the future of the Postal Service. Many of

us will be submitting our own comments or alternative proposals. But we all strongly

oppose the Commission proposal to solve the complex problems of the Postal Service

with the single solution of rate increases much higher than inflation.

The Commission’s proposal will not solve the Postal Service’s financial

“problems” and will, we believe, cause lasting damage to the Postal Service and to the

$1.4 trillion mailing industry – and the 7.5 million jobs it supports – which depend on the

Postal Service for communications, correspondence, fundraising, and commerce.

Although we represent business interests and nonprofit organizations, through our

frequent interactions with them, we can also speak to the interests of America’s citizens

and consumers who have come to rely on the Postal Service; the one “utility” and

service that binds the nation together and is still “free” to every residential and business

recipient. This valued service, which for many is their one regular contact with the

federal government, could be jeopardized by the drastic increases in postal rates that

will result from the Commission proposal.

1 Additional parties who have requested to be identified as supporting these comments
are listed in Attachment A.
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I. THE POSTAL SERVICE’S POOR FINANCES ARE NOT ‘DUE TO’

DEFICIENCIES IN THE RATE-MAKING SYSTEM.

In its orders, the Commission largely agrees that the current rate-setting system

is achieving the objectives and factors of the Postal Accountability and Enhancement

Act (PAEA). The Commission’s chief concern appears to be that Postal Service

finances are poor and that the Postal Service has not been able to achieve medium-

and long-term financial stability. We submit, however, that these shortcomings are not

“due to” any deficiency in the rate-setting system. They are due primarily to the

Congressional retiree health prefunding mandate that was set up for Congressional

Budget Office (CBO) “scoring” purposes and, while the Postal Service was flush, to “pay

for” the full liability for retiree health care from postage. While this “pay for” enabled

passage of a bill that gave the Postal Service some new flexibilities and opportunities to

manage its own business and prices, it saddled USPS with an unprecedentedly

massive prefunding obligation that has been a drag on the system, and has dramatically

weakened the Postal Service’s balance sheet since PAEA was enacted.

Having begun the PAEA era with a financial handicap, the Service’s situation

was immediately worsened when expectations of continuing growth in postal volumes

proved wrong; diversion of First-Class Mail to electronic alternatives accelerated with

the introduction of the iPhone and the advent of social media. Then, the Postal Service

and mailing industry were both damaged by the Great Recession. Moreover, rather

than pursue a strategic default, the Postal Service used its limited borrowing power to

make unsustainable prefunding payments until it exhausted its $15 billion borrowing

authority.

Over 90 percent of Postal Service losses in the last decade are “due to” this

misguided prefunding. Evidence submitted in Phase I of this rulemaking proceeding

shows that the Postal Service is better funded for retiree benefits than any other federal,

state, or private sector entity. In total, more than $340 billion are already set aside in

the U.S. Treasury for that purpose. Further, data before this Commission show that

USPS obligations are overestimated while its assets are undervalued. The other

shortcomings the Commission finds in its rate review – not maintaining high quality
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service standards and not increasing price efficiency – could be ameliorated without

burdening mailers with prices that are significantly higher than the rate of inflation for the

next five years.

We submit that the Commission should focus on consequences that are “due to”

the rate-setting process, rather than the consequences of actions of Congress. If the

Commission were to appropriately narrow its focus in this way, it would agree that the

current system should continue with the rate cap in place. There is no need for the

Commission to take action now. Additional rate authority should not be given unless, or

until, the Postal Service’s actual business of delivering the mail requires Commission

intervention. The Commission has the right to review the rate-setting process at any

time in the future. Now is not the time to devastate the entire mailing industry with

higher costs “due to” the financial pressures overwhelmingly created by the prefunding

requirement.

II. THE COMMISSION PROPOSAL PUTS TOO MUCH WEIGHT ON A SINGLE

OBJECTIVE.

As noted above, the Commission largely finds the PAEA system has provided a

vastly improved ratemaking environment. Mailers agree. No one wants to see cost of

service rate-making return. For most stakeholders in the industry, predictability, rate

stability, and transparency have been achieved. The current system has met mailer

needs and funded ongoing USPS operations.

But when it comes to the future of ratemaking, among all of the relevant

Objectives and Factors, the Commission appears to unduly focus on Objective 5, the

Postal Service’s financial stability, at the expense of other objectives. Objective 5 not

only has been treated as first among equals, it has virtually overshadowed the balance

of the objectives set out as equals by Congress in PAEA. The notion that “someone”

should pay whatever is needed to help the Postal Service achieve medium-term

stability, and even build up retained earnings as some sort of entitlement, puts Postal

Service finances before all other Factors and Objectives of the rulemaking.
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This was not the intent of Congress in PAEA. Had it been, Congress would have

written it that way. “Adequate revenues” would have stood first and foremost or would

have been singled out in the law as some “prime directive.” But it was not written that

way. Notably, the first stated objective is to maximize incentives to reduce costs and

increase efficiency. Indeed, in its Order and Determination, the Commission stated that

the CPI cap is an indispensable tool to provide incentives for Postal Service

management to control costs. Adding yearly surcharges totaling 3 to 5 percentage

points above CPI to achieve Objective 5 is inconsistent with the other Objectives and

requirements of the law. It defies logical explanation, to those who must foot the bill of

this great network, that all other Objectives are subordinated to improve mid- to long-

term financial performance.

There is no assurance in this proposal that the Postal Service will start meeting

its service standards. For every shortcoming identified in the 10-year lookback, the only

parties required to suffer any consequences, through vastly higher rates, are the

mailers. The proposed rulemaking puts one Objective above them all. This is not what

the law requires. Although the Postal Service has repeatedly failed to follow

suggestions made by the Commission in the past, and the Commission is attempting to

compel the Postal Service to set prices that are more efficient or related to costs in the

future, the proposal from the Commission does not compel or incentivize the Postal

Service to reduce costs. It only, to be blunt, throws money at the problem. This is not a

formula for medium-, and certainly long-term, stabilization.

There is no reason within the current scheme of postal ratemaking that the Postal

Service cannot be asked, and expected, to achieve improvements in service and more

efficient pricing. The Commission has had that power in its annual compliance review

and rate review proceedings all along. This is not the time to confine the solution to

mailers through punishing and unaffordable price increases for at least 5 more years.

III. TWO WRONGS DON’T MAKE A RIGHT.

The Commission ruling in the 10-year rate review, and its resulting rulemaking,

largely stem from the Commission’s acceptance of the Postal Service’s $62 billion in

retirement liabilities “as a given” that the Commission must accept and that it alone must
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repair. The red ink and accumulated debt on the Postal Service’s balance sheet have

been baked into the Postal Service’s reported finances by ill-conceived prefunding

mandates in the PAEA. Though many in the industry have tried mightily to enact

legislative fixes to what is clearly a legislative problem, those fixes have proven elusive.

In determining that it must offset these obligations with rate increases, the Commission

compounds the problem and the error of the fundamental assumption in PAEA that

USPS could indefinitely fund such crushing payments.

We respectfully disagree with that determination. This is a Congressional

problem that needs a Congressional solution. The Postal Service has defaulted on this

debt for several years without consequence. The Treasury is not about to foreclose on

the Postal Service. Although the red ink looks bad, it does not have any practical

consequences for the Postal Service in terms of its ability to fulfill its mission. In spite of

a historically low period of inflation over the past 10 years, and the Great Recession, the

Postal Service is still covering its operating expenses.

We agree that this is a problem and it should be fixed. But it is the job of

Congress, not the Commission. Moreover, the proposed fix is flawed. In its zeal to

rescue the Postal Service from red ink, the Commission has applied a simple, single

solution to a complex problem. It requires a more nuanced approach.

By proposing only one solution – much higher postage rates – the Commission

has succumbed to the fallacy that one response can fix a complex problem with multiple

causes. The Commission recognized those multiple causes for the Postal Service’s

financial difficulties that were set out in stark relief in our initial comments. The

Commission evidently was not swayed that these multiple causes require multiple

solutions, and not just a major, deeply counterproductive increase in rates. The

Commission in this crisis has failed to invoke the full scope of its authority to shape

Postal Service behavior on costs through price incentives and disincentives. With

respect, we believe the Commission short-changes the Postal Service and the

customers for whom it is a check and balance if higher rates are its only focus to

address deficiencies in postal finances and service.
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permanent reductions in mail volumes.

The Commission proposal essentially announces to the world that the Postal

Service will be charging much higher prices for at least the next 5 years and, for some

products, will be charging prices that are double or triple the rate of inflation. It is like

hanging a neon sign on every mail truck that reads: “Same service – new higher prices!”

For those of us who survived the exigency increase, we can assure you that our

customers did not simply “pay more.” Many of us struggled to stay in the mail by

demanding efficiencies and price commitments from our other supply chain providers

that have helped to offset increases in postage rates. We value the Postal Service and

want to keep it healthy and able to continue to reach every home and business in the

country. We genuinely fear that this proposal could prove a cure that is worse than the

disease, and quite possibly fatal to the system’s self-sustaining business model.

V. CONCERN FOR UNINTENDED CONSEQUENCES

We feel compelled to also respond directly to the extra 2 percent annually

proposed for “underwater” products. Not all of the undersigned stakeholders agree, or

have one voice, when it comes to the challenge of underwater products. We all agree

that every Postal Service product, including those under water, should “pay its fair

share.” To varying degrees, we have significant reservations about whether the Postal

Service has made wise operating choices in handling certain types of mail, including

“underwater products.” But, the plain truth is that for those products, an extra 2 percent

per year on top of the huge base rate change proposed for all Market Dominant

products, compounded, will be devastating.

And that devastation will directly and severely impact all mail. Among those

mailers producing underwater products are charitable organizations, local newspapers,

catalogs, and magazines. Along with checks, credit cards, statements of accounts,

various insurance documents, and other vital communications, the fundraising, news,

features and opinions, and advertising products give consumers strong reason to go to

the mailbox – forming the “Mail Moment” when consumers interact with the mail and

often generate more business or contributions, not to mention more mail volume. In a
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declining business, such as the Postal Service’s market dominant mail sector, the last

thing that should be done is to dampen an incentive for consumer interaction with the

mail. Nonetheless, the rates proposed by the Commission overall, punctuated by the

“kicker” to underwater products, not just dampen, but outright wash away, that incentive.

The Commission proposal does little or nothing to challenge the Postal Service to

take lasting steps to streamline costs. Instead, by simply mandating much higher

prices, it removes the pivotal incentive to cut costs. The industry believes that it is

hardly a coincidence that the Postal Service achieved larger cost savings when

constrained by a rate cap. In addition, these higher prices will deter the Postal Service

and mailers from exploring products or prices that could help the Postal Service gain

market volumes and improve its competitive position.

For the many businesses and associations below that work to bring customers to

the mail, the Commission has made our job that much harder. For those that would like

to “break up” the postal monopoly, five years of above-market price increases may be a

rallying cry to end the mail box monopoly and open the mail box to competition. That

would create turmoil and more uncertainty in a wobbling and declining industry by

sparking a major divide between those who would wish to maintain and those who

would wish to abolish that monopoly. Certainly, this proposal would stimulate demand,

and create economies of scale, for alternative delivery services. With so many on

Capitol Hill and at Beltway think-tanks willing to consider various privatization scenarios,

this proposal provides fuel for those seeking to alter the status quo, with unforeseen

consequences for universal service, prices, and the overall future of the system.

VI. CONCLUSION

Thanks to an irresponsibly aggressive prefunding schedule, the Postal Service’s

balance sheet is colored in red. The Postal Service faces intensifying pressure from

substitutes for its core market dominant products and declining demand as shown by

disappointing letter and flat volumes. On the other hand, it continues to generate around

$70 billion in annual revenues and has an unmatched delivery network.
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We are at a critical juncture. The outcome of this proceeding may help turn the

Postal Service around and preserve a viable postal system for decades. Alternatively,

by trying to solve a complex tangle of issues with a lone tool, the Commission may be

inadvertently hastening the demise of the Postal Service. The risks are too great. We

recognize that the Commission’s powers are limited, but those limits should not lead the

Commission to overplay its hand.

The Postal Service is a unique institution, which makes comparisons with other

businesses tricky. But this is not the first time a venerable enterprise with a long history

has confronted a crisis. The history of U.S. commerce is brightened by companies that

have achieved remarkable turnarounds. Corporations such as Apple, Chrysler, Disney,

HP, IBM, and others have faced near disaster. The key to a successful turnaround or

reinvention often depends on a particular set of circumstances, but there is one thing

you will not find. There is no precedent for an organization in any industry that

succeeded through exorbitant price increases in the face of weak demand.

AMA members want the Postal Service to succeed. In many ways we have

supported the Postal Service’s efforts to adapt to its changing environment. However,

we all gravely feel that the Commission’s proposal is a poor choice and, if it takes effect,

the Postal Service’s future may look more like Woolworths or Eastern Airlines or

Blockbuster or Radio Shack.

Respectfully submitted,

Stephen M. Kearney

Executive Director

ALLIANCE OF NONPROFIT MAILERS

1211 Connecticut Avenue, Suite 610

Washington DC 20036

(202) 462-5132

steve@nonprofitmailers.org
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Attachment A

The parties below have requested that they be identified as supporting the Comments
of the American Mail Alliance:

Action Unlimited
Ad Pages Savings Magazines
All Island Media
Arandell Corp.
BGE, Ltd.
Eastern Marketing Services
Engel Printing & Publishing Co. Inc
Everything Marketing, LLC
Exchange Media Group
Freedom Graphics
Genesee Valley Publications
Harte Hanks
Hartford Courant Media Group
Hersam Acorn Network/ Newspapers
Herald Community Newspapers
Mailbox Merchants
Main Street, Inc.
MSPark
National Mail It, LLC
PrimeTime Guide
Publishers Clearing House
Richner Communications Inc.
Richner Printing & Mailing
Signature Graphics, Inc.
Smart Market, LLC
Sun Community News and Printing
Target Marketing
Target Direct/ Upper Valley Press
Town Money Saver
Trumbull Printing, LLC
Western News & Info, Inc.
Wilen Direct
Yankee Pennysaver
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 Pursuant to Order No. 4258,1 the American Catalog Mailers Association and  

the Parcel Shippers Association respectfully submit these comments in reply to the 

initial comments of Valpak Direct Marketing Systems, Inc. and the Valpak Franchise 

Association, Inc.2 (Valpak). 

 

                                            

1 Notice of Proposed Rulemaking for the System of Regulating Rates and Classes for 
Market Dominant Products, December 1, 2017 (Order No. 4258). 

2 Valpak Direct Marketing Systems, Inc. and the Valpak Franchise Association, Inc. 
Initial Comments on the Notice of Proposed Rulemaking for the System for Regulating Rates 
and Classes for Market Dominant Products, March 1, 2018, (Valpak Comments).   
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I.  INTRODUCTION. 

Our initial comments opposed the surcharge on Marketing Mail Flats (“Flats”) and 

explained why one is not required, may harm rather than help the financial position of 

the Postal Service, and unnecessarily intrudes on management’s pricing flexibility.3  

Valpak expresses support for the surcharge and argues that it should be higher.4  

Valpak’s arguments fail, by suggesting that individual products are required to be 

profitable, by failing to show that Flats as defined is a category that warrants the 

attention it is being given, and by focusing narrowly on Flats cost coverage to the 

exclusion of all else.  It makes no showing that the pricing it advocates would be 

expected to improve Postal Service finances or that the existing pricing threatens the 

Service’s financial integrity.  It characterizes as “not inconsiderable” the pricing flexibility 

of the Postal Service that the “PAEA was designed to give,” and then supports 

transferring flexibility from the Postal Service to the Commission.5   

Valpak sees “subsidies flowing” and cites itself as saying that, but for unprofitable 

  

                                            

3 See Comments of the American Catalog Mailers Association and the Parcel Shippers 
Association, March 1, 2018 at 4-18 (ACMA PSA Comments). 

4 Valpak Comments at 4, 8. 

5 Valpak Comments at 2 (“On the other hand, PAEA was designed to give    a 
measure of pricing flexibility to the Postal Service — greater in the area of competitive 
products, but not inconsiderable with respect to market dominant products — while 
diminishing the pricing responsibility of the Commission, except to correct illegal pricing.”). 
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products, the exigency case would not “have been necessary.”6  Saying that is not just 

an exaggeration, it is wrong.  At best it reveals erroneous thinking.  Whatever the 

direction of the effect, adjusting a rate under a cap will not have a meaningfully large 

influence on net income.  By analyzing contributions, our initial comments showed the 

mechanics of estimating this effect.  ACMA PSA Comments at 11-14. 

Categories are designated as products on sundry bases.7  In matters relating to 

the cost coverages reported for them, the “totality of circumstances presented” must be 

considered.8  ACMA has outlined multitudinous circumstances, and Valpak has 

neglected them. 

II.  THERE IS NO REQUIREMENT THAT EACH INDIVIDUAL PRODUCT MUST 
COVER ITS ATTRIBUTABLE COSTS. 

 
Valpak appears to be of the view that statutory Factor 2, 39 U.S.C. 3622(c)(2), 

requires that each individual product must cover its attributable costs, inferring that the 

                                            

6 Valpak Comments at 13, citing Valpak initial comments in Docket No. ACR2013, 
January 31, 2014.  Valpak’s perspective on subsidies in the private sector may not be well 
developed.  At 13 Valpak says that “private sector businesses do not penalize their best 
customers … to subsidize [unprofitable customers].”  We agree that they might not penalize 
(Valpak’s term for increasing prices) them for this reason, but they very well might penalize 
them in order to increase their profits.  In fact, private sector firms that do not search continually 
for profit opportunities are not likely to survive long. 

7 See Docket No. RM2009-3, Order No. 536, September 14, 2010 at 22 (“The definition 
of the term ‘product’ in section 102(6) is so general (‘a postal service with a distinct cost or 
market characteristic’) that almost any category of mail nominated would qualify.”). 

8 See Order No. 1427 at 4. 
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service is not excessive to the mailer … [and] concludes that the system has maintained 

just rates.”  Order No, 4257 at 117-18 (emphasis added).13  Further on, in a section 

analyzing “Product-Level Contribution,” “the Commission determine[d] that the rates [for 

non-compensatory] products were not reasonable because they threatened the financial 

integrity of the Postal Service.”  Order No. 4257 at 233, 235 (emphasis added).14   

Therefore, it is a matter of considerable importance whether the rates for Flats 

are “threaten[ing] the financial integrity of the Postal Service.”  This question is of central 

importance to Factor 8 (“just and reasonable schedule”) and Factor 5 (“to assure 

adequate revenue”).  And Factor 4 (“pricing flexibility” for the Postal Service) is also at 

issue.  See 39 U.S.C. 3622(b)(4), (5) and (8). 

Valpak, citing various Commissions findings, takes the position that the rates for 

underwater products are bad per se, and therefore unreasonable.  Valpak Comments at 

4, 14, 16.  However, in a proceeding focused, as this one is, on financial integrity, 

indeed on financial difficulties that are quantified in billions of dollars, it is inherent that 

the badness of the rates of non-compensatory products, however bad they might 

appear to a casual observer, hinges on whether, in this case, the rates for Flats are 

really a non-de minimis cause of those financial difficulties.  As explained in our initial 

comments, we believe that, properly viewed, they are not.  Flats is reasonably priced, 

                                            

13 Order on the Findings and Determination of the 39 U.S.C. § 3622 Review (Order  
No. 4257). 
 

14 See also Order No. 4257 at 228 (“Commission also analyzes whether rates have been 
reasonable (i.e., whether they have threatened the financial integrity of the Postal Service)”). 
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and its prices have not threatened, and are not jeopardizing, the financial integrity of the 

Postal Service.  We also believe that if the Commission substitutes its judgement on this 

matter for that of the Postal Service, it will likely find that the remedy proposed for Flats 

will itself threaten the financial integrity of the Postal Service.  

On another point, Valpak laments that the cost coverage of its mail is high and wonders 

why it is declining.  Valpak Comments at 14-17, 19.  It states that its markup is “137.5 percent” 

higher than Flats.  Id. at 17.  It means percentage points higher.  But this is misleading even if 

corrected, because the two percentages have different bases.  It is well understood that highly 

workshared mail tends, basically by construction, to have high coverages.  Valpak does not 

mention this.  It shows in its Table III that the base cost for its mail is 7.3 cents but does not 

mention that the base cost for Flats is a whopping, and well-nigh unbelievable, 52.0 cents.  

Neither does it mention that the rate it pays is only 15.8 cents per piece, though, with DPS 

processing, its mail is likely processed in the same way as several other categories with higher 

rates.  Id. at 16.   

In Docket No. ACR2010, the Commission reviewed Flats and the non-

compensatory question, and found that, under section 101(d), the associated rates were 

not “established … on a fair and equitable basis.”  39 U.S.C.101(d)).  On appeal, the 

D.C. Circuit Court viewed that section as providing “failsafe protection” that could be 

“invoke[d] …, “at least in extreme circumstances,” and remanded the case for 

clarification of what those circumstances might be.15  On remand, the Commission dug 

                                            

15 United States Postal Service v. Postal Regulatory Commission, 676 F.3d 1105 at 1106 
(D.C. Cir. 2012) (USPS v. PRC). 
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more deeply into the below-cost matter and explained generally that considerations 

must recognize the “totality of circumstances presented.”16  Valpak does the opposite by 

focusing only on cost coverage.  Flats as a category is more limited now than in 2010, 

and many circumstances have changed.  As recently as its initial comments in Docket 

No. ACR2017, ACMA has discussed a range of circumstances that are relevant, and 

Valpak has neglected them. 

A first step in considering with greater perspective is to recognize that Flats is a 

declining category whose makeup in 2017 is notably different from that in 2010.  

Nonprofit volume, which receives much lower rates than Commercial, is now 30.1 

percent of Commercial volume, up from 23.0 percent.17  This alone explains a 

significant drop in cost coverage.  Flats volume is down 29.9%.  Flats is now 6.3 percent 

of the Marketing Mail class, down from 8.5 percent.  If one looks at Quarter 1 of 2018, 

Flats is down 41.0 percent from Quarter 1 of 2010, and is only 5.5 percent of the 

Marketing Mail class.  The situation is quite different. 

  

                                            

16 Docket No. ACR2010-R, Order No. 1427, at 4 (August 9, 2012). 

17 The effects of changes in Nonprofit volume can be significant.  Here is an example  
involving a period shorter than 2010 to 2017.  For 2017 relative to 2016, for Flats and Carrier 
Route combined, Nonprofit volume increased 2.66 percent and Commercial volume decreased 
6.73 percent.  In its 2017 ACD, at 58, the Commission focuses on this combination and notes 
that the “combined unit revenue decreased 3.1 percent and [the] combined unit cost increased 
1.5 percent.”  If Nonprofit volume had not grown relative to Commercial, both the decrease in 
unit revenue and the increase in unit cost would have been notably smaller, changing the 
comparison in meaningful degree.  
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A more reasonable category for rate review is the Flats/CR combo.18  It relates 

in a more meaningful way to markets and to many of the decisions mailers make.  

Excluding the Nonprofit categories, the cost coverage of it is about 100 percent, not 

impressively high but certainly not an “extreme circumstance.”  In the words of section 

101(d), again, the question becomes whether the rates within the combo are “fair and 

equitable.”  If they are, as we think, then Valpak’s concern distils to an argument that 

the Nonprofit rates are too low and that the Commission should play watchdog for 

categories within. 

Contrary to what Valpak infers, it is not uncommon, however, or necessarily bad, 

for categories within other categories to be below cost.  Within First-Class Mail, for 

example, considerable portions of the mail to and from Guam, Hawaii, Alaska, the 

Alaskan bush, the Grand Canyon, and some expanses of Wyoming are likely below 

cost.  Also, “free” services exist, such as plant load, management of the address 

system, forwarding, mail hold, collection of postage due, returns as undeliverable, and 

ZIP Code lookup.  As a residual category that is declining, Flats should be accorded 

similar consideration.  Some flexibility for the Postal Service is warranted. 

                                            

18 This somewhat arbitrary grouping represents some but not all catalog mail use.  
Other, even higher contribution, categories might be included to ascertain the segment’s 
“desirability” from a financial perspective.  We believe that reviewing customer segment 
profitability is a more useful measure of the financial impact of various mailers than  
subjectively selecting one or another “products” they use.  
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ACMA and PSA, as well as the Postal Service, have explained other 

circumstances that inform perspective on the Flats question, all of which Valpak is  

either unaware of or has failed to acknowledge.  For example:19 

1. For two decades running, the cost increases reported for Flats 
have been inexplicably large, raising serious questions about their 
reliability, whether they are incurred efficiently, whether they are good 
indicators of actual cost responses to volume changes, and whether it is 
fair to view them as caused by the mail at issue.  The Commission has 
shared these concerns, as evidenced by its Chapter 6 in the 2015 ACD 
and its recently-initiated Docket No. RM2018-1. 

 
2. Whether it is the case that the rates for Flats are above stand-

alone costs, at least for the major portion of the United States, not just for 
high-volume pockets, and therefore whether it is unfair to the mailers 
involved to lock them into a system and argue for even higher rates.  See 
in particular ACMA Initial Comments, Docket No. ACR2015. 

 
3. Whether it is the case that Flats rates are now high enough that, 

especially if given supplemental increases, the mailers involved will begin, 
if they have not already, dropping addresses in low density, low income, 
rural, and other low volume areas, in small towns but also in some large 
ones, meaning that the addresses there will have added difficulty 
participating in the flow of goods and services the economy is prepared to 
offer and may have universal service but no volume. 

 
4. Whether it is the case that some mailers make mailing decisions 

on weighted averages of Flats and CR rates, so that a supplemental 
increase for Flats will reduce the volume in both categories. 

 
5. Whether it is the case, as mailing models of many catalog 

mailers have shown, that the own-price elasticity of catalogs, and thus in 
considerable degree of Flats, is much higher (in absolute value) than the 
econometric models of the Postal Service have been able to infer, and 
whether the role of cross-elasticities, about which no quantitative 
information is available, is much larger than we know. 

 

                                            

19 See generally ACMA PSA Comments. 
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6. Whether it is the case, as seems suggested by recent costing 
results, that further loss of Flats volume will cause the loss of scale 
economies and result in higher costs for the upstream portion of the Postal 
Service network that remains. 

 
7. The extent to which it is important that multiplier effects are 

associated with catalog volume, including parcels, which is profitable to 
the Postal Service. 

 
8. Whether it would be counterproductive to impose further rate 

increases on Flats.  See USPS Notice of Market-Dominant Price 
Adjustment, Docket No. R2013-1 (Oct. 11, 2012), pp. 20ff. 

 
9. And, particularly pertinent to this case and the Commission’s 

concerns, whether a basis exists for expecting an increase in Postal 
Service net income, particularly on a longer-term basis, from surcharges 
on Flats, partly because it is unwise to use cap space on products in 
autonomous decline.  We addressed this in our initial comments. 

 

A conclusion cannot be avoided that Flats rates do not threaten the financial 

integrity of the Postal Service.  Supplemental rate increases for Flats are unlikely to add 

in meaningful degree, if at all, to the Postal Service’s net income, and thus they would 

not improve the Service’s financial predicament.  The totality of circumstances argues 

against supplemental rate increases for Flats and for flexibility for the Postal Service. 

 Respectfully submitted, 
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SUMMARY

The initial comments in this proceeding confirm several facts.

First, all parties agree that the Commission’s proposal cannot stand.

The proposal is fundamentally arbitrary: as USPS, the Public Representative,

labor, and the mailers all point out, the existing record cannot support a

finding that the proposed above-CPI increases proposed by the Commission

would solve the problems with the current system identified in Order No. 4257.

Even the comments that advocate steeper price increases than proposed in

Order No. 4258 underscore the basic flaws in the Commission’s approach.

Second, while some commenters have suggested alternative approaches

that would balance the Objectives of PAEA better than would the

Commission’s proposal, adoption of any particular proposal at this time—

especially one that would differ radically from the Commission’s—would be

unlawful. The record is insufficiently developed to support alternative

proposals, and the thirty day period for reply comments is insufficient for the

public to analyze adequately every proposal embedded in the nearly 200 initial

comments submitted in this phase of the case. Accordingly, the Commission

has only one option now: withdraw the proposed rules, specifically the

proposals to provide the Postal Service with pricing authority above CPI.

Third, even if the Commission remains convinced that it must adopt

some alternative system, the existing record cannot support the system

proposed in Order No. 4258. Developing a system that improves on the current

system, better meets and balances each of the objectives of PAEA, and complies

with the statutory requirements of PAEA will require further study and a
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collaborative process. Importantly, the Commission must do more work to

understand the likely effect of alternative systems on volume. This analysis

can best be undertaken through off-the-record technical conferences where

mailers can share internal data confidentially with Commission staff.

Fortunately, the Commission has time to conduct this review. The

Commission itself has found that the Postal Service is not in danger of failing

to deliver the mail tomorrow or in the foreseeable future. Order No. 4257

at 159-65.

Fourth, the introduction of S. 2629, the Postal Service Reform Act of

2018, a bipartisan bill introduced on March 22, 2018, is another reason not to

take precipitous action in this docket. The bill represents the kind of balanced

solution that only Congress can enact. The bill, while restoring half of the

exigent surcharge, would also reform the funding of Postal Service retiree

health benefits; formally relieve the Postal Service of the unrealistically

accelerated prefunding requirements; and integrate the Postal Service’s retiree

health benefit system with Medicare. Moreover, the bill, while authorizing the

Commission to impose above-CPI increases on “underwater” products in

certain circumstances, would require that the Commission first “determine

whether any operational decisions of the Postal Service have caused any direct

or indirect costs to be inappropriately attributed to any underwater product”;

“quantify the impact of any such operational decision”; and net out any costs

so inflated or inappropriately attributed before imposing any surcharge on

“underwater” products; among other requirements. S. 2629, §§ 207(c)(2), (3).
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Except for the study of underwater products required by Section 207 of

the bill, the Commission has no power to take any of these steps. The

Commission’s proposal, unlike the above-CPI rate increase included in the bill,

would be a stand-alone fix. It would not be part of a comprehensive package,

carrying at least the promise of treating the underlying causes of the Postal

Service’s difficulties. The Commission’s proposal would simply raise rates,

leaving the Postal Service’s needlessly high costs undisturbed.

In the absence of any short-term crisis, the most prudent course for the

Commission is to proceed in a more deliberate fashion in parallel with

legislative consideration of the Senate bill and its House counterpart. For all

of these reasons, the Commission should withdraw its proposed rules, convene

technical conferences and engage in further study, then propound revised

proposals that better reflect the objectives of PAEA and the market conditions

mailers and the Postal Service face.

We discuss each of these issues in more detail below. We also explain

why adopting the Postal Service’s proposals would effectively and illegally

deregulate the Postal Service, an outcome prohibited by the PAEA and federal

court precedent. Additionally, we comment on several of the proposals offered

by other parties, including the suggestion of National Associations of Letter

Carriers to replace the current CPI-U price cap with one tied to the CPI-

Delivery Services (“CPI-DS”) index. Finally, we encourage the Commission to

move forward with revisions to the rules governing workshare discounts to

require the Postal Service to pass through as nearly as possible 100 percent of
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the costs avoided when the private sector performs presorting, preparation,

and dropship activities.

COMMENTS

I. THE INITIAL COMMENTS CONFIRM THAT THE PROPOSED

ABOVE-CPI RATE INCREASES ARE FUNDAMENTALLY

ARBITRARY.

Despite the commenters’ disparate conceptions of an ideal ratemaking

system, the most striking feature of the initial comments is their near

unanimity that the proposals offered in Order No. 4258 would not comply with

PAEA, are not a reasoned solution to the problems found by the Commission

in Order Nos. 4257, and would not withstand judicial review.

A. The Commission Has Failed to Establish a Logical Nexus

Between Its Proposed Additional Rate Authority and The

Revenue Needs It Has Identified.

The Commission’s proposal cannot withstand appellate review because

there is no principled basis for the additional rate increases that the

Commission would allow the Postal Service to impose on captive mailers. As

the Public Representative correctly notes, there is a “fundamental lack of any

analytical framework that utilizes economic principles to support the

Commission’s determination to modify the price cap with a 2 percent annual

supplemental rate authority.” Public Representative at 15. “[P]rice cap

adjustments should be based upon guiding principles of price caps,” id., and in

general, the PRC must look to established economic theory to justify its

proposals.
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In the present case, the question is moot: Congress prohibited the

Commission from allowing the Postal Service to raise the average rates for any

market-dominant class faster than the annual change in CPI-U. 39 U.S.C.

§ 3622(d); ANM et al. at 9-29; NPPC at 19-41; American Bankers Ass’n at 4-6.

But even if Congress had authorized the Commission to allow the Postal

Service to raise market-dominant rates faster than the CPI, the Commission

would have to exercise this authority in a reasonable manner. The

Commission would, at a minimum, need to make some showing that the

additional rate increase authority would solve the deficiencies that Order Nos.

4257 and 4258 profess to find in the current ratemaking system. In particular,

the Commission would need to show that additional rate increases would

provide the Postal Service with the revenue it claims is necessary to return the

Postal Service to financial stability. But neither the Commission nor the

parties who seek even bigger increases than the Commission proposes have

made such a showing.

As the Public Representative points out, the Commission has made “no

demonstration that the increase of 2 percent per year is more reasonable than

3 percent, or any other number that is likely to increase revenues.” Public

Representative at 18. The Commission has provided “no calculation in either

text or by library reference” to support its claim that five years of 2 percent

above CPI increases are equivalent to a one-time 5.7 percent increase, which

the Commission claims would recover the $2.7 billion in FY 2017 losses when

coupled with 4 additional years of CPI increases. Id. Hence, as the Public

Representative’s witnesses observe, “the ad hoc 2 percent annual price relief is
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mathematically unrelated to the underlying nature of the problem” identified

by the Commission. Id.

The above-CPI rate increases proposed by the Postal Service and its

allies suffer from the same defect. They are also unsupported by any showing

that those increases would cure the revenue shortfalls that the same parties

contend must be bridged for the Postal Service to achieve long-run financial

stability.

This failure of proof is underscored by comparing the Postal Service’s

analysis of Objective 5 with the Postal Service’s analyses of other objectives

and issues. For Objective 3 (high quality of service), the Postal Service

proposes a reasonable four-step approach to determine whether the current

system of regulation adequately furthers the objective. The Postal Service

correctly observes that the Commission’s assessment of the current system and

the proposed surcharge of 0.25 percent was flawed by skipping steps 3 (“is that

because of the ratemaking system’s ‘design’?”) and 4 (“what is the design flaw,

and how should it be fixed?”). See USPS at 27, 31-32. As the Postal Service

explains, “objective 3 requires a determination not only that ‘high quality’

service standards were not ‘maintained,’ but that that failing is due to a flaw

in the design of the system.” Id. at 31. See also ANM et al. at 82-84.

But the Postal Service fails to apply the same analysis to Objective 5

(financial stability). While the USPS more or less correctly identifies some of

the causes of its financial problems,1 it does not answer these same questions—

1 See USPS Comments at 26-27 (identifying these causes as the Universal

Service Obligation, collective bargaining and arbitration processes that limit
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are these issues caused by the design of the ratemaking system, what is the

design flaw, and how can the flaw be fixed? In fact, it declines to even ask

them. The current system did not create the prefunding requirements, cause

the trend of declining volumes, establish the collective bargaining process, or

define the USO. Apart from declining volumes (an overstated concern, as we

have explained), these are all Congressional problems. It is fruitless to attempt

to resolve them by modifying the ratemaking system—the obligations will

remain regardless of the system put in place. Yet this analysis does not factor

into the Postal Service’s assessment of the Commission’s findings regarding

financial stability at all.

Similarly, the Postal Service argues that, because the noncompensatory

character of Inbound Letter Post “cannot be fixed by the regulatory system,

Inbound Letter Post should be excluded from the system.” USPS at 155. Yet

for the retiree prefunding benefit obligations, which are likewise beyond the

control of the regulatory system, the Postal Service argues that they must be

included in the scope of the regulatory system by awarding the Postal Service

additional pricing authority to meet these exogenous costs. USPS at 14-16.

The failure to prove a causal link between the regulatory system and the

Postal Service’s alleged revenue inadequacy is fatal to all of the proposals in

this docket for above-CPI rate increases. Even if (contrary to fact) Section

3626(d)(1) permitted the Commission to approve above-CPI rate increases and

the record showed that the Postal Service genuinely needed more money, “the

labor cost reduction potential, retiree benefit payment obligations, and volume

decline).
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Commission [would] still [need to] provide adequate justification for its choice

of a particular increment” above the cap; a mere “general assertion that [the

Commission] could not find that the [Postal Service] had achieved revenue

adequacy” would be insufficient. Cf. San Antonio, Texas v. United States, 631

F.2d 831, 852 (D.C. Cir. 1980) (quoting Permian Basin Area Rate Cases, 390

U.S. 747, 792 (1968)) (quoted in ANM et al. at 79). A “general allusion to the

need to consider the revenue requirements of the” Postal Service “is so broad

as to be meaningless as a standard—this rationale could be put forth just as

readily in an attempt to justify a 1%, 21%, 45%, or even a 99% additive.” Id.

B. The proponents of above-CPI rate increases ignore the

risk that they will cause a large enough decline in volume

to be self-defeating.

Compounding this irrationality, the Commission and the commenters

who propose to allow above-CPI rate increases have failed to account for the

volume declines the above-CPI increases would cause. ANM et al. detailed

these likely effects in their initial comments, and the initial comments of other

parties confirm these effects. Price increases of the magnitude the Commission

has proposed could be devastating to mail volume, accelerating the pace of

decline and permanently driving mail from the system. If volume leaves at

this rate, there will be no “harmonious cycle.” There will be no recovery of past

losses. There will be no additional revenue available to meet prefunding

requirements. There will instead be exponentially growing losses. Because

the Commission has failed to weigh the negative volume effects of the proposed

above-CPI rate increases against the projected increase in unit revenue,
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adoption of the proposals would be arbitrary and capricious. ANM et al. at 79-

82.

The risk of radically negative volume effects is underscored by the mass

of industry comments from associations, individual marketers, mail service

providers, nonprofits, and magazine publishers. The survey results presented

by EMA perhaps best encapsulate this reaction. This independent survey of

380 large mailers averaging 12.3 million pieces each in 2017 demonstrates that

the higher prices rise above CPI, the more mailers will reduce their volumes.

EMA at P2-P3. Whereas 34% of companies anticipate reducing volumes in

response to a rate increase of CPI alone, indicating that the Postal Service

should already be wary of raising rates above existing levels, this number

would grow to 41% at CPI plus 2 percent and 45% at CPI plus 3 percent. EMA

at P3. It follows that rate increases above this level, such as those urged by

the Postal Service and APWU, would cause even more mailers to reduce their

volumes.

Idealliance also surveyed its members to assess the likely effect of the

Commission’s proposals. Idealliance at 1. Idealliance found that its members

and their clients projected volume decreases of 7.4 percent, over 2 billion

pieces, in reaction to the Commission’s proposals. Id. It further found that, in

addition to reducing frequency of delivery and targeting mailings more

narrowly, 37 percent of member clients would begin exploring the use of

alternative delivery and 7 percent would leave the mail completely. Id. at 2.

Again, the even larger price increases proposed by other parties would likely

cause even more mailers to consider leaving the mail completely.
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The American Catalog Mailers Association (“ACMA”) reports even more

extreme results. AMCA reports that 90 percent of the respondents to a catalog

industry survey would decrease their volumes through selective targeting if

the Commission’s proposals are enacted. ACMA at 4. And 80 percent of

respondents indicated they would use more digital marketing as a replacement

for mail, a change that could lead to permanent loss of volume. Id. at 4-5.

Because catalog mailings are a strong driver of highly profitable multiplier

mail,2 this volume loss could be devastating.

IWCO Direct likewise reported significant volume declines from its

customers in 2017 in response to CPI-limited increases. IWCO at 1. IWCO

Direct is rightly concerned that above-CPI increases would drive out even more

volume. Id. at 1-2.

The initial comments of individual companies reinforce these findings.

Meredith Corporation, for instance, conservatively estimates that its

periodicals volume would decline by 32 percent, or 310 million pieces a year,

with further reductions to associated First Class and Marketing Mail.

Meredith Corporation at 2. Moreover, at industry average rates of multiplier

mail, the Postal Service would also lose approximately 180 million pieces of

presorted First-Class and Marketing Mail. ANM et al. Phase 1 comments

(March 2017), Cohen Decl. at 8, Exhibit 1.

2 MC2005-3 Op. & Rec. Decis., Rate and Service Changes to Implement Baseline

Negotiated Service Agreement with Bookspan (May 10, 2006) at 3, 6, 9, 43, 45,

50-53, 80.
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ESPN the Magazine states that it would simply stop producing a print

version of its magazine if rate increases at the level allowed by the

Commission’s proposal were implemented. ESPN the Magazine at 2. If so, the

Postal Service would lose not only the efficiently prepared Periodicals volume

serving ESPN’s 2 million paid subscribers, but also its associated renewal

notices, Business Reply cards, and First Class invoices, among other multiplier

mail. Id. at 1.

Bottom Line Inc. states that each yearly rate increase of 5% for letters

and 7% for Flats would decrease its direct mail volume by 10-14%, with further

reductions in multiplier mail. Bottom Line Inc. at 1-2.

Credit One Bank predicts its mail volume, despite growing 7% over the

past year, would decrease by 37% over the next five years if the PRC’s proposal

is implemented. Credit One Bank at 1.

The Commission may believe that mailers are overstating the effect of

these price increases. But the Commission, unlike EMA, Idealliance, ACMA

or IWCO Direct, has performed no analysis whatsoever of the effect on volume

of CPI+2, 3, 5, or any other increase, and therefore has no data suggesting the

opposite.3 Nor is it in a better position than the mailers themselves to predict

3 The Commission’s failure to analyze the volume effects of the rate surcharges

proposed in Order No. 4258 stands in stark contrast with the heavy burden of

proof regarding elasticity effects that the Commission imposes on the

proponents of market-dominant NSAs—and the penalties and loss of discounts

that mailers face if they do not reach the projected volume targets. See Order

No. 2410 in Docket No. MC2015-3, Market Dominant Prices—First-Class Mail

& Standard Mail—Discover Financial Services (Mar. 24, 2015); DFS

Comments at 4.



- 12 -

what effect price increases will have on mail volume. Mailers plan their

campaigns based on return on investment, and are best positioned to know

how postage increases will impact that return and, consequently, mail volume.

In any event, even if the specific magnitude of these volume effects is

unknown, the Commission’s proposal is arbitrary because it does not account

for the impacts of volume reduction and diversion at all. Even the Postal

Service and the Public Representative agree that the Commission has failed to

account for volume declines in evaluating the impact of the proposed rates.

E.g., USPS at 52-55; Public Representative at 20-22. The Public Representa-

tive concludes that “due to both continuing volume decline and elasticity

impacts, the proposed supplemental rate authority would bring approximately

10 percent less in additional revenues than the Commission anticipates by its

proposals.” Public Representative at 25; id. at 26 (recognizing that when “price

increases are substantial . . . Market Dominant Mail classes and products

might become more elastic”); id. at 26 n. 25 (stating that “’[t]he constant

elasticity assumption is unsupported when used for volume levels

substantially outside the range of actual experience’” (quoting Order No. 3506

at 8)). While these parties suggest the volume effect can be offset by still larger

increases, these parties overlook the possibility that the opposite may be true:

larger rate increases may have still larger volume effects, and no rate

surcharge of any size can close the revenue gap that these parties claim.

The Postal Service tries to finesse this problem by disclaiming any

intention to raise prices to a level that drives enough mail from the system to

become counterproductive. USPS at 45, 79. But the Postal Service’s barrage
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of attacks on the Commission’s proposals as inadequate implies that the Postal

Service would implement rate increases exceeding CPI+5. Id. at 48-131. The

Postal Service cannot have it both ways. Either the Postal Service is bluffing

when it claims that the rate increases contemplated by Order No. 4258 are

inadequate, or the Postal Service intends to raise its rates as much as the

Commission allows.4 Either way, the Postal Service has provided no more

documentation for its underlying elasticity assumptions than has the

Commission. It has not identified a level of price increase that it believes would

be counterproductive. And, as discussed further below, the Postal Service has

identified no principles that would bound its discretion to raise prices. Its

4 The comments of the postal labor organizations are in the same vein. On the

one hand, the unions contend that the above-CPI surcharges proposed by the

Commission are grossly inadequate. See, e.g., APWU at 13 (arguing for a

revenue increase of $4.8 billion, not $2.7 billion); NALC at 3-4, 9 (asserting

that the two percent surcharge proposed by the Commission reflects a “grave

underestimate of the depth of USPS’s medium-term financial instability”);

NPMHU at 3-4 (arguing that the $2.7 billion target for additional revenue is

grossly insufficient because the “average net loss over the past eleven fiscal

years has been $5.9 billion”). Yet the unions simultaneously insist that,

“because of market constraints and competitive forces that apply to all USPS

products, the grant of additional pricing flexibility will not lead to unnecessary

or unwarranted price increases.” NPMHA at 3. “Mailers have alternatives

(electronic or otherwise) for nearly every market dominant product. That

reality would likely have constrained USPS price increases.” NALC at 24.

“Permitting the Postal Service rate authority is not the same as the Postal

Service using that authority. The Commission should rely on the Postal Service

to settle on a rate increase that makes the most sense with regard to economic

conditions, demand, and service. The Postal Service will not pursue suicidal

rate increases.” APWU at 12. In short, the Postal Service desperately needs

massive rate increases, but can be trusted not to impose them even if

permitted. To mailers, assurances of this kind bring to mind a line from the

Lewis Carroll poem The Walrus and the Carpenter: “Now if you're ready,

Oysters dear, we can begin to feed.”
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justification for removing the price cap limitation on its rate authority relies

entirely on market constraints that have not been shown to exist.

The Postal Service did provide, under seal, an Appendix purporting to

show volume impacts at CPI+2. But it has failed to disclose sufficient

underlying data to enable any party to test and verify this claim or model the

effects of other price increases on volume under the Postal Service’s

assumptions. See Appendix B, infra. Still less has the Postal Service provided

any credible analysis of the volume effects of its alternative request to gain

unlimited pricing flexibility.5

The Public Representative has at least tried to predict the volume effects

of the CPI+2 proposal by extrapolating from existing elasticity estimates.

Public Representative at 22-28. But as ANM et al. and NPPC discussed in

their initial comments, predictions drawn from these elasticity estimates are

unreliable because the Commission is proposing to allow rate increases that

exceed CPI to an extent far greater than has ever occurred since the enactment

of PAEA. All available elasticity estimates have been developed during a

period of essentially no real (i.e., inflation-adjusted) price changes. These

estimates cannot be reliably applied to increases of the magnitude the PRC has

proposed, which are far outside the range of this experience. ANM et al. at 79-

5 This omission is particularly troubling in light of the Postal Service’s repeated

failure to anticipate the pace of its decline in market-dominant mail volume in

recent years. See, e.g., USPS FY2017 Annual Report to Congress at 22 (“Our

FY2017 total revenue of $697.7 billion was $1.0 billion less than planned,

largely due to higher-than-expected First-Class Mail diversion and an

unexpected drop in Marketing Mail.”).
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82; NPPC at 63-65; Public Representative at 26. Additionally, there is

evidence from individual mailers in the docket suggesting that these elasticity

estimates are not universally applicable and may understate volume impacts

in certain situations. For instance, Bottom Line Inc. states that it has studied

its reaction to price changes at various points in time and consistently found

elasticities of 1.5 to 2—a factor up to four times the price sensitivity predicted

by the Postal Service’s model. Bottom Line Inc. at 1.

The response of mail volume to the temporary exigent surcharge

implemented in 2013 is also an unreliable guide. The exigent rate increase

was definite in both amount and duration—and much smaller than the

cumulative increases proposed in Order No. 4258. Mailers knew that the

exigent surcharge would be rolled back once the specified contribution target

was achieved, and further rate increases would be limited to changes in the

CPI. Most mailers (albeit with much effort) managed to reduce other input

costs to offset postage increases enough to stay in the mail, knowing that the

surcharge would be removed and the status quo restored in time. See, e.g.,

American Mail Alliance at 7-8. By contrast, the rate increases proposed in the

present case would be baked permanently into the rate base, and the

Commission has left open the possibility of even greater rate increases in the

future. This potential presents a very different decision tree to mailers.

And in any event, the exigent increase did affect the industry. PCH, for

instance, was forced to cut promotional volumes by 10%. PCH at 1. Total

nonprofit Standard Mail declined by about 4.5 percent. These volume losses

occurred even though mail service providers cut costs throughout the supply
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chain to limit the overall cost increase borne by mailers to much less than the

4.3 percent increase in postage. See Quad/Graphics at 1-2 (explaining how

decreases in manufacturing costs as a total percentage of postal spending have

at least partially offset increases in postage since 2006); IWCO Direct at 2.

The current record makes clear, however, that the Commission’s

proposals (and the alternative proposals of the Public Representative, the

USPS, and APWU) would cause volume to decline. Existing elasticities,

common sense, and the comments from industry suggest the rate increases will

accelerate volume declines over the current trend. Hence, even if (contrary to

fact) PAEA allowed the Commission to implement a system of ratemaking that

allowed the Postal Service to increase rates above the annual change in CPI-

U, the Commission could not adopt such a system without examining the

effects of any additional allowed rate increases on mail volume. The

Commission also would need to perform the same analysis of changes to the

pricing authority available to the Postal Service that comply with PAEA, such

as requiring above-CPI increases on certain products while maintaining class-

level authority at CPI-U. Otherwise, the Commission could not predict

whether its proposals will be successful or self-defeating, and could not reach

a reasoned determination regarding the appropriate level of pricing authority

to provide the Postal Service.

For all these reasons, if the Commission still contemplates changing the

formula for calculating the rate authority available to the Postal Service in any

manner, a prudent first step would be to hold off-the-record technical

conferences where the Commission can receive confidential information
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regarding price elasticities and the likely reaction of mailers to specific levels

of price changes. Doing so will provide the Commission with information

necessary to evaluate the likely volume impacts of any rules it ultimately

promulgates. As ANM et al. suggested in their Initial Comments, such

information is better developed, at least initially, through informal discussions

and off-the-record proceedings than in a public, high-stakes, litigious

rulemaking proceeding that allows for only two rounds of comments.

II. THE ABOVE-CPI RATE INCREASES PROPOSED IN THIS

DOCKET ARE UNJUSTIFIED BY THE POSTAL SERVICE’S

REVENUE NEEDS (OBJECTIVE 5).

The initial comments of the undersigned parties showed that the

analysis of Objective 5 (revenue adequacy) in Order No. 4258 is flawed in two

respects. First, the Commission has improperly elevated Objective 5 over all

other statutory objectives: Section 3622(b) requires that Objective 5 be

considered in tandem with the other objectives. ANM et al. at 29-34.

Second, the Postal Service’s revenue needs could not justify the rate

surcharges proposed in Order No. 4258 even if (contrary to fact) revenue

adequacy were the sole or paramount statutory objective. ANM et al. at 71-

82. As discussed in the previous section, the Commission has failed to provide

a reasoned basis for the specific amounts of additional pricing authority it

proposes to grant the Postal Service—even assuming (contrary to fact) that the

Postal Service actually needs to impose above-CPI rate increases on market-

dominant products. ANM et al., the Public Representative, and the Postal

Service and its allies all agree on this point. But contrary to the claims of the

Public Representative, the Postal Service, APWU and NALC, the record
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demonstrates that the CPI-based price cap allows the Postal Service to attain

and maintain revenue adequacy under efficient management.

A. The Postal Service has achieved short-run financial

stability.

As the Commission found in Order No. 4257, the Postal Service has

achieved short-term financial stability. ANM et al. at 71 (citing Order No. 4257

at 4 & 162). Arguments to the contrary from the Public Representative and

the Postal Service are unavailing.

The Public Representative argues that the Commission’s analysis on

this point is flawed because “Objective 5 is not limited to consideration of

‘positive adjusted operating profit’ or to the ability ‘to operate continuously

without interruption.’” Public Representative at 11. Noting that the

Commission’s measure of short-run financial stability “is more akin to the

Postal Service’s annual calculation of ‘controllable (loss) income,’” the Public

Representative further states that “[t]he Postal Service has candidly admitted

that controllable costs is a ‘non-GAAP measure.’” Id. Further, it points to the

Commission’s determination in Order No. 4257 that end-of-year cash reserves

“have accrued because of the Postal Service’s limiting of its capital investment

and its nonpayment of statutory employee benefit payment obligations.” Id.

at 12. The Public Representative argues that because “private enterprises”

that default on their obligations or defer investments “that are critical to their

near-term continued operation” cannot be considered financially stable, the

Postal Service cannot be considered financially stable, even in the near term.

Id. These claims are without merit.
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The Public Representative’s comparison of the Postal Service’s financial

condition to that of a private enterprise is instructive. The obligations on

which the Postal Service has “defaulted” are not obligations that any private

enterprise would undertake. Unlike a private enterprise, the Postal Service is

required to prefund its obligations to future retirees. And its retiree benefit

funds, unlike those of many private (and governmental) enterprises, are

actually well funded. See ANM et al. at 75-77; ANM et al. Phase 1 comments

(March 2017) at 40-44; NPPC at 57-58. The Postal Service’s “default” on its

nominal prefunding obligations to the Treasury does not impair in any way the

Postal Service’s ability to actually meet underlying obligations to current or

future retirees. Moreover, the Federal Government has informally forgiven

the accelerated prefunding obligations. The Postal Service has “not incurred

any penalties or negative financial consequences as a result of not making the

PSRHBF prefunding payments”; does not “anticipate any legal consequences,

under current law, from its inability to make the required payments”; and

“expects” that “additional legislation will be enacted to address the short-term

funding requirements” of the Postal Service and “address regulatory

restrictions that have not allowed the Postal Service to adjust its operations to

levels commensurate with its current revenue base.” USPS Form 10-K for

FY 2017 at 5 & 43.6 One might ask whether the failure to make these

payments represents a “default” at all.

6 As discussed in the conclusion to these comments, Congress recently began

considering legislation that would make this forgiveness explicit.
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As for capital investments, there is no evidence that the Postal Service

has a backlog of capital investment projects that have been foregone for lack of

funding. We discuss this issue in more depth in section III.B, below. For now,

it is enough to note the complete absence of any evidence on the record that

the Postal Service has deferred investments “that are critical to [its] near-term

continued operation.” Public Representative at 12. The Postal Service

continues to operate, pay its vendors, meet its obligations to retirees, and meet

its short-term capital investment needs. The Postal Service is generating a

large and growing supply of cash on hand that can be used to make even more

capital investments. Moreover, as NPPC notes, the Postal Service has many

real estate assets that it could monetize to raise more capital without

endangering continuing operation even if (contrary to all current projections)

the overall demand for postal services were to decline significantly. NPPC

at 55-57; ANM et al. Phase 1 comments (March 2017) at 35-36, 44-46. The

Postal Service is, in short, financially stable in the near term.

The Postal Service’s assessment of its short-term financial condition is

predictably hyperbolic, and compounds its exaggerated portrayal of its

financial woes by overstating the “requirements” of Objective 5. In the end, its

arguments confirm that, apart from any nominal obligation to prefund retiree

benefits, the Postal Service is financially viable. Because there is no reason to

believe the Postal Service will be forced to make good in the near term on the

unrealistically accelerated prefunding obligations specified in the PAEA (but

effectively released by Congress and the executive branch in recent years), the
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Commission was correct to conclude the current system of ratemaking has

allowed the Postal Service to achieve financial stability in the short term.

The Postal Service’s remaining attacks on the Commission’s findings of

short-term financial stability are equally wide of the mark. The Postal Service

attempts to brush off the importance of its proven ability to achieve positive

“controllable income” on the theory that neither this measure nor the

Commission’s “net income without non-operating expenses” metric “present a

comprehensive measure of financial stability that can justify binding legal

determinations as to the achievement of objective 5.” USPS at 14; id. at 13

(“‘Short-term stability’ has no place in determining achievement of objec-

tive 5”). This is an attack on a straw man. The Commission did not offer its

analysis of the Postal Service’s short-term financial stability to “present a

comprehensive measure of financial stability,” but also examined the Postal

Service’s medium- and long-term financial stability in evaluating Objective 5.

Nor did the Commission treat “controllable income . . . as a leading player in

the objective 5 determination”; if the Commission had done so, it would have

found that the current system is meeting Objective 5.

The Postal Service nevertheless insists that the concept of short-term

financial stability should play no role in the Commission’s analysis because

“objective 5 clearly inheres an expectation that the Postal Service must cover

its costs.” USPS at 14. “Otherwise, it could not generate retained earnings,

and that statutory phrase would be surplusage.” USPS at 14. This reasoning

is inscrutable. Regardless of what costs the Postal Service must cover to

remain profitable, the fact that the Postal Service might not generate retained
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earnings does not render the statutory language surplusage. As NPPC

explains, “Congress included the term ‘retained earnings’ in the PAEA to make

clear that the ‘breakeven’ requirement in the former law was no more.” NPPC

at 51. PAEA did not guarantee the Postal Service retained earnings. It simply

permitted them. As ANM et al. explained in their initial comments, this

change was made not to ensure that the Postal Service would cover its costs,

but to incentivize it to reduce them. ANM et al. at 43.

Given this purpose, the Commission was perfectly justified in

considering the Postal Service’s “controllable income” as an element of

financial stability. If the purpose of allowing retained earnings is to encourage

the Postal Service to reduce costs, then it is reasonable to examine whether the

Postal Service was able to reduce those costs under its control. Such an

examination necessarily requires excluding those costs outside of the Postal

Service’s control, such as the prefunding obligations.

In the end, though, this discussion simply highlights that Objective 5 is

not a foundational or supreme requirement of PAEA. Rather, it is just one of

several objectives, and the regulatory system must be designed to achieve all

of them. And whatever the meaning of “financial stability” under Objective 5,

the Commission cannot design a system that would allow the Postal Service to

recover more of its costs than the market will allow. The Postal Service is

saddled with obligations that a private sector business would not be, including

retiree benefit prefunding requirements. These obligations will necessarily

limit the Postal Service’s profitability. There is a limit to how much even an

unregulated monopoly can charge for its services.
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The Postal Service, however, does not limit its attack to the standard

the Commission has applied to its analysis of Objective 5. Instead, it attempts

to manufacture an immediate financial crisis that simply does not exist. First,

it argues that the Commission’s finding of short-term financial stability

erroneously relies on the existence of liquidity when that liquidity would not

exist had the Postal Service paid all of its legally mandated prefunding

obligations. USPS at 15. It claims that had it made these payments, it “would

not have the very cash that the Commission views as supplying ‘short-term

stability.’” USPS at 16. But the premise of this claim is counterfactual. The

fact is that the Postal Service did not make these payments. It is also a fact

that the Postal Service has strong cash reserves. The Postal Service calls its

“defaulted” prefunding obligations “past-due but thus-far uncalled debts to the

U.S. Treasury.” Id. But the Postal Service knows that there is essentially no

risk that these debts will be “called.” The Congress and the U.S. Treasury are

not going to put the Postal Service out of business. The very idea is absurd—

even if Treasury did call these debts, someone would deliver the mail.7 See

ACMA at 2-3.

7 For similar reasons, the Postal Service’s concern that it has “only 39” days of

theoretical liquidity should be dismissed. Cf. USPS at 17. As ANM et al. noted

last year, this level of liquidity is a significant improvement over just a few

years ago, indicating the Postal Service has the ability to improve its financial

position under the current ratemaking system. ANM et al. Phase 1 comments

(March 2017) at 35. Moreover, as the USPS OIG has noted, the Postal Service

could generate massive additional liquidity if necessary by tapping into the

value of its real estate. Id. at 35-36 (citing OIG analysis). Third, and in any

event, the number of days of cash on hand has limited relevance for an

enterprise like the Postal Service, which will never be turned off completely
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The Postal Service further claims that if it continues to miss its

prefunding payments, “the pension and RHB funds’ assets will be

progressively drawn down until they are completely exhausted.” Id. at 16 n.32.

As ANM et al. related in their initial comments, these funds are in no danger

of becoming “completely exhausted.” Even without the prefunding payments,

they are funded much more fully than most private sector funds and are

capable of paying benefits for future retirees who have yet to be born. ANM et

al. Phase 1 comments (March 2017) at 38-44 & Nadol Decl. The adequacy of

the funding of the Postal Service’s retiree obligations is not a short-run issue.

B. The longer-run loss projections of the proponents of

above-CPI rate increases are unsupported.

The claims of the Postal Service, its allies, and the Public Representative

concerning the Postal Service’s medium- and long-run financial prospects are

also flawed. These commenters (1) ignore the increasing contribution of

competitive products; (2) ignore the expected benefits of total factor

productivity growth; (3) ignore the ability of the USPS to cover “exogenous

costs” in FY 2017 if the USPS had not let its productivity growth collapse after

the implementation of the exigent surcharges; and (4) overstate the effect of

delivery point growth on costs.

The Postal Service and the Public Representative argue that market-

dominant rates should be allowed to increase faster than the CPI for two main

reasons: (1) to make up for the existing “baseline loss”; and (2) to offset the

unless a policy decision is made by the federal government to shut down the

enterprise. Id. at 36-38.
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headwinds resulting primarily from projected declines in the volume of market

dominant mail and the projected growth in the number of delivery points.

Neither claim withstands scrutiny.

1. No “baseline loss” adjustment is warranted.

The Postal Service and the Public Representative argue that the above

CPI-surcharges proposed in Order No. 4258 are too small to enable the Postal

Service to achieve revenue adequacy because its “baseline” losses are larger

than the $2.7 billion figure calculated by the Commission. Specifically, the

Postal Service contends that:

(1) The net loss reported by the Postal Service in FY 2017, the basis for

the $2.7 billion loss figure used by the Commission, is

unrepresentative because the losses reported by the Postal Service

were reduced by a non-cash adjustment of $2.2 billion in workers’

compensation liability arising from “an increase in the discount rate

and changes in actuarial assumptions.” USPS at 58. This

adjustment, while consistent with generally accepted accounting

principles (“GAAP”), “does not impact the Postal Service’s cash

position” or “represent income earned in the normal course of

business.” Id. at 58-59.

(2) Instead of a one-year “snapshot,” the Commission should base its

projections of the Postal Service’s “baseline loss” on the Postal

Service’s performance during FY2013 through FY2017, “the most

recent five-year period.” Id. at 61. But the Commission should
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adjust the five-year figure by backing out the contribution from the

exigent surcharge that took effect in FY 2014 and the effect of

revising in FY 2013 and FY 2016 the estimated value of the postage

in the hands of the public (“PIHOP”). Id. at 61-63.

(3) The net effect of these adjustments is to produce an average annual

loss during FY 2013 through FY 2017 of $6.0 billion, not $2.7 billion.

Id. at 63-64. Recovering this larger amount would require an

across-the-board above-CPI surcharge of four percent per year,

twice the amount proposed by the Commission in Order No. 4258.

Id. at 63 and App. B.

The Public Representative argues that the Commission’s baseline loss

assumptions are inadequate for similar reasons. Public Representative at 17-

28.

These arguments fail on several grounds.

(1) The Postal Service’s losses in FY 2017 were due entirely to the

collapse of Postal Service productivity growth since Fiscal Year 2014, when the

exigency surcharge took effect. ANM et al. at 48-50.8 As we noted in our initial

comments, if productivity had risen by just one percent annually from FY 2014

to FY 2017 (as it previously had), the $2.7 billion loss experienced in FY 2017

would have been a small surplus.

8 Furthermore, after adjusting for changes in mail mix, the unit attributable

costs of market dominant mail in FY 2017 were actually higher in inflation-

adjusted dollars than in FY 2008. Appendix A to these reply comments

provides supporting details.
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Figure 1

Source: ANM et al.-LR-RM2017-3-5.xlsx, “Figures 1 & 3”.

Offsetting the losses incurred by the Postal Service in Fiscal Year 2017

with above-CPI rate increases thus would violate Objectives 1, 2 and 8 even if

39 U.S.C. § 3622(d)(1) did not make the CPI cap binding. ANM et al. at 34-71.

The poor productivity performance beginning in FY 2014 cannot be

excused on the theory that total factor productivity growth is difficult when

volume is declining. Cf. USPS at 23. The dismal productivity performance

beginning in FY 2014 occurred when volume was relatively stable. ANM et al.

at 48-50. Rather, the sudden drop in productivity growth corresponded to the

implementation of the exigent rate surcharge in FY 2014. The table below

illustrates this point vividly by comparing the rates of volume decline and TFP

growth in the years before and after the implementation of the exigency

surcharge:

$72

$69

FY 2017 Costs (As Reported) If Productivity Growth Had Been 1% Over Last 4
Years

FY 2017
Revenue
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Table 1

Annual Volume
Decline

Annual TFP
Growth

FY 2007 – FY 2013 -4.2% 0.91%

FY 2014 – FY 2017 -1.4% -0.08%

Source: ANM et al.-LR-RM2017-3-5.xlsx, “Tables 1 & 2”

(2) The Commission’s refusal to inflate the $2.7 billion loss figure

reported by the Postal Service for FY 2017 by reversing the $2.2 billion

adjustment for the Postal Service’s reduction in workers compensation

liabilities was entirely appropriate. As the Postal Service concedes, this

adjustment, which resulted mainly from increases in discount rates that

decreased the net present value of the Postal Service’s workers compensation

liabilities, was required by generally accepted accounting principles (“GAAP”).

USPS at 58; see also USPS Form 10-K for FY 2017 (Nov. 14, 2017) at 17.

The Postal Service objects that the adjustment should be disregarded as

“myopic,” despite its adherence to GAAP, because the adjustment “does not

reflect actual charges or expenses paid in” FY 2017. USPS at 58-59. This

objection is incoherent. The same is true of the far larger prepayment amounts

nominally due under the unrealistically accelerated PAEA prefunding

schedule—amounts that the Postal Service has insisted must be treated as

actual losses even though they were not paid in FY 2017 (and several previous

years) and reflect cash outflows to retirees that the Postal Service will not be

required to pay for decades to come.9

9 The Postal Service’s position on the controlling authority of GAAP depends

on whose ox is gored. For valuing the Postal Service’s real estate holdings, the
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In any event, the $2.2 billion amount represents about two years of the

annual growth in contribution from competitive products that the Postal

Service ignores in its loss calculations in this proceeding. ANM et al. at 71-

78.10

(4) The five-year average loss calculated by the Postal Service also

provides an inappropriate baseline for calculating future revenue needs. The

annual contribution from competitive products today is several billion dollars

higher than the average contribution during the five-year period, and almost

certainly will be still higher in each succeeding year in the future. Id. at 71-

75. Moreover, the five-year loss calculation offered by the Postal Service, and

the similar calculation by the Public Representative, assume that the Postal

Service will make retiree health benefit prefunding payments much larger

than dictated by the current actuarial funding approach. ANM et al. at 75-77;

Postal Service insists that “statutory accounting requirements” require the

Commission to use depreciated original cost, the measure normally used under

GAAP. USPS at 8-9 n.5. The Postal Service studiously ignores the distinction

noted by the undersigned parties in their Phase 1 comments: GAAP valuation,

while the correct approach in most ratemaking contexts and in financial

reporting to shareholders, is not an appropriate measure of the financial

stability of an enterprise when the question is its ability to pay its debts if the

enterprise should fail and its assets are liquidated. In that specific context,

precedent makes clear that the relevant valuation is current market value, not

depreciated book cost. ANM et al. Phase 1 comments (March 2017) at 45 (citing

authorities).

10 The $2.2 billion adjustment for FY 2017 was also partially offset by an

actuarial adjustment of approximately $500 million in the same Fiscal Year

that cut the other way. USPS Form 10-K for FY 2017 at 17 (row of table

labeled “Change in normal cost of retiree health benefits due to actuarial

assumptions”). The Postal Service ignores this adjustment.
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USPS at 5-6; Public Representative at 46-68. But the payment due from the

Postal Service to the Treasury Department to prefund retiree health benefits

in Fiscal Year 2017 was much lower than in previous years, and will remain

lower throughout the five-year period of the proposed surcharges. See USPS

Form 10-K for FY 2017 at 32; USPS FY 2018 Integrated Financial Plan

(Nov. 22, 2017) at 3 (last full paragraph). Correcting for these two factors

produces a net loss figure that is smaller than the $2.7 billion FY 2017 net loss,

even without backing out the Postal Service’s needlessly high costs.

(5) Likewise, because the FY 2017 net loss figure already includes

amortization payments for retirement benefits, the Public Representative errs

in claiming that the cap should be adjusted upward to explicitly include

prefunding costs ($4.1 billion) as “the starting point for considering

adjustments to the price cap.” Cf. Public Representative at 44; USPS Form 10-

K for FY 2017 at 5, 27, 28 n.2, 31,

(6) The absurdity of the alternative test period proposed by the

Postal Service is underscored by its results. The adjusted average loss over

the five year period, $6.0 billion per year, by the Postal Service’s own admission

“exceeds the adjusted loss that the Postal Service experienced in FY2017 or its

projected net loss for FY2018.” USPS at 63. And increasing the basic across-

the-board surcharge from CPI+2 to CP+4 would yield cumulative five-year rate

increases of as much as 54 percent for underwater products and 40 percent for

all other products (assuming annual inflation of two percent).
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2. The financial “headwinds” projected by the USPS

and the Public Representative are far smaller than

the financial tailwinds that the same parties ignore.

The Postal Service and Public Representative further argue that above-

CPI rate increases are also warranted by financial “headwinds” that the Postal

Service supposedly will face in the near future. In particular, these parties

argue that (1) further declines in market-dominant mail volume are likely; (2)

this will deprive the Postal Service of economies of density; (3) the mail mix is

shifting away from higher-contribution mail (like First-Class Mail); and (4) the

number of delivery points is increasing. USPS at 71-72. These trends, the

Postal Service and the Public Representative argue, should be offset by an

annual additive to the CPI cap. Id. at 71-74; Public Representative at 55.

We agree that these trends would reduce the Postal Service’s earnings,

all other things being equal. However, this financial drag is more than offset

by countervailing favorable trends—tailwinds, to use the same metaphor—

that the Postal Service and the Public Representative have ignored in their

analyses.

Market dominant volume declines and delivery point growth reduce the

Postal Service’s net contribution by about $500 million each year (about $400

million per year from the decline in market-dominant volume, and about $75

million per year from the increasing number of delivery points). ANM et al.

Phase 1 comments (March 2017) at 27-30. But the tailwinds from the ongoing

growth in contribution from competitive products (about $1 billion per year)

and the growth in total factor productivity that the Postal Service has shown

it can achieve when given proper incentives (about one percent or $700 million
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per year) are more than three times the magnitude of the headwinds. ANM et

al. at 48-50, 71-75, 77-78.

The net positive effect of the offsetting trends is large enough to fill the

entire revenue shortfall estimated by the Commission.

Figure 2

Source: ANM et al.-LR-RM2017-3-5.xlsx, “Figure 2”.11

Moreover, this analysis assumes away many other steps the Postal

Service could take to improve its financial position. Many of these do not

require action by Congress or the Commission. ANM et al. at 77; ANM et al.

Phase 1 comments (March 2017) at 47-63.

11 The Commission’s Annual Compliance Determination Report for FY2017,

issued on March 29, 2018, uses a different methodology for estimating the

attributable costs of competitive products than in the past (the incremental

costs of competitive products taken together, rather than the sum of the

incremental costs of each competitive product individually). Id. at 8-10. The

revised methodology produces slightly different estimates of the contribution

from competitive products than did the earlier methodology. Id. at 92. The

difference in methodology is immaterial to the trends in competitive product

contribution that we have highlighted.
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Further, USPS et al. arbitrarily assume that Postal Service productivity

growth will remain at its recent low level even if the Commission resumes

enforcing the CPI cap. Indeed, the Postal Service seems hard pressed to

identify any cost-cutting or productivity-enhancing measures it could take to

improve its financial condition. See pp. 44-47, infra. As discussed further

below, this exclusive focus on additional revenue is erroneous. PAEA was

designed to force the Postal Service to identify and exploit opportunities to cut

costs by limiting its ability to solve problems by raising prices.

3. The Postal Service’s own financial projections

confirm that it would earn a healthy profit by taking

advantage of readily available revenue sources and

available cost savings.

Appendix A to the Postal Service’s initial comments consists of two

charts, both filed under seal, illustrating the losses and negative liquidity that

the Postal Service supposedly would suffer under the existing regulatory

system and even under the alternative system proposed in Order No. 4258.

The charts provide a substantial part of the Postal Service’s case for being

allowed to impose above-CPI rate increases on captive mailers. USPS at 7-8,

54-55, 63-64, 66 n. 170, 68 n. 173, 70 n. 175. The documentation of the charts

is too deficient to allow them to receive any weight as evidence of the Postal

Service’s alleged financial shortfalls. Even taken at face value, however, the

charts confirm that the Postal Service does not need above-CPI rate increase

authority.
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(A)

The data, assumptions and calculations underlying the charts are

largely a black box. The Postal Service’s original filing on March 1 included no

workpapers for the charts at all. See USPS at 54-55 (listing some variables

supposedly modeled in Appendix A without revealing their values or the

formulas in which they were used). On March 8, 2018, three of the

undersigned parties moved for issuance of an information request for the

workpapers.12

On March 18, the Postal Service responded by filing under seal a

purported description of the “data and the quantitative assumptions

underlying the net-loss figures reflected in Appendix A.”13 The Postal Service

asserts that the documents “will be more than adequate to assist ANM et al.

in preparing reply comments.”14

In fact, they are not. The supposed “workpapers” provided by the Postal

Service in response to the mailers’ March 8 motion for full documentation of

Appendix A are stonewalling. As detailed in nonpublic Appendix B to these

reply comments, many of the most critical data, assumptions and calculations

underlying the loss and liquidity projections in USPS Appendix A remain

unverified and unverifiable. The black box is still largely a black box.

12 Motion of ANM et al. for Issuance of Information Request (Mar. 8, 2018).

13 Response of the USPS to Motion of ANM et al. for Issuance of Information

Request (March 15, 2018); Notice of the USPS of Filing Non-Public Materials

(March 16, 2018).

14 Notice of the USPS of Filing Non-Public Materials (March 16, 2018) at 1.
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The Postal Service, undoubtedly aware that encouraging the

Commission to rely on Appendix A without providing adequate workpapers for

it was a mistake, has backpedaled from its original claims about the probative

value of the appendix. The Postal Service now maintains that its purpose for

offering Appendix A was “limited”; the appendix merely “illustrates the general

magnitude to which the Commission’s proposed alteration of the system is

deficient based on the assumptions” of that model; and the Postal Service “did

not propose that the Commission design a modified system predicated on the

set of projections in Appendix A” and never intended to have the Commission

“rely on projected volumes or costs for purposes of establishing an appropriate

revenue target or rate design over the next 5 years.” Notice of the USPS of

Filing Non-Public Materials (March 16, 2018) at 1 & 3; accord, USPS Response

to Motion of PostCom et al. for Early Termination of Non-Public Status of Two

Documents Filed Under Seal (March 23, 2018) at 3 (“Appendix A is used only

to ‘illustrate the likely impact of … the shortcomings’ in the Commission’s

proposed system, not as an independent basis for those shortcomings.”).

The Postal Service’s belated15 downgrading of the role of Appendix A to

a mere “illustration” that lacks probative value is an offer that the Commission

should accept. Section 4 of the Administrative Procedure Act, 5 U.S.C. § 553,

15 The original role of Appendix A in the Postal Service’s case was hardly as

modest as the Postal Service now claims. See USPS at 7-8 (stating without

qualification that “Appendix A contains two charts projecting the Postal

Service’s losses and liquidity over five years, assuming the continuation of the

current system or, alternatively, the addition of 2 percent points of

supplemental rate authority”); id. at 54-55, 63-64, 66 n. 170, 68 n. 173, 70 n.

175.
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bars an agency from relying on “technical studies and data” in a notice-and-

comment rulemaking without “reveal[ing]” them “for public evaluation.”

American Radio Relay League, Inc. v. FCC, 524 F.3d 227, 236 (D.C. Cir. 2008)

(citations omitted). “Public notice and comment regarding relied-upon

technical analysis ... “are ‘[t]he safety valves in the use of … sophisticated

methodology.’” Id. (citations omitted). It is “a fairly obvious proposition that

studies upon which an agency relies in promulgating a rule must be made

available during the rulemaking in order to afford interested persons

meaningful notice and an opportunity for comment.” Id. at 237; accord,

California Wilderness Coalition v. U.S. Dept. of Energy, 631 F.3d 1072, 1090-

91 & n. 12 (9th Cir. 2011). “To allow an agency to play hunt the peanut with

technical information, hiding or disguising the information that it employs, is

to condone a practice in which the agency treats what should be a genuine

interchange as mere bureaucratic sport. An agency commits serious procedu-

ral error when it fails to reveal portions of the technical basis for a proposed

rule in time to allow for meaningful commentary.” Connecticut Light and

Power Co. v. NRC, 673 F.2d 525, 530-31 (D.C. Cir. 1982). See also TNS Media

Research, LLC v. TRA Global, Inc., 984 F.Supp.2d 205, 238-39 (S.D.N.Y. 2013)

(dismissing a party’s claim because of the party’s “Dance of the Seven Veils”

tactics in response to the requests of opposing parties for documentation of the

claim).

(B)

As ill-documented as Appendix A is, it nonetheless amounts to a

powerful if inadvertent admission by the Postal Service. The appendix
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confirms the hollowness of the Postal Service’s claimed need for steeper rate

increases on market-dominant mail products. As explained above, a valid

estimate of the Postal Service’s legitimate financial needs must reflect the

Postal Service’s actual projected growth in revenue and reasonable assump-

tions about the productivity growth and cost control that the Postal Service

could reasonably achieve. Modifying a few of the stated assumptions of

Appendix A in this direction, while leaving the other values and assumptions

underlying the appendix unchanged, transforms the Postal Service’s projected

financial results during the period at issue from the losses projected in the

appendix to healthy profits. Because the Postal Service has filed both the

appendix and the “workpapers” ostensibly supporting it as nonpublic

documents, we cannot disclose our analysis or results here. But they are set

forth in nonpublic Appendix B, infra. We urge the Commission to review it.

III. THE SYSTEM OF RATEMAKING MUST BE DESIGNED TO

MAXIMIZE INCENTIVES TO REDUCE COSTS AND INCREASE

EFFICIENCY (OBJECTIVE 1), NOT MAXIMIZE CAPITAL FOR

INVESTMENT.

A. The proposed across-the-board surcharges would

devastate the Postal Service’s incentives for efficiency.

Not only are the above-CPI surcharges unnecessary to resolve “baseline

losses” and establish financial stability, but the potential for extra revenue

from the above-CPI rate increases proposed in Order No. 4258 would

eviscerate the Postal Service’s incentives to control its costs and improve its
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productivity.16 Nothing in the Commission’s proposal would require the Postal

Service to invest any of its additional revenue on productivity improvements.

Far from triggering a “harmonious cycle,” the rate increases would have the

opposite effect. This fact is confirmed by the collapse of the Postal Service’s

productivity growth since the effective date of the exigency surcharge in Fiscal

Year 2014 and the slackening of productivity growth experienced by several

foreign postal operators since the recent relaxation of price cap regulation

abroad. ANM et al. at 34-52.

We are not the only commenters to notice this. The Software &

Information Industry Association notes that “the proposed rate increases

would fail to incentivize cost savings and efficiencies within the Postal Service”

because the Proposed Rules “would create a system where the Postal Service

can increase rates to enable cost coverage . . . regardless of what these cost

were.” SIIA at 8. Quoting Commissioner Hammond, SIIA cautions that “if the

Postal Service’s costs . . . increase unexpectedly, the logic of [Order No. 4258]

would require ever-increasing prices, even if that would drive away mail

volume.” Id. NPPC emphasizes that the CPI+2 authority “is totally unearned”

and “not conditioned on cost improvements, efficiency gains, service

improvement, or anything else.” NPPC at 9. The Public Representative makes

the same point with respect to the additional 0.75 percent of performance-

based rate authority. See Public Representative at 33-34.

16 This section assumes that the proposed rate increases would actually

increase the Postal Service’s net earnings. As discuss above in section I.B, the

proponents of above-CPI rate increases ignore the risk that they would depress

volume enough to be self-defeating.
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As we explained in our initial comments, the Proposed Rules fail even

to acknowledge the weakening of incentives to reduce costs and increase

efficiency that will result from giving the Postal Service unconditional above-

CPI pricing authority. The Postal Service and its allies do not cure this

omission with their initial comments. Instead, like the Commission, the Postal

Service and labor organizations actually propose to weaken those incentives

further through the grant of even greater unconditional pricing flexibility. To

the extent the Postal Service acknowledges that it needs to increase efficiency

or reduce costs at all, it follows the Commission’s lead and focuses solely on its

purported need to increase capital investment in unspecified cost-saving

improvements. This myopic focus on capital investment to the exclusion of any

discussion of the change to incentives represented by the Commission’s

proposal is a critical flaw in those parties’ arguments.

B. The record does not support the Postal Service’s claim

that insufficient investment capital is the main reason for

the Postal Service’s poor productivity and cost control.

Even if they were not inappropriately dismissive of the need for external

incentives, the parties’ proposals to provide the Postal Service with additional

revenue for capital expenditures are unsupported. The premise of these

proposals—that declines in productivity and failure to reduce costs have

resulted solely from a lack of capital investment—is without foundation. ANM

et al. at 41-52; cf. USPS at 24, 1, 9-10, 24-25. Indeed, the Postal Service fails

to identify any investment capable of materially reducing the Postal Service’s

costs that has been canceled or delayed by a lack of funds. The only delayed

capital investment that has been identified on the record relates to upgrading
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the Postal Service’s vehicle fleet. Order No. 4257 at 220; ANM et al. at 45-46

& n. 21. As we have noted, the Postal Service has plenty of money for new

vehicles. OIG Report No. DR-MA-14-005, Delivery Vehicle Fleet Replacement

6-7 (June 10, 2014).

Moreover, the insufficient-investment-capital theory ignores the decline

in the Postal Service’s volume and workload in recent years:

Table 2

Annual % Change in
Volume

FY 1997 – FY 2007 1.1%

FY 2007 – FY 2017 -3.4%

Source: ANM et al.-LR-RM2017-3-5.xlsx,
“Tables 1 & 2”

It would make no sense for USPS to invest as much (or as high of a percent of

revenue) in a declining volume environment as the USPS invested in a growing

volume environment.

The Public Representative recognizes that since “[v]olume has fallen by

almost one-third since FY 2006 . . . . some reduction in assets is appropriate.”

Public Representative at 31. As the Public Representative recognizes, the

appropriate level of net assets is determined by the operational needs of the

Postal Service, and as volumes decline, capital requirements will change. Id.

Neither the Commission nor the Postal Service has shown “that net asset

holding should . . . be returned to FY 2006 levels or that 5 years or any other

period of time is appropriate to reach that level.” Id. Declining capital
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expenditures, on their own, cannot justify increasing the rate authority

available to the Postal Service.

Even the Postal Service has conceded that it does not need to invest as

much now as before the enactment of PAEA, when mail volumes were still

increasing. The Postal Service’s Vice President of Network Operations

acknowledged this in late 2011: “Additional structural changes are necessary

to realign the mail processing network and eliminate excess capacity.” Direct

Testimony of David E. Williams in Docket No. N2012-1, Mail Processing

Network Rationalization Service Changes, 2012 (December 4, 2011) at 4.

“These volume declines have resulted in an acceleration of excess capacity in

the Postal Service’s mail processing and transportation networks.” Id.

“[C]ontinued volume declines will result in ever-increasing excess capacity

 within mail processing facilities.” Id. at 8.  

Since then, the Postal Service has sold or scrapped many of its capital

assets in an attempt to match network capacity better with the declining

workload:

In FY 2017, the total pieces fed through the Automated Flats
Sorting Machine 100 (AFSM 100) operations declined 6.0 percent,

while the aggregate productivity value decreased 7.1 percent,
when compared to FY 2016. Similar declines were experienced
between FY 2015 and FY 2016. It would appear that the loss of
economies of scale related to volume declines has had a negative
impact on the productivity values for AFSM100 operations. In
response to these changes, the Postal Service removed 50 AFSM
100 machines from processing plants in FY 2017. Additional
removals may be required in the future as the organization
adjusts to declining mail volumes.
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FY 2017 ACR at 27. More recently, the Postal Service has auctioned off

delivery bar code sorters (“DBCSs”), its workhorse letter sorting machine, in

26 separate lots on govdeals.com. ANM et al.-LR-RM2017-3-5.xlsx, “DBCS”.

But the downsizing has been insufficient. “That’s why we continue to adjust

our infrastructure, removing excess equipment and adjusting staffing and

scheduling to better match volume.” Statement of PMG Megan J. Brennan

(March 13, 2018), http://postalnews.com/blog/2018/03/14/pmg-discusses-

workplace-safety-mail-and-package-volumes-and-other-topics-in-her-latest-

business-focus-video/ (downloaded Mar. 29, 2018), at 1:39-1:46.

Finally, the Postal Service has ignored its ability to raise the funds for

new assets by selling assets that are no longer needed. A recent example

involved the construction of a massive new mail processing plant in Portland,

Oregon. The new plant has the second largest work room of any USPS plant –

big enough to hold 12 soccer fields. When opened, the $92.6 million building

will house a massive package-sorting machine, 52 letter-sorting machines, 92

truck loading docks and a large vehicle maintenance facility.17 The plant was

funded in large part by a real estate swap. The City of Portland paid the Postal

Service $88 million for its previous plant on a downtown site that is surrounded

by a rapidly gentrifying urban historic district. The Postal Service used those

proceeds, plus $69 million of additional funds, to buy a 47.5-acre site (formerly

17 David E. Williams, USPS Leadership Forum for Stakeholders (Feb. 27,

2018); http://www.postal-reporter.com/blog/usps-93-million-mail-processing-

center-set-to-open-soon-in-portland-oregon/; Linn’s Stamp News (March 7,

2018), https://www.linns.com/news/postal-updates/2018/march/usps-mail-

processing-plant-set-open-soon-portland.html.
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a golf course) near the Portland International Airport and build an 818,000

square foot project on it.18

Given these facts, the conclusion is inescapable that the Postal Service’s

current capital investment levels do not justify above-CPI rate increases.

C. The Postal Service and its allies have ignored the major

cost savings that the Postal Service could achieve without

major new investment spending.

In reality, it should be unnecessary to evaluate exactly how much

additional capital the Postal Service needs or how it intends to spend that

capital. The price cap itself is designed to provide the proper incentives for the

Postal Service to make sound decisions about how to spend its capital.

Admittedly, the results to date have not always been encouraging. The FSS

debacle is a glaring example of misguided, and costly, capital investment that

has reduced efficiency.

But the price cap does not just provide incentives to invest in efficiency-

enhancing capital improvements. It also provides incentives to cut costs and

increase efficiency in other ways. That is the beauty of a price cap—it provides

incentives to reduce costs and increase efficiency, but it is agnostic as to how

those improvements are achieved. The Postal Service and the Commission,

however, are not so irreligious. They have acted like acolytes at the altar of

capital expenditures.

18 Id.; Korte Projects We’ve Delivered, https://www.korteco.com/construction-

projects/usps-processing-distribution-center-portland-or;

http://www.oregonlive.com/portland/index.ssf/2016/01/portland_oks_88_millio

n_purcha.html.
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The Postal Service argues that this position is justified because “it has

become more challenging for the Postal Service to achieve productivity gains.”

USPS at 24. The Postal Service refers specifically to the Alvarez & Marsal

report it submitted as Appendix C to its March 20, 2017 comments, which it

claims demonstrates that “opportunities for further cost savings come nowhere

close to filling the net-income gap.” Id. at 65-66. The Postal Service’s reliance

on the report is misplaced for several reasons.

First, as the Postal Service concedes, the Commission did not rely on the

report in Order Nos. 4257 or 4258. USPS at 67. Nor could the Commission

have lawfully done so. The report was an advocacy piece commissioned by the

Postal Service for use in this litigation, not a disinterested report of which

official notice could be taken. Accordingly, the Commission could give weight

to the claims in the report only if adverse parties had been given an

opportunity to test its claims through discovery, including discovery of

analyses prepared by the Postal Service in the ordinary course of business that

might contradict the litigation claims in the Alvarez & Marsal report.

The Postal Service, however, uniformly opposed all efforts by mailers to

obtain discovery in this docket, and the Commission ruled in favor of the Postal

Service each time. Order No. 3763 (Jan. 30, 2017); Order No. 3807 (Feb. 24,

2017); Order No. 4397 (Feb. 6, 2018). In the Commission’s words, it “did not

contemplate discovery within this proceeding, and its view remains unchanged

at this time. If, however, the Commission later determines that additional

information is necessary to facilitate its review, it will consider requesting such

information in accordance with its regulations.” Order No. 3763 at 3. The
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Commission did not do so. Instead, it chose to base its analyses of the Postal

Service’s revenue needs solely on the Postal Service’s historical levels of

spending—i.e., spending incurred when the scale of the Postal Service’s

operations was larger than today:

[The] Commission’s proposals in Order No. 4258 are based on the
Commission’s analysis of what would be appropriate general
capital spending levels . . . These levels are based on the Postal
Service’s historic spending levels, and not on any specific
initiative that the Postal Service has previously undertaken.

Order No. 4397 at 4-5. Given the Postal Service’s successful efforts to shield

the business issues covered in the Alvarez & Marsal report from further

discovery, the Postal Service may not be heard now to ask the Commission to

rely on the report.

In any event, as the Postal Service acknowledges, Alvarez & Marsal

identified approximately $3.9 billion in costs that the Postal Service could

remove over the course of FY2017-FY2021. Id. This figure is a lowball

number. Alvarez & Marsal excluded any costs savings that would “require

labor, regulatory, and/or political consensus,” indicating that there may be

even more cost savings available if the Postal Service achieves successful

regulatory results or reaches consensus with labor on certain issues. Id.

Alvarez & Marsal also excluded any cost-savings opportunities that it did not

identify as saving at least $100 million or opportunities that it could not

specifically quantify “due to data and time constraints.” Id. at n.169. The $3.9

billion figure, in other words, clearly represents the low end of the cost savings

the Postal Service could achieve if it actively pursued available opportunities

for cost savings.
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Further, as NPPC notes, it is absurd to think that a $70 billion

enterprise cannot find some additional cost savings or operational efficiencies.

NPPC at 15. NPPC points to a recent rise in administrative and supervisory

staff even while total employees declined. Id. at 15-16. In fact, the Postal

Service has many ways to cut costs or increase efficiency without making any

additional capital investments whatsoever. See ANM et al. at 86-101. For

example, a number of existing workshare discounts are less than avoided costs,

causing the Postal Service to perform work that could be done more efficiently

by the private sector. Simply aligning these discounts to avoided costs would

result in significant savings to the Postal Service with no capital expenditures

at all. Id. at 94-97. The Postal Service also has many ways to grow volume,

such as through innovative pricing, better customer service, or new products

that better meet market needs. ANM et al. Phase 1 comments (March 2017)

at 47-59. A properly motivated postal operator would pursue these other

solutions aggressively instead of claiming that their potential has been

exhausted.19

The Postal Service refuses to acknowledge these options, however.

Rather, it insists that all declines in efficiency result from declining capital

19 In fairness to the Postal Service, the Commission has itself served as an

obstacle when the Postal Service has attempted to take advantage of these

opportunities. As Discover Financial Services (“DFS”) shows, the

Commission’s unduly stringent oversight of a proposed NSA caused DFS to

divert more than $100 million in spending from direct mail to other channels—

an amount far greater than the $20 million the Commission was concerned the

Postal Service might “lose” from the proposed NSA. DFS at 4. Decisions like

this one serve as a further disincentive to Postal Service innovation and

encourage the fatalism the Postal Service displays in its comments.
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investment, that only by increasing capital investment can the Postal Service

improve efficiency, and that the only hope for financial stability lies in massive

rate increases for captive mailers. This mindset is precisely the kind of passive

and unimaginative thinking that incentive ratemaking is designed to prevent.

D. The Postal Service’s comments inadvertently expose the

fundamental illogic of the Commission’s “harmonious

cycle” theory.

Although the Postal Service heartily endorses the Commission’s

“harmonious cycle” justification for providing it with additional revenue, it

takes issue with the Commission’s application of the theory in the context of

the proposed Performance Based Rate authority (“PBR”) (a/k/a surcharge) of

0.75 percent per year. The Postal Service’s reasoning exposes significant flaws

in the Commission’s approach that should cause the Commission to withdraw

and reconsider its proposal.

The Postal Service correctly points out that “Order Nos. 4257 and 4258

link the PAEA-era development of operational [in]efficiency to a lack of means,

rather than a lack of incentives.” USPS at 90. The Postal Service has

identified a key flaw in the Commission’s reasoning. Objective 1, by its terms,

requires that the ratemaking system be designed to “maximize incentives to

reduce costs and increase efficiency,” not to actually reduce costs or increase

efficiency. As discussed above, it is these incentives the Commission’s analysis

in Order No. 4257 should have focused on, and its proposals in Order No. 4258

should have, to the extent necessary, strengthened these incentives. Instead,

the Commission concluded that the current system did not meet Objective 1

because the Postal Service did not sufficiently reduce its costs due in part to a
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lack of funds for investment, Order No. 4257 at 222-26, and it proposed rules

that weaken the incentives while attempting to provide these supposedly

missing funds. Order No. 4258 at 52-53. This approach bears no relation to

the language of Objective 1, as even the Postal Service recognizes.20

The Postal Service insists that “in the market environment that has

prevailed for the last two decades, the Postal Service has strong inherent

efficiency incentives.” USPS at 26. It argues that “the best thing that the rate-

regulation system can do is to give the Postal Service the flexibility to make

capital investments and other business decisions necessary to fulfill its

universal service mission in an efficient and effective manner.” Id. (In plain

English: give us the captive mailers’ money and leave us alone.)

This position is curious. Whether the Postal Service’s incentives to

reduce costs and increase efficiency are “inherent” or not, the Postal Service

seems to believe that the incentives are maximized under the current

ratemaking system. And if these incentives are unrelated to the ratemaking

system, it would seem that changing the system would not maximize them

further. Like the Commission, it fails to tie the incentives provided (or not) by

the ratemaking system to the changes it would propose to that system.

But as the Postal Service recognizes, the payoff from the above-CPI

surcharges proposed by the Commission would not be the incentives they

20 See USPS at 21 (“While it is true that the Postal Service was unable [to

reduce costs and increase efficiency enough] to maintain ‘financial stability,’

that fact does not provide a logical reason to conclude that the Postal Service

lacked maximum incentives.”)
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would provide, but the revenue the Postal Service hopes they would generate.

The Postal Service later latches on to the logic of the “harmonious cycle” theory,

explaining, “[if] the Commission’s position is that additional revenue is needed

to enable the Postal Service to make investments that might improve

operational efficiency, then it makes no sense to withhold additional rate

authority until after the Postal Service has improved operational efficiency,

which—according to that same Commission position—the Postal Service

cannot do without the additional revenue.” Id. at 83-84.

The Postal Service’s logic would be impeccable if there were any factual

support for the premise that the Postal Service cannot increase operational

efficiency without additional revenue. As explained above, however, its

current inefficiency is not the result of a lack of capital, and its future efficiency

growth is not dependent on additional capital. In fact, the Postal Service itself

contradicts this premise with its repeated assertions that it has limited

remaining opportunities to reduce costs or increase efficiency. If the Postal

Service is already operating as leanly as possible, how will additional revenue

improve its efficiency? What would it use the funds for?

The Postal Service’s discussion of its natural incentives to improve

efficiency does have one virtue however: it serves as a reductio ad absurdum

of the Commission’s proposals in Order No. 4258. The Postal Service has

followed the Commission’s reasoning to its logical conclusion. If the only path

to financial stability is to shower the Postal Service with more revenue,

triggering a “virtuous cycle” of more capital investment, improved operational

efficiency, and greater volume and earnings, then there is no good reason to
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condition additional rate authority on actual productivity improvements or to

set “reach” productivity goals that the Postal Service might not meet. If the

Commission is unconcerned with the Postal Service’s abuse of its market

power, unconcerned with volume losses in response to increased prices, and

confident that additional revenue will be used solely to improve operational

efficiency and service performance, then the Commission should simply let the

Postal Service charge whatever it wants, no questions asked.

The Commission recognizes that this reasoning cannot be correct: there

must be some limit to the Postal Service’s freedom to raise its prices on captive

mail products. See Order No. 4258 at 34 (“[i]t would be inappropriate to design

a system that lacks a mechanism to limit the magnitude of price adjustments.

Such a mechanism is necessary to create predictability and stability, as

required by Objective 2.”); see also section IV.A, infra. But the Commission

fails to reconcile this finding with the logic of the “harmonious cycle” theory.

The Postal Service’s comments vividly illustrate the deficiencies in the

Commission’s logic and the mistaken factual analyses underlying its premises.

The Commission must withdraw its rule because these opposing

principles cannot be reconciled. Any level of rate authority below “unlimited”

would be arbitrary if the “harmonious cycle” justification were correct,

especially since neither the Postal Service, nor the Public Representative, nor

the Commission have identified specific capital investments the Postal Service

cannot make now but will make if given additional rate authority. But

providing unlimited rate authority to the Postal Service is inconsistent with

PAEA and federal court precedent, as described in Section IV, infra. The
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proposed surcharges are arbitrary and capricious because there is no

principled basis for bounding the additional rate authority that the

“harmonious cycle” theory would justify.

E. The proposed surcharge of 0.75 percent for achieving

specified productivity targets would not cure the problem.

The weakening of incentives for cost control resulting from the proposed

breaches of the CPI cap therefore cannot be remedied by the one element of the

proposals in Order No. 4258 that the Commission portrays as an incentive

proposal—the proposal to allow the Postal Service to surcharge rates by

another 0.75 percent above CPI on meeting specified productivity goals. Any

benefits from the incentive would be overwhelmed by the adverse incentives

created by the other proposed surcharges. In any event, the proposal turns

incentive ratemaking on its head. Regulated monopolies are expected to share

some of their productivity gains with captive ratepayers, not demand a

matching grant for productivity gains at the mailers’ expense. ANM et al. at

52-57.

Further, the benchmark selected by the Commission—total factor

productivity growth of 0.606, equal to the average efficiency gains of the past

five years—provides no incentive to improve productivity at all. ANM et al.

at 52-57. As the Public Representative explains, “The proposed rate allowance

does not provide any incentive to increase the operational efficiency to a level

greater than the gains of the last few years.” Public Representative at 33. Dr.

Lyudmila Bzhilyanskaya explains that “the operational efficiency-based

standard should be higher than the average TFP growth in the most recent 5
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years.” Bzhilyanskaya Supp. Decl. at 7 (cited in Public Representative at 33-

34). This conclusion should be obvious in light of the Commission’s

determination that the total factor productivity growth in the past 5 years was

“neither sufficient to maximize efficiency under Objective 1 or to address

financial stability under Objective 5 of the PAEA.” Public Representative at

33.21

Indeed, the Commission’s selection of the total factor productivity

benchmark for its 0.75 percent “productivity” surcharge proposal is arbitrary

for the same reasons as its supplemental rate authority proposal. Order No.

4258 “does not include any analysis to demonstrate that 0.75 percent

additional rate authority will be sufficient to encourage the Postal Service to

maintain the average 0.6 percent productivity growth.” Public Representative

at 34. Nor is there any “record analysis to determine the appropriate level of

adjustment for efficiency gains.” Id. And “[t]he order does not explain why or

whether the proposed amount is adequate to encourage the Postal Service to

strive to maintain its recent unsatisfactory level of efficiency gains.” Id. As

with its CPI+2 proposal, the Commission might as well have picked the 0.606

21 ANM et al. reiterate that the Commission’s finding that the total factor

productivity gains were not sufficient to maximize efficiency is a

misconstruction of the statute and the purpose of the 10-year review. Objective

1 requires the Commission to maximize incentives for efficiency. Declining

total factor productivity growth may be evidence that the incentives were not

maximized, but it also may be evidence that the incentives were maximized,

but the Postal Service failed to respond properly to them. The Commission

failed to establish in Order No. 4257 that the Postal Service’s recent decline in

total factor productivity resulted from the system of ratemaking (including the

CPI cap) rather than the Postal Service’s suboptimal response to its incentives.
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total factor productivity target and the 0.75 percent additional rate authority

out of a hat. See also NPPC at 66-69.

The Postal Service identifies problems with the Commission’s

productivity incentives as well, particularly its use of total factor productivity

as the prime measure of efficiency. But the ostensible productivity incentives

proposed by the Postal Service are even worse than those proposed by the

Commission. The Postal Service’s first proposal is for the Commission to allow

additional above-CPI increases without having to meet or exceed any

productivity benchmarks at all. USPS at 113. How this additional rate

authority would provide an incentive to do anything is left unexplained.

The Postal Service’s alternative proposal would be nearly as bad: the

Postal Service would be allowed to charge the surcharge merely for achieving

an annual rate of productivity growth of 0.294 percent. USPS at 107. This

target, however, is a fraction of the levels of productivity growth that the Postal

Service routinely achieved before the Commission allowed an exigent

surcharge to take effect in FY 2014:

Figure 3

1.0%

0.3%

Demonstrated Performance
(FY 1997 to FY 2013)

USPS-Proposed Threshold
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Source: ANM et al.-LR-RM2017-3-5.xlsx, “Figures 1 & 3”

Moreover, the Postal Service would be eligible for the surcharge if either

its single-year or annual average TFP growth equaled or exceeded the meager

benchmark. Further, the Postal Service would have it both ways:

underachieving single years would not count against it (USPS at 118), but

overachieving single years should be “banked as insurance against future

years.” Id. at 121.

This absurdly undemanding standard is inconsistent with Objective 1.

Additionally, there is no theoretical basis for picking “CPI+1” as the proper

level of productivity-related surcharge. And there is even less reason when the

Commission has already provided the Postal Service with CPI+2, which the

Postal Service could conceivably use for capital investments as well. Neither

the Postal Service nor the Commission acknowledge the impact of the CPI+2

rate authority on the existing incentives provided for by the CPI cap, nor do

they recognize that, to the extent this additional authority actually results in

additional revenue, it could be used to increase capital investment if warranted

to increase efficiency.

Performance-based rate authority should be tied to improvements in

performance. This principle seems obvious, but neither the Commission’s nor

the Postal Service’s proposals recognize it. The Commission has already

proposed to allow the Postal Service a two percent rate surcharge with no

conditions; a 0.75 percent “productivity” surcharge with no improvement in

productivity growth; and a 0.25 percent service performance surcharge with no

change in service performance. For the Postal Service, this is not enough. It
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wants more pricing authority for doing even less. The Commission’s proposal

is arbitrary. The Postal Service’s is absurd.

IV. THE POSTAL SERVICE’S PROPOSALS WOULD NOT MERELY

VIOLATE OBJECTIVES 2 AND 8 BUT WOULD MAKE THE

POSTAL SERVICE AN UNREGULATED MONOPOLY.

In their initial comments, the undersigned parties explained why the

alternative regulatory system proposed in Order No. 4258 would also violate

Objective 2 (rate stability) and Objective 8 (just and reasonable rates). ANM

et al. at 57-82. The statutory term “rate stability” requires that rates not

increase in real (i.e., inflation-adjusted) terms. ANM et al. at 57-62. And the

“just and reasonable” (or “reasonable and equitable”) standard of Objective 8

and 39 U.S.C. § 404(b) protects captive ratepayers from having to pay for

needlessly high costs or needlessly low efficiency. The massive rate increases

that the standards proposed in Order No. 4258 would allow are flatly at odds

with these objectives. ANM et al. at 62-71.

The Postal Service’s proposals in its initial comments, however, make

the Commission’s proposal seem reasonable by comparison. Even the more

modest of the Postal Service’s proposals would allow rate increases far beyond

what Order No. 4258 would allow. USPS at 48-80. And the most extravagant

of the Postal Service’s proposals would amount to de facto deregulation of all

market-dominant mail. USPS at 40-48.

The Postal Service exposes its agenda when it states that it “remains

deeply skeptical of any price cap’s ability to achieve the statutory objectives in

light of the statutory factors.” Id. at 77. The Postal Service has never accepted
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the price cap as a legitimate form of regulation, despite its widespread

acceptance in economic literature, and accordingly has never operated as if it

would be forced to abide by the cap if it suffered losses. The Postal Service

seems at times to have spent more effort over the past ten years asking

Congress and the Commission to loosen the price cap than evaluating the

Postal Service’s operations, management structure, and business philosophy

to develop a strategy for success within the cap.

The Postal Service’s initial comments reflect the same oppositional

mindset. As discussed above, the Postal Service absurdly contends that it has

exhausted all the potential efficiency improvements that may have once

existed and is now condemned to a future of inexorably rising costs and

declining volumes. The only solution to its overstated woes is a constant

injection of more revenue—not in exchange for better service or improved

product offerings, but unconditionally. This defeatist assessment of its

financial condition is coupled with legal arguments that are similarly focused

on achieving one goal: more revenue, without conditions. This exclusive focus

on obtaining more revenue manifests in arguments that are inconsistent and

self-contradictory. But more fundamentally, the result the Postal Service

seeks is incompatible with its status as a monopoly service provider under

PAEA.

A. The Postal Service Is a Monopoly And Must Be Subject to

Stringent Rate Regulation.

The most radical of the Postal Service’s proposals, dubbed “streamlined

monitoring,” amounts essentially to deregulation of the maximum rate level of
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all market-dominant products. USPS at 40-45. Market-dominant postal rates

would be constrained, if at all, only by “the current market environment” and

“the threat of intervention” by the Commission in unspecified future scenarios.

Id. at 44-45. The Postal Service defends this laissez-faire approach on the

theory that the market “supplies maximum incentives for the Postal Service to

reduce costs, increase efficiency, maintain high-quality service standards, and

restrain price increases.” Id. at 45.22

This is the same system of deregulation that the Postal Service proposed

in its Phase 1 comments and the Commission rejected in Order Nos. 4257 and

4258. Cf. USPS at 44; Order No. 4257 at 103; Order No. 4258 at 34. The Postal

Service dismisses the Commission’s reasoning as “dubious on its face” and a

“non sequitur,” USPS at 37. In fact, the Commission was correct to recognize

22 The Postal Service dresses up its proposal by inviting the Commission to

“conduct robust monitoring of rates, costs, financial condition, cost reduction

initiatives, efficiency improvements, and service performance, in order to

assess whether and when to intervene.” USPS at 45. But the inherent

difficulty of effectively overseeing the costs and efficiency of a large regulated

enterprise from the outside is one of the main reasons that lawmakers and

regulators have abandoned cost-of-service regulation in favor of index

ratemaking. See, e.g., SANFORD V. BERG & JOHN TSCHIRHART, NATURAL

MONOPOLY REGULATION 305 ((1988) (“Many analysts have concluded that …

the regulator not only must be a watchdog on waste but also must monitor the

firm’s effort in seeking least-cost solutions. However, effective monitoring is

virtually impossible short of duplicating the firm’s managerial functions.”).

See also STEPHEN BREYER, REGULATION AND ITS REFORM 49 (1982); P. Joskow

and R. Schmalensee, “Incentive Regulation for electric utilities,” 4 Yale J. on

Regulation 1 (1986); MICHAEL EINHORN, PRICE CAPS AND INCENTIVE

REGULATION IN TELECOMMUNICATIONS 3 (1991); JEAN-JACQUES LAFFONT AND

JEAN TIROLE, A THEORY OF INCENTIVES IN PROCUREMENT AND REGULATION 2,

84, 514-16 (1993).
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that “it would be inappropriate to design a system that lacks a mechanism to

limit the magnitude of price adjustments.” Order No. 4258 at 34. The reasons,

however, are far more basic than “predictability and stability” of rates. Id.

Freeing the Postal Service from oversight and allowing “the current market

environment” (USPS at 44) to substitute for aggressive regulation of rates and

practices would be illegal.

The Postal Service enjoys statutory monopolies over the delivery of

letters and access to the mailbox. Private carriage of most letters on public

roads is a crime, and the Postal Service has defined “letter” expansively. 18

U.S.C. §§ 1693-1696; 39 U.S.C. §§ 601-606 (“Private Express Statutes”);

Associated Third Class Mail Users v. USPS, 600 F.2d 824 (D.C. Cir. 1979). The

Postal Service has also asserted an exclusive right to insert mail in the

mailboxes owned by the public. DMM § 508.3.1; cf. 18 U.S.C. 1725 (“mailbox

monopoly”). By definition, the Postal Service faces no competition for these

activities.

The plain text and structure of PAEA require the Commission to protect

mailers against the Postal Service’s abuse of this monopoly power. PAEA

established two kinds of products—market dominant and competitive. It

defined market dominant products as “each product in the sale of which the

Postal Service exercises sufficient market power that it can effectively set the

price of such product substantially above costs, raise prices significantly,

decrease quality, or decrease output, without risk of losing a significant level

of business to other firms offering similar products.” 39 U.S.C. § 3642(b)(1). A

product over which the Postal Service has market dominance is subject to
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maximum rate regulation. 39 U.S.C. § 3621. A product over which the Postal

Service lacks market dominance is not. 39 U.S.C. § 3633; USPS v. PRC, 816

F.3d 883, 884 (D.C. Cir. 2016).

Products covered by the postal monopoly are conclusively presumed to

be market dominant as a matter of law. 39 U.S.C. § 3642(b)(2). Any other

product classified as market dominant by PAEA may be reclassified as

competitive on a showing that the product faces competition strong enough so

the Postal Service cannot set its prices “substantially above costs, raise prices

significantly, decrease quality, or decrease output, without risk of losing a

significant level of business to other firms offering similar products.” Id.,

§3642(a)(1). The Commission has exempted products from maximum rate

regulation when the Postal Service has shown that they face effective

competition. USPS v. PRC, 842 F.3d 1271, 1272-73 (D.C. Cir. 2016) (citing

cases). But the Commission has declined to exempt a product from maximum

rate regulation without such a showing. See Order No. 2306 in Docket No.

RM2013-57, Competitive Product List Adding Round-Trip Mailer (Dec. 23,

2014), aff’d, USPS v. PRC, 816 F.3d 883 (D.C. Cir. 2016).

The Postal Service has also conceded, if tacitly, that competition is too

weak to restrain the Postal Service’s market dominance over many products

not covered by the Private Express Statutes. If the Postal Service truly

believed otherwise, it could have demonstrated that it faced competition for

these products and asked the Commission to reclassify them as competitive.

Hence, those products remaining on the Market Dominant product list can be
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assumed to lack sufficient competition to constrain effectively the Postal

Service’s power to raise prices or decrease the quality of service.

In short, Congress and the Commission have already evaluated the

Postal Service’s argument and found it wanting. That is why market-dominant

products are subject to a CPI-based price cap: to simulate the effective

competition that these products lack. And it is why these products must

continue to be subject to regulation. As the D.C. Circuit stated in holding the

Interstate Commerce Commission could not exempt market dominant rail

transportation from maximum rate regulation as if the transportation faced

effective competition, “The legislation [that authorized the deregulation of

services that faced effective competition] did not strip the Commission of its

power and duty to protect shippers from the unreasonably high rates of

carriers with market dominance.” Coal Exporters Ass’n of the United States v.

United States, 745 F.2d 76, 81 (D.C. Cir. 1984) (quoting Burlington Northern

Inc. v. United States, 661 F.2d 964, 973 (D.C. Cir. 1981)). As the same court

held in another case, “presumed market forces may not comprise the principal

regulatory constraint” keeping a regulated monopoly’s rates “within the ‘zone

of reasonableness.’” Farmer Union Cent. Exchange v. FERC, 734 F.2d 1486,

1530 (D.C. Cir. 1984). “Presumed market forces” are all the Postal Service

offers to justify its alternative proposals.

The Postal Service and its unions, evidently aware of the

unattractiveness of seeking de facto deregulation of maximum rates on

market-dominant products, insist that “the mere authorization of additional

pricing flexibility by no means suggests that the Postal Service will necessarily
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use all of the authority it is given. Its actual pricing decisions will be informed

by changes in demand and other market forces.” USPS at 79; accord, id. at 2;

APWU at 12; NALC at 24; NPMHA at 2-3; see also p. 13 n.4, supra. In the

words of the Postal Service, the regulatory “community has seen this movie

before.” USPS at 46. In 1983, the major Eastern railroads petitioned the ICC

to exempt from maximum rate regulation the transportation of coal from

Appalachian mines to ports in Tidewater Virginia for export abroad. The

theory advanced by the railroads was analogous to the one advanced by the

USPS here: despite the railroads’ market dominance, market forces, including

competition in export markets from foreign sources of coal, would protect

Appalachian coal shippers from gouging. The ICC agreed. Ex Parte 346 (Sub-

No. 7), Railroad Exemption—Export Coal, 367 I.C.C. 570 (1983). The D.C.

Circuit disagreed. It held that the Commission’s finding that the railroads

would not abuse their market power by pricing more than the market will bear

was “unreasonable in that it largely ignores the protections Congress meant to

guarantee to shippers.” Coal Exporters Ass’n, 745 F.2d at 99; see generally id.

at 84-85, 90-93, 95, 98-99.

The postal community has also “seen this movie before.” In Docket

No. MC2013-57, the Postal Service asked the Commission to transfer round-

trip DVD mailers to the competitive product list, thereby exempting them from

maximum rate regulation. The Postal Service argued that competition for

viewers with content provided via other distribution channels (e.g., digital

streaming services) constrained how much DVD rental companies could charge

consumers, and thus indirectly constrained how much the Postal Service could
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charge DVD rental companies. The DVD rental companies, like the coal

shippers, argued that end-market competition and the Postal Service’s

incentive not to charge more than the market would bear were inadequate

substitutes for robust maximum rate regulation. The Commission agreed with

the mailers, as did the D.C. Circuit. Order No. 2306 in Docket No. MC2013-

57, Competitive Product List—Adding Round-Trip Mailer (Dec. 23, 2014)

at 52-54, aff’d, USPS v. PRC, 816 F.3d 883, 886-87 (D.C. Cir. 2016).

Finally, the Postal Service’s reliance on recent experience with looser

regulation of maximum postal rates in Great Britain, and variations on index

ratemaking involving other industries in the United States and Canada, is also

misplaced. Lawmakers in some other regulatory jurisdictions have loosened

incentive regulation. Congress has not done so for the Postal Service. ANM et

al. at 9-29.

In any event, the performance of Royal Mail and several other foreign

postal operators since the abandonment of price cap regulation in the United

Kingdom is a chilling lesson about what would lie in store for mailers in the

United States if the Commission were to follow the British lead: massive

above-inflation rate increases for captive mailers, and a collapse of efforts to

control costs and improve productivity. See ANM et al. at 51-52. That prices

may have increased more slowly after the initial surge is no solace. Cf. USPS

at 48 n.126. This pattern is exactly what one would expect from a deregulated

monopoly—an immediate increase in prices to raise them to the profit-

maximizing monopoly level, then a subsequent leveling as increases above this

level would lessen profits. Monopoly power does not involve the ability to
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increase prices without limit. Even a pure monopoly has a profit-maximizing

price above which profits fall off. N. GREGORY MANKIW, PRINCIPLES OF

MICROECONOMICS 307 (6th ed. 2012); GEORGE J. STIGLER, THE THEORY OF PRICE

195-96 (3d ed. 1966). But the monopoly can raise prices above what would

exist in a competitive market at the expense of captive consumers. Royal Mail

did just that, and the Postal Service wants to follow suit.

The Postal Service’s discussion of alternative approaches to regulating

maximum rates for other electric utilities and other network industries is

instructive in another way. The Postal Service advocates for the elements of

other regulatory systems that would provide it with more revenue, but ignores

or argues against applying any of the features of those systems that protect

mailers or restrict the pricing flexibility of the regulated monopoly.

For instance, the Postal Service urges the Commission to adopt the

“unconditional” capital funding method, the “K-bar,” employed by the Alberta

Utilities Commission (“AUC”). USPS at 92-93. But AUC’s Performance-Based

Regulation includes multiple parameters carefully designed to constrain rates

and promote efficiencies in ways that are more limiting than what the

Commission has proposed for the Postal Service. Further, these plans

recognize the need for continuing, ex ante regulation of the monopoly provider.

Cf. USPS at 45. The Postal Service ignores most of these restrictions.

Most notably, the K-bar is coupled with a price cap featuring an X-factor

that limits price increases below the rate of inflation—a far cry from the

unrestrained additional pricing authority the Postal Service is requesting in

this docket. See Errata to Decision 20414-D01-2016, 2018-2022 Performance-
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Based Regulation Plans for Alberta Electric and Gas Distribution Utilities,

at 4. In fact, the Postal Service expressly states that the Commission should

not incorporate features of the AUC’s system that would limit the funds

available to the Postal Service, “such as distinguishing between ‘type 1’ and

‘type 2’ capital expenditures, using a capital tracker for certain expenses, or

setting the K-bar on the basis of historical investment levels.” USPS at 92

n.227. In other words, the Postal Service seeks all of the revenue, but none of

the oversight.

The Postal Service’s decision to cherry pick the AUC precedent is ironic,

to say the least. As the AUC itself admonished, “a PBR plan must be viewed

and considered as a whole. It is not enough to pick one element of the PBR

plan, argue that it should be eliminated, left unchanged or fixed and consider

that to be the end of the conversation. All of the elements of the plan must be

considered together in order for the Commission to design a PBR plan that

satisfies” the applicable regulatory principles. Decision 20414-D01-2016 at 6.

B. The alternative systems of regulation proposed by the

Postal Service and other parties also violate Objective 2.

The undersigned parties showed in their initial comments that the

proposals in Order No. 4258 would violate Objective 2 (rate stability). Rate

stability means that rates may not increase measurably faster than inflation.

The Commission, in redefining rate stability as predictability of rate increases,

has erroneously confused the two concepts. ANM et al. at 57-62. The Postal

Service and other proponents of above-CPI rate increases commit the same
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error. USPS at 37-44. The Public Representative does not mention Objective 2

at all.

C. The Postal Service and its allies fail to reconcile their

proposals with Objective 8 and 39 U.S.C. 404(b) (just and

reasonable rates).

In their initial comments, the undersigned parties explained that the

alternative system proposed in Order No. 4258 would allow rate increases that

would devastate mailers, thereby violating the just and reasonable standard of

Objective 8 and 39 U.S.C. § 404(b). ANM et al. at 62-71. Most of the mailer

comments filed in this proceeding focus on this issue.

The Postal Service and the Public Representative, which propose even

steeper increases than the Commission has, largely ignore the just and

reasonable standard. The Postal Service focuses solely on whether its existing

market-dominant rates are high enough. Except for an off-hand assertion that

an “unconditional capital-funding mechanism of one percent” would “not be

excessive,” USPS at 94-95, the Postal Service ignores the issue of whether its

proposed systems of regulation would result in rates that are unreasonably

high and ignores the separate question of whether its proposals would result

in rates that are too high to comply with Objective 8. USPS at 9, 68. The

Public Representative does not mention Objective 8.

D. The proposed rate increases are unjustified by Objective 3

(high service quality standards).

The undersigned parties also showed in their initial comments that the

Commission’s treatment of Objective 3 (service quality standards) is arbitrary.
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Service quality cannot be assessed in isolation, but only in the context of what

ratepayers are willing to pay. Nothing in the record indicates that mailers

value greater service quality enough to be willing to pay the higher rates

proposed in this docket. ANM et al. at 82-83 (PRC begs question of whether

any improvement in service is warranted). On this issue, the Postal Service is

generally in agreement. USPS at 27-32 (the “mere incidence of service

standard changes is not per se proof that the system failed to allow for the

maintenance of ‘high quality’ service standards”).

The Commission’s proposal to authorize the Postal Service to collect an

additional surcharge of 0.25 percent for maintaining existing nominal service

standards is irrational in two respects. First, the Postal Service would qualify

for the surcharge merely by maintaining its existing nominal standards;

whether actual service quality satisfied those or any other service standards

would be irrelevant. Second, the proposal violates Objectives 1, 2, and 8

because it is inconsistent with basic principles of incentive ratemaking.

Regulated monopolies are not entitled to this kind of financial participation

trophy merely for holding service quality constant without reducing costs.

ANM et al. at 83-84. Significantly, the Postal Service states that the

performance standard would be so easy to satisfy that the Postal Service does

not object to it despite claiming that it is based on “problematic premises.”

USPS at 130-31.
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V. ADDITIONAL SURCHARGES FOR PERIODICALS MAIL AND

MARKETING MAIL FLATS ARE ALSO UNWARRANTED.

The initial comments also confirm that the additional rate surcharges

proposed for “non-compensatory” products and classes are also unlawful. The

proposal violates Objectives 1, 2, and 8, and cannot be excused by Objective 5.

The failure of Periodicals Mail and Marketing Mail Flats to cover attributable

costs is a cost-control problem, not a revenue problem. These products lose

money because of a series of Postal Service management bungles: (1) failing to

scale down its operations in response to declines in mail volume; (2) making

and then doubling down on a misguided investment in the FSS; (3) deliberately

mispricing Carrier Route Basic flats; and (4) failing to address the Postal

Service’s longstanding personnel compensation issues. Eliminating the first

two of these unforced errors would allow flats to become fully compensatory, or

nearly so—even without considering the related contribution from First-Class

Mail, letter-shaped Marketing Mail and package volumes that periodicals and

catalogs generate. ANM et al. at 84-104.23

The Commission continues to recognize in other dockets the need for

further attention to “cost and service issues” in Periodicals Mail and Marketing

Mail Flats. The Commission’s Annual Compliance Determination Report for

FY 2017 acknowledges that these issues have not been resolved:

23 The Commission noted in its FY 2017 Annual Compliance Determination

Report that unit transportation costs for flats decreased by 11 percent between

FY 2016 and FY 2017. Id. at 179. This apparent improvement, however, was

caused by a change in costing methodology. ANM et al. at 89 n.50; USPS

Annual Compliance Report for FY 2017 (Dec. 29, 2017) at 31.
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With respect to Periodicals In-County, Periodicals Outside

County, and Standard Mail Flats, the Commission finds that
additional transparency is necessary to hold the Postal Service
accountable. The Commission will continue to explore cost and
service issues related to flats in Docket No. RM2018-1.

FY 2017 ACD (March 29, 2018) at 2. Moreover, the Commission anticipates

that the proceedings in Docket No. RM2018-1 “will lead to the development of

measurable goals to decrease the costs and improve the service of flats.”

FY 2017 ACD (March 29, 2018) at 2. Findings like these make all the more

baffling the Commission’s proposal here to prejudge the issue by adopting a

two percent rate surcharge on Periodicals Mail and Marketing Mail Flats

before Docket No. RM2018-1 is resolved. ANM et al. at 103-04.

The Commission’s meat-axe approach to “non-compensatory” mail

products in the present docket also contrasts with the far more balanced

approach of the surcharges proposed in the 21st Century Postal Service Act of

2012 (S. 1789) and the Postal Reform Act of 2013 (H.R. 2748). ANM et al. at

104-108. The Commission’s approach is also at odds with the approach taken

in S. 2969, the Postal Service Reform Act of 2018, a bill introduced by a

bipartisan group of Senators on March 22, 2018. Section 202(c) of the bill

would authorize the Commission to impose above-CPI increases on

“underwater” products in certain circumstances. But the remedy proposed by

the bill is far more balanced than the one-dimensional approach of Order No.

4258. Section 202(c) would require the Commission, before imposing any

surcharge on “underwater” products, to “determine whether any operational

decisions of the Postal Service have caused any direct or indirect costs to be

inappropriately attributed to any underwater product”; quantify the impact of
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any such operational decision”; and net out any costs so inflated or

inappropriately attributed before imposing any surcharge on “underwater”

products.

The initial comments of other parties offer no lawful basis for

implementing the proposed underwater surcharge. The Postal Service, while

supporting the surcharge with some modifications, USPS at 142-46, offers no

explanation of why the Postal Service should be allowed to surcharge captive

mailers to recover losses that were caused by Postal Service mismanagement.

The Public Representative and Valpak, while arguing that the underwater

surcharge is too small to make Periodicals Mail cover attributable costs, also

ignore this threshold question. Public Representative at 28-30, 57-61 and

Kwoka-Wilson Decl. at 15-17; Valpak at 4-8.

VI. THE COMMISSION MAY NOT (AND SHOULD NOT) ABANDON

THE CPI-U IN FAVOR OF THE CPI-DS.

NALC contends that the “CPI-U is flawed as a PAEA price cap

benchmark. As an index of all consumer prices, it is far too broad a measure

for postage rates.” NALC at 22. Instead, NALC urges the Commission to

abandon the particular CPI series prescribed by Congress in 39 U.S.C.

§ 3622(d)(1)(A), the Consumer Price Index for All Urban Consumers, with a

much narrower CPI index series, the CPI index for delivery services (“CPI-

DS”). NALC reasons that “the same factors that drive private-sector delivery

prices—energy, transportation service expenses, and labor costs—also drive

postal prices.” NALC at 22. “[A] CPI-DS price cap would require USPS to seek

to match the efficiencies of private-sector delivery companies. CPI-DS reflects
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prices charged by private-sector delivery companies, including the two national

logistics and delivery companies most similar to USPS: UPS and FedEx.”

NALC at 23. The Commission will be unsurprised to learn that “CPI-DS

outpaced CPI-U over the decade from 2006 to 2016, increasing a total of 60.7%,

compared to CIP-U’s total increase during the same period of 19.6%.” NALC

at 23.

The Commission should reject this proposal for several reasons. First,

the Commission has no power to entertain the NALC proposal. 39 U.S.C.

§ 3622(d)(1)(A) specifies the CPI for All Urban Consumers, not the CPI-DS or

some other CPI index, as the sole legal basis for the benchmark index

mechanism that PAEA required the Commission to establish and maintain.

Second, the CPI-DS would be an inferior substitute for the CPI for All

Urban Consumers even if the PAEA left the choice of CPI index to the

Commission’s discretion. The CPI-DS accounts for only a very small

percentage of the costs that are included in the CPI-All Urban Consumer. As

a result, the CPI-DS has a wide range of error. Moreover, the services captured

in the CPI-DS are limited to retail package services. This is a small and

unrepresentative sample of all delivery services, let alone all market dominant

mail. Retail parcels and business parcels also carry a different mix of contents

than do the letters and flats that dominate market-dominant mail. The

Bureau of Labor Statistics has noted the danger of relying on an index defined

by as narrow and specialized a range of products as those covered by the CPI-

DS:

An escalation contract should specify which CPI item category is

to be used in the escalation. Generally, users are encouraged to
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specify a broad item category, such as the all items index, when
writing an escalation contract because broader item categories
have larger sample sizes and are typically subject to smaller
sampling error.

Bureau of Labor Statistics, Writing an escalation contract using the Consumer

Price Index (Nov. 2012), available at https://www.bls.gov/opub/btn/volume-

1/writing-an-escalation-contract-using-the-consumer-price-index.htm. CPI-

Delivery Services represents 0.013% of the CPI-U index. Bureau of Labor

Statistics, Consumer Price Index for All Urban Consumers (Feb. 2018),

available at https://www.bls.gov/news.release/cpi.t02.htm.

Finally, the formulation of the CPI-DS index necessarily means that it

is dominated by the prices and volumes of UPS and FedEx, the two largest

private package carriers. Hence, changes in the CPI-DS can be driven as much

by the two carriers’ pricing decisions as by costs. Adopting the CPI-DS index

would mean that the regulatory ceiling on postal rates would be determined by

the pricing decisions of the Postal Service’s private competitors. This

anticompetitive effect would occur even if the private carriers did not want this

degree of coordination. They would have no way to opt out of the linkage.24

VII. THE COMMISSION’S CHANGES TO WORKSHARE DISCOUNTS

ARE WORTH PURSUING.

The Commission’s proposals to change workshare discounts are worth

pursuing. If they are properly implemented, they could resolve some of the

24 UPS and FedEx are not only major competitors of the Postal Service, but two

of its largest customers. Hence, adoption of the CPI-DS index would have the

effect of basing market-dominant price changes in large part on changes in

competitive package prices.
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problems USPS is facing by encouraging more efficient mail preparation,

which would reduce the all-in cost of using mail and promote the growth of

mail volumes. For this reason, ANM et al. generally agree with Pitney Bowes

and NPPC that the proposed rules should go further in forcing the Postal

Service to bring workshare passthroughs that are currently well below 100%

of avoided costs up to the 100% level. Passthroughs below 100% are just as

inefficient as passthroughs above 100%, and there is no reason for the

Commission or the Postal Service to police passthroughs above avoided costs

more stringently than those below avoided costs.

In pursuing this goal, the Commission should not be dissuaded by

PAEA’s one-sided prohibition on passthroughs that exceed 100% of avoided

costs. The PAEA did not forbid the Commission from continuing to apply the

Efficient Component Pricing Rule, a longstanding principle of postal

regulation.25 PAEA leaves the Commission free to exercise its plenary

rulemaking authority by establishing rules requiring the Postal Service to

deepen worksharing discounts to as close to avoided costs as possible.

The Commission should exercise this authority. As the Commission

noted yesterday in its Annual Compliance Determination Report for FY 2017,

“Although passthroughs below 100 percent are lawful, they send inefficient

pricing signals to mailers. Passthroughs set as close as possible to 100 percent

promote pricing efficiency, lower the total combined costs for mailers and the

25 See also R2006-1 Op. & Rec. Decis. ¶¶ 4004-05; FY 2015 Annual Compliance

Determination Review at 18-19; Order No. 4257 at 135-36; Order No. 4258

at 27.
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Postal Service, and encourage the retention and growth of the Postal Service’s

most profitable products.” Id. at 15. “Although 39 U.S.C. § 3622(e) does not

prohibit the Postal Service from offering workshare discounts with

passthroughs that are less than 100 percent, other statutory requirements and

objectives focus on sending efficient pricing signals to mailers. This concept is

relevant to all passthroughs.” Id. at 21. Such a rule is also consistent with

Factor 5, which requires the system of ratemaking to take into account “the

degree of preparation of mail for delivery into the postal system performed by

the mailer and its effect upon reducing costs to the Postal Service.” 39 U.S.C.

§ 3622(c)(5).

Nor should the Commission be deterred by claims that an evaluation of

workshare discounts is outside the scope of this proceeding or somehow beyond

the Commission’s statutory authority. Cf. Greeting Card Association at 19.

While the Commission lacks authority to modify or disregard the language of

section 3622(e) because that language itself is not part of the “system” of

regulation the Commission established, the Commission’s rules implementing

section 3622(e) and governing workshare discounts are part of the “system.”

Although the rules must still comply with section 3622(e), there is nothing in

the proposed workshare rules that would not meet this standard.

Indeed, Section 3622(e) permits workshare discounts to exceed 100% of

avoided costs in several instances, including when reducing the discount

“would impede the efficient operation of the Postal Service,” 39 U.S.C.

§ 3622(e)(2)(D), or “lead to a loss of volume in the affected category . . . and

reduce the aggregate contribution to the institutional costs of the Postal



- 74 -

Service from the category.” 39 U.S.C. § 3622(e)(3)(A). Establishing bands

within which such discounts would be presumed to be lawful is consistent with

this standard. Forcing the Postal Service to reduce discounts due to swings in

avoided costs driven by the vagaries of costing and imprecise data rather than

clearly identified increases in the actual cost of performing specified activities

would lead to more inefficient preparation of mail and would undermine the

predictability and stability of rates that keeps mail in the system.

The Commission should therefore proceed to require that worksharing

discounts comply with the Efficient Component Pricing Rule as quickly as

possible. As ANM et al., NPPC and Pitney Bowes have explained in their

comments, the ECP Rule calls for worksharing discounts that are set at a full

100 percent of avoided costs, not less. Nothing in Section 3622(e) or any other

provision of PAEA requires otherwise.

CONCLUSION

The initial comments reveal a striking industry consensus that the

alternative regulatory system proposed in Order No. 4258 should not be

adopted. For the reasons explained above, the proposed system is

fundamentally arbitrary and inconsistent with PAEA. Even the comments

that advocate greater rate surcharges than proposed in Order No. 4258

underscore the basic flaws in the Commission’s approach.

Second, there is no immediate crisis that requires immediate adoption

of final rules. As the Commission found in Order No. 4257—and the Postal

Service acknowledged in its most recent Form 10-K—the Postal Service has
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sufficient funds to continue providing mail service in the short run and for the

foreseeable future. The Commission has time to pull back and rework its

proposals.

Moreover, for the reasons discussed above, the proposals would need to

be revamped so thoroughly to meet the requirements of reasoned

decisionmaking under PAEA that the Commission could not prudently adopt

final rules without further comment from interested parties. Trying to ram

through final rules now would merely invite a judicial remand on the ground

that the result was not a “logical outgrowth” of Order No. 4258. Allina Health

Services v. Sebelius, 746 F.3d 1102 (D.C. Cir. 2014); Ass’n of Private Sector

Colleges v. Duncan, 681 F.3d 427, 461-63 (D.C. Cir. 2012); CSX Transportation,

Inc. v. STB, 684 F.3d 1076 (D.C. Cir. 2009); American Federation of Labor v.

Donovan¸757 F.2d 330, 338 (D.C. Cir. 1985). Moreover, even apart from the

dictates of the Administrative Procedure Act, the most practical way to resolve

many of the factual issues raised by the Commission’s proposals is likely to

begin with informal consultation between the Commission and postal

stakeholders. Hence, if the Commission decides to move forward with changes

to the ratemaking system, it should do so only after extensive informal

consultation with stakeholders and another opportunity for formal comment.

Finally, there is another reason why the Commission should avoid

rushing out a final rule. That reason resides at the eastern end of

Pennsylvania Avenue. Two recently introduced postal reform bills, H.R. 756

and S. 2629, reflect a growing recognition in Congress that comprehensive
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postal reform must deal with issues that are beyond the Commission’s control,

and therefore requires legislation.

The recently introduced Senate bill illustrates this. The bill would

reinstate half of the 4.3 percent exigent rate surcharge temporarily

implemented in Docket No. R2013-11. S. 2629, § 207(a). But this provision

would be only part of a broad set of reforms. For example, the bill would also

do the following:

1. All unpaid prefunding obligations imposed on the Postal Service

by current 5 U.S.C. § 8909a(d)(3)(A) would be cancelled. S. 2629 § 102(c).

2. The Postal Service would be allowed to amortize any remaining

health care obligations over 40 years. Id. § 102(b) (to be enacted as proposed 5

U.S.C. § 8909a(d)(3)(A)).

3. The Postal Service would be allowed to ask the Commission to

waive an annual installment payment—and extend the 40-year period for

amortizing retiree benefit obligations—if the Service achieved specified levels

of financial stability and service quality. Id., proposed § 8909a(d)(4)(C)(i)-(ii).

If the Postal Service failed to make a prefunding payment without seeking a

waiver, the bill would protect captive mailers against a rate increase. Id.,

proposed § 8909a(d)(3)(C)(iii).

4. The postal retiree health benefit system would be integrated with

Medicare. Id. § 101. “This reform would significantly reduce or eliminate the

Postal Service’s projected unpaid health care liabilities and would be fully paid
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for.” See The Postal Service Reform Act of 2018: Improving Postal Operations,

Service, and Transparency Highlights (March 22, 2018).

5. While the Commission would be authorized to impose above-CPI

increases on “underwater” products in certain circumstances, the Commission

would first need to “determine whether any operational decisions of the Postal

Service have caused any direct or indirect costs to be inappropriately

attributed to any underwater product”; quantify the impact of any such

operational decision; and net out any costs so inflated or inappropriately

attributed before imposing any surcharge on “underwater” products; among

other requirements. S. 2629, § 207(c)(2). And the Commission would be

required to “account for the cultural and information value that underwater

products … have to the mail.” Id., § 207(c)(3).

6. If the Commission were to finish the current proceeding before

the Senate bill became law, Commission would be required to reopen the case

for reconsideration and revise any final rule and supporting findings to account

for the effects of the legislation. S. 2629, § 207(c)(4).

The pendency of the Senate and House bills underscores what the record

in this case should independently make clear. The Commission should not—

and need not—issue final rules in this docket before remedying the deficiencies

in the current proposal. A rush to judgment would benefit neither mailers nor

the Postal Service. Rather, the Commission should work jointly with Congress,

the mailers and the Postal Service to seek the comprehensive solution that a

solo Commission effort cannot produce.
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Appendix A

As NPPC et al. noted in their initial comments, most of reduction in the

unit attributable costs of market dominant mail in recent years has been due

to the shift in the market-dominant product mix from higher-cost to lower-cost

products, not increased efficiency.26 We agree with this assessment. Several

trends in product mix have lowered the unit cost of market dominant products.

First, transfers of several kinds of parcels to the competitive product list

caused a sharp decline in the volume of higher-cost market dominant parcels.

Specifically:

• First-Class Mail Commercial parcels shifted to the First-Class

Package Service competitive product category as of October 1,

2011.27

• Essentially all Standard Mail Machinable and Irregular parcels

shifted to a Lightweight category under Parcel Select as of January

22, 2012.28

• Parcel Post shifted to the new Standard Post competitive product

category as of January 27, 2013.29

26 Comments of National Postal Policy Council, Major Mailers Association, and

National Association of Presort Mailers (March 1, 2018) (“NPPC comments”)

at 12.

27 Revenue, Pieces & Weight (RPW) FY 2012.

28 Revenue, Pieces & Weight (RPW) FY 2012.

29 Revenue, Pieces & Weight (RPW) FY 2013.



A-2

• First-Class Mail Retail parcels shifted to the First-Class Package

Service competitive product category as of September 3, 2017.30

Second, the product mix market dominant mail also experienced a major

shift from higher-cost First-Class Mail to lower-cost Standard Mail. First-

Class Mail went from 45 percent of Market Dominant Mail in 2007 to

41 percent in 2017, while Marketing Mail increased from 49 to 54 percent over

the same period. ANM et al.-LR-RM2017-3-5.xlsx, “Tables 1 & 2”.

Third, First-Class Mail experienced a sizeable shift from Single Piece

Letters to Presort Letters. Single Piece Letters dropped from 45 percent of

First-Class Letters in 2007 to 33 percent in 2017, while Presort Letters

increased from 56 percent to 67 percent of First-Class Mail over the same

period. Id.

In fact, holding product mix constant (at the FY 2017 product mix), real

market dominant unit prices increased over the last decade:31

30 Revenue, Pieces & Weight (RPW) FY 2017.

31 We analyze the change from FY 2008 to FY 2017 because of the substantial

redefinition of products between FY 2007 to FY 2008, which makes a constant-

mix comparison difficult for a period starting in FY 2007.
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Real Unit Market Dominant Attributable Cost at FY 2017 Product Mix

Source: ANM et al.-LR-RM2017-3-5.xlsx, “FY08 v FY17 (FY17 Distribution)”.

The above comparison does not take into account the reductions in unit

market dominant costs resulting from increased worksharing of each product.

The increased worksharing reduces the Postal Service’s workload within each

product, so even with no productivity increase, the real unit market dominant

attributable cost (holding product mix constant) should have declined over the

last decade.

Notable Changes in Presort Mix

FY 2007 FY 2017

% of First-Class Mail Automation Letters Sorted to 5-Digit 41% 67%

% of USPS Marketing Mail Automation Letters Sorted to 5-Digit 47% 73%

% of Periodicals Outside County Pieces Sorted to FSS/Carrier
Route

52% 68%

Source: ANM et al.-LR-RM2017-3-5.xlsx, “Worksharing”

Notable Changes in Destination Entry Mix

FY 2007 FY 2017

% of USPS Marketing Mail Letters Entered at DSCF 36% 73%

% of USPS Marketing Mail Flats Entered at DSCF/DFSS 37% 58%

% of USPS Marketing Mail Carrier Route Entered at DSCF 76% 91%

% of USPS Marketing Mail HD/Sat Letters Entered at DSCF 74% 95%

% of Periodicals Outside County Pounds Entered at DSCF/DFSS 59% 73%

Source: ANM et al.-LR-RM2017-3-5.xlsx, “Worksharing”

$0.175

$0.185

FY 2008 FY 2017

5.5% Increase
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Analysis of Appendix A to the Postal Service’s
Initial Comments filed on March 1, 2018

This appendix has been marked non-

public and filed under seal because it

discusses information that the Postal

Service has claimed to be nonpublic

under 39 C.F.R. § 3007.21(c). Notice

of the USPS of Filing Non-public

Materials (March 16, 2018). Hence,

the rest of the appendix should

treated as confidential and not posted

on the Commission’s website.
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The undersigned parties submit these supplemental comments in

response to Order No. 4574. The order, issued on April 13, granted the

March 16 motion of three of the undersigned parties to unseal Appendix A to

the Postal Service’s March 1 initial comments and Appendix G to the Postal

Service’s March 20, 2017 comments.1 The order also authorized interested

persons to file supplemental comments “specifically limited to discussion of

Appendices A and G” within ten days after the Postal Service’s public filing of

the appendices, which occurred on April 18.

1 Motion of the Association for Postal Commerce, Alliance of Nonprofit Mailers,

and MPA—The Association of Magazine Media for Early Termination of Non-

Public Status of Two Documents Filed Under Seal (March 16, 2018).
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(A)

The Commission’s decision to require full public disclosure of

Appendices A and G was correct for the reasons explained in Order No. 4574.

Unfortunately, the Commission has never ruled on the undersigned parties’

March 8 companion motion to compel the Postal Service to produce the data,

assumptions and analyses underlying the charts.2 Without this information,

nothing more can be said about the charts that has not already been said in

the undersigned parties’ March 30 reply comments.

As the Commission notes, Appendix A consists of a two charts depicting

the losses and negative liquidity that the Postal Service assertedly would

suffer under the existing regulatory system and under the alternative system

proposed in Order No. 4258. Appendix G consisted of similar projections of

Postal Service’s asserted financial performance under the existing regulatory

system. Order No. 4574 at 2-3, 6-7.

The charts, however, are just colored lines on a two-dimensional white

background. The data, assumptions and calculations underlying the values

depicted in the charts are largely a black box. The Postal Service’s original

filing on March 1 included no workpapers for the charts at all. See USPS at 54-

55 (listing some variables supposedly modeled in Appendix A without revealing

their values or the formulas in which they were used).

2 Motion of Alliance of Nonprofit Mailers, Association for Postal Commerce,

and MPA—the Association of Magazine Media for Issuance of Information

Request (filed March 8, 2018).
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On March 16, the Postal Service responded to the undersigned parties’

March 8 motion for information requests by filing what the Postal Service

described as the “data and the quantitative assumptions underlying the net-

loss figures reflected in Appendix A.”3 The March 16 filing was an elaborate

head fake. The supposed “workpapers” were merely conclusory summaries

that left many of the most critical data, assumptions and calculations

underlying the loss and liquidity projections in USPS Appendices A and G

unverified and unverifiable. Appendix B to the March 30 reply comments of

the undersigned parties identified some of the most serious of these

foundational gaps. Neither the Postal Service nor the Commission have

disputed this showing, and the Postal Service has not supplemented its

March 16 “workpapers.” The black box is still largely a black box.

The lack of an adequately verifiable foundation for Appendices A and G

precludes the Commission from relying on them as support for the Postal

Service’s claims. Section 4 of the Administrative Procedure Act, 5 U.S.C. § 553,

bars an agency from relying on “technical studies and data” in a notice-and-

comment rulemaking without “reveal[ing]” them “for public evaluation.”

American Radio Relay League, Inc. v. FCC, 524 F.3d 227, 236 (D.C. Cir. 2008)

(citations omitted). “Public notice and comment regarding relied-upon

technical analysis ... “are ‘[t]he safety valves in the use of … sophisticated

3 Response of the USPS to Motion of ANM et al. for Issuance of Information

Request (March 15, 2018); Notice of the USPS of Filing Non-Public Materials

(March 16, 2018); accord, Order No. 4574 at 5 (describing the supplemental

filing as “two documents (a pdf file and an Excel spreadsheet) containing the

assumptions and showing the derivation of the charts from financial data”).



- 4 -

methodology.’” Id. (citations omitted). It is “a fairly obvious proposition that

studies upon which an agency relies in promulgating a rule must be made

available during the rulemaking in order to afford interested persons

meaningful notice and an opportunity for comment.” Id. at 237; accord,

California Wilderness Coalition v. U.S. Dept. of Energy, 631 F.3d 1072, 1090-

91 & n. 12 (9th Cir. 2011). “To allow an agency to play hunt the peanut with

technical information, hiding or disguising the information that it employs, is

to condone a practice in which the agency treats what should be a genuine

interchange as mere bureaucratic sport. An agency commits serious procedu-

ral error when it fails to reveal portions of the technical basis for a proposed

rule in time to allow for meaningful commentary.” Connecticut Light and

Power Co. v. NRC, 673 F.2d 525, 530-31 (D.C. Cir. 1982). See also TNS Media

Research, LLC v. TRA Global, Inc., 984 F.Supp.2d 205, 238-39 (S.D.N.Y. 2013)

(dismissing a party’s claim because of the party’s “Dance of the Seven Veils”

tactics in response to the requests of opposing parties for documentation of the

claim).

The Postal Service, undoubtedly aware that encouraging the

Commission to rely on Appendices A and G without providing adequate

supporting workpapers for the charts was a mistake, has backpedaled from its

original claims about the probative value of the appendices. The Postal Service

now maintains that its purpose for offering Appendix A was “limited”; the

appendix merely “illustrates the general magnitude to which the Commission’s

proposed alteration of the system is deficient based on the assumptions” of that

model; and the Postal Service “did not propose that the Commission design a
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modified system predicated on the set of projections in Appendix A” and never

intended to have the Commission “rely on projected volumes or costs for

purposes of establishing an appropriate revenue target or rate design over the

next 5 years.” Notice of the USPS of Filing Non-Public Materials (March 16,

2018) at 1 & 3; accord, USPS Response to Motion of PostCom et al. for Early

Termination of Non-Public Status of Two Documents Filed Under Seal

(March 23, 2018) at 3 (“Appendix A is used only to ‘illustrate the likely impact

of … the shortcomings’ in the Commission’s proposed system, not as an

independent basis for those shortcomings.”). Given the D.C. Circuit precedents

cited above, the Postal Service’s belated downgrading4 of the role of Appendix A

to a mere “illustration” without probative value was the only prudent course.

(B)

As ill-documented as Appendix A is, it nonetheless amounts to a

powerful if inadvertent admission by the Postal Service. The appendix

confirms the hollowness of the Postal Service’s claimed need for steeper rate

increases on market-dominant mail products. As explained above, a valid

estimate of the Postal Service’s legitimate financial needs must reflect the

Postal Service’s actual projected growth in revenue and reasonable assump-

tions about the productivity growth and cost control that the Postal Service

4 The original role of Appendix A in the Postal Service’s case was hardly as

modest as the Postal Service now claims. See USPS at 7-8 (stating without

qualification that “Appendix A contains two charts projecting the Postal

Service’s losses and liquidity over five years, assuming the continuation of the

current system or, alternatively, the addition of 2 percent points of

supplemental rate authority”); id. at 54-55, 63-64, 66 n. 170, 68 n. 173, 70

n. 175.
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could reasonably achieve. Modifying a few of the stated assumptions of

Appendix A in this direction, while leaving the other values and assumptions

underlying the appendix unchanged, transforms the Postal Service’s projected

financial results during the period at issue from the losses projected in the

appendix to healthy profits. Because the Postal Service has filed both the

appendix and the “workpapers” ostensibly supporting it as nonpublic

documents, we cannot disclose our analysis or results here. But they are set

forth in nonpublic Appendix B to the March 30 reply comments of the

undersigned parties.



- 7 -

Respectfully submitted,

Matthew D. Field
Ian D. Volner
Christopher L. Boone
VENABLE LLP
600 Massachusetts Avenue, N.W.
Washington DC 20001
(202) 344-8281
mfield@venable.com
idvolner@venable.com

Counsel for Association for Postal
Commerce

David M. Levy
Eric S. Berman
VENABLE LLP
600 Massachusetts Avenue, N.W.
Washington DC 20001
(202) 344-4732
dlevy@venable.com
esberman@venable.com

Counsel for Alliance of Nonprofit
Mailers and MPA–The Association of
Magazine Media

Hamilton Davison
President & Executive Director
AMERICAN CATALOG MAILERS

ASSOCIATION, INC.
PO Box 41211
Providence, RI 02940-1211
(800) 509-9514
hdavison@catalogmailers.org

Christopher Oswald
Vice President of Advocacy
DATA & MARKETING ASSOCIATION

225 Reinekers Lane, Suite 325
Alexandria, VA 22314-2856
(202) 861-2414
coswald@thedma.org

David J. Steinhardt
President & CEO
IDEALLIANCE

1800 Diagonal Road, Suite 320
Alexandria, VA 22314-2862
(703) 837-1066
dsteinhardt@idealliance.org

April 30, 2018

dirmk
Highlight
Hamilton Davison
President & Executive Director
AMERICANCATALOGMAILERS
ASSOCIATION, INC.
PO Box 41211
Providence, RI 02940-1211
(800) 509-9514
hdavison@catalogmailers.org




Review of the Postal Regulatory 
Commission’s Annual Compliance 
Determination (ACD) for FY 2017 

ACDs contain the findings of the Postal Regulatory Commission’s (PRC) Annual Compliance 
Reviews, which begin just after the USPS files its Annual Compliance Report. This summary is for 
FY 2017. It focuses mainly on the pricing of Marketing Mail Flats (MMF) and Marketing Mail Carrier 
Route (CR). It does not cover service. Separately, the Commission issues a Financial Analysis. 
Copies are available from ACMA. (ACMA provides a portion of the ACD in the expanded PDF 
version of the Forum attendee book.) 

Note: Commercial (as opposed to nonprofit) portions of three flats “products” are used by 
catalogers:   

1. Flats (including 5d, 3d, ADC, and MxADC, automation and non),  

2. CR (> 99% flats), and  

3. High-Density and Saturation Flats and Parcels (HD-SAT, 16.2% High-Density, 7.5% High-

Density Plus, and 76.4% Saturation).  

Each of these has dropship categories. Flats is 95.9% automation. Of Flats, 57.8% is dropshipped 
to DSCF, 16.5% to NDC: 71.5% is 5-digit. Of CR, 91.5% is dropshipped DSCF and closer, 6.2% is 
NDC. 

Prior Compliance Reviews 

 In its 2010 ACD, the Commission found Flats 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 MMF rates 1.05 or more times the CPI cap. In the ACDs for 2011 through 2016, 
the Commission continued to express concern over Flats, but did not make specific 
findings of non-compliance.  

Going into This Compliance Review 

 For FY 2017, the cost coverage of Flats was 73.9%, down from 79.8% in 2016. 

 The cost coverage of CR was 124.1%, down from 137.5%. 

 The cost coverage of HD-SAT, used in limited degree by catalogers, was 157.1%, down 

from 168.4%. About 76% of HD-SAT is Saturation 

 For the Commercial portions of Flats and CR combined, the cost coverage is 100.7%. 

 The FY had two sets of rates in it. Under the first set, FSS rates existed. This mixture 

affected volumes and cost coverages. 

 USPS continued to support its plan for Flats 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. 

 ACMA raised questions about the costs, the effects of the low nonprofit rates, catalog 

demand elasticity, whether Flats and CR should be combined for evaluation purposes, 

whether it is wise to use cap space on declining products, whether some Flats mailers 

might drop addresses where they can’t achieve CR status, and argued that, considering all 

circumstances, MMF is not out of compliance.  

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

Marketing Mail. 

 Valpak submitted reply comments only, saying the rates for Flats are illegal. It said similar 

things in the 10-year review of the rate system. 

Notes: (1) Although actual rate changes are largely by Postal Service choice, if the rates for the 
Marketing Mail (MM) class stay up against the cap, an above-cap increase for one MM product 
must be accompanied by below-cap increases for one or more other MM products. 

Results of This Compliance Review 

In Marketing Mail Flats, the only workshare passthrough over 100% was the rate difference 
between non-auto MxADC and auto MxADC, at 190%. One reason this is important is because all 
auto hangs on it. The Commission found it acceptable as an exception to support automation but 
said USPS should continue a past commitment to reduce the passthrough. Also, the PRC wants a 
report in 90 days on a USPS reevaluation of its barcode strategies and its effect here. Because 
95.8% of the volume is auto, adjustments here will have a muted effect on auto mailers. 

In Marketing Mail CR (excepting letters and the DDU discount being a little high), the only 
workshare passthrough over 100% is the 5-digit pallet discount, at 111% (discount is 2 cents and 
the avoidance is 1.8 cents). This was not fixed in the recent price adjustments, because the 
avoided cost declined again. The PRC finds that USPS must fix it. 

There were a number of issues for letters, not summarized here. 

The only non-compensatory product of interest to catalogers is MMF, at a cost coverage of 
74.0%. On average, the rates are 13.5 cents/piece below 100% coverage. In a long discussion, 
the PRC did look at the combo of Flats & CR, though not without nonprofit. The PRC found that no 
progress has been made and that USPS must continue the 2010 ACD plan by “proposing above-
average price increases for [Flats],” while working to reduce costs and providing associated 
documentation. As for questions about Flats costs, it referred to its Chapter 6 concern that cost 
savings estimates are needed for Flats initiatives. 

Certain matters were discussed relating to incremental costs. For 2017, attributable costs for 
products are taken as incremental costs, not volume-variable + specific fixed. At the product level, 
this has caused a small increase in costs (given the way incremental costs are estimated). But, 
given their nature and definition, the incremental costs of products cannot be added to get 
incremental costs for classes. The PRC wants class incremental costs. Since the cost coverage of 
the Marketing Mail class is well over 100%, this should not have an effect on Marketing Mail rates. 



Where Does the Cost Coverage Matter for Catalogs Stand? 

The Postal Service reports costs and cost coverages separately for Flats and CR. The 
Commission’s finding in its 2010 ACD was that the coverage of Flats, 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 flats 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 Chapter 6 of recent ACDs, 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 has initiated a 
strategic rulemaking (RM2018-1) to push further on the quantification it seeks. All this is difficult for 
a regulator to do.  

Presumably because other steps have not been successful, and despite the ongoing inquiry into 
the validity of the costs, the Commission decided in its 10-year review of the PAEA system to 
propose that, at least for five years, that Flats get a rate increase that is at least two percentage 
points above the average rate increase for the Marketing Mail class. ACMA submitted comments 
opposing this and arguing that the rate level decision should be part of the flexibility of the Postal 
Service, much as it is now.  



The Postal Service Reform Act of 2018: Improving Postal Operations, Service, and 
Transparency Highlights 

  
For more than two hundred years, the United States Postal Service has served as a critical driver for the American 
economy and a lifeline in our everyday lives. Operating at the center of a massive $1.4 trillion printing, delivery, and 
logistics industry that employs approximately 7.5 million people, the organization faces financial challenges that 
threaten the long-term viability of America’s largest retail network. The Postal Service processes and delivers nearly 
half of the world’s mail without using any taxpayer dollars to operate. We cannot stand idly by and let this affordable 
and accessible mail service falter, especially given the importance of mail service to rural communities. In addition to 
reporting net losses for the 11th year in a row and defaulting on their legally mandated multi-billion-dollar retiree health 
prefunding payment yet again, the Postal Service also, for the first time, missed payments they owe to the federal 
retirement system in 2017—for a combined total of $6.9 billion. For years now, the onerous prefunding schedule for 
future retiree healthcare obligations has put the Postal Service in a place where it must cut costs—often at the price of 
service—and ultimately prevents them from investing in the infrastructure they so desperately need. This aggressive 
schedule, coupled with the Great Recession of 2007-2009, the growth of ecommerce, and declining mail volume (a 5 
billion piece drop in 2017) have all hit the Postal Service hard, and it is long past time for Congress to do its job. While 
the Postal Service’s challenges are serious, they are also solvable through needed legislative reforms. The Postal 
Service impacts every American household 6-days of the week, 52-weeks a year. It is time for Congress to push 
political barriers aside, protect the American taxpayer, and give this vital institution the tools it needs to thrive in the 
21st century.  
 
H.R. 756 is the bipartisan House bill that passed out of the House Oversight and Government Reform Committee in 
March of 2017 on a bipartisan voice vote. The Carper-Moran-Heitkamp-McCaskill package is based off of H.R. 756, 
with crucial additions like strong service protections that are needed by rural members and the Senate.  
 
The bipartisan Carper-Moran-Heitkamp-McCaskill package of postal reforms: 
 

 Allows the Postal Service to take a step taken by virtually all large businesses by coordinating its retiree health 
care system with Medicare, gaining efficiencies and saving a significant amount of money over time. This 
reform would significantly reduce or eliminate the Postal Service's projected unpaid health care liabilities and 
would be fully paid for. 

 Eliminates the current aggressive retiree health prefunding requirement by allowing the Postal Service to pay 
down any remaining health care obligations over 40-years, while at the same time protecting taxpayers by 
requiring the Postal Service to set aside far more funding for health care than any other large business 
currently does. 

 
 Restores half of the 4.3 percent emergency rate increase put into place after the recession to provide sufficient 

revenue for the short term until the Postal Regulatory Commission can complete the comprehensive review of 
the postal rate system required under law.  

 
 Includes service reforms that put the postal customer first by improving mail service performance across the 

country, while also requiring transparency and enforcement to ensure the Postal Service’s accountability. 
Service performance would also be stabilized by preserving current service standards for at least 2-years.  

 
 Requires the Postal Regulatory Commission to complete a study of affordable options and timetables for 

improving services and gives the Commission additional authorities to ensure service improves.   
 

 Enhances transparency by improving management, effectiveness and efficiency of Postal Service operations, 
costing systems, customer service and contracting efforts. 
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Chart 1: Projected net losses with a CPI-only price cap, a CPI+2 price cap, and two volume scenarios 
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ABOUT THESE CHARTS: As part of its comments in the PRC's 10-year review of the ratemaking system, the Postal Service submitted a 5-year forecast. Originally filed under seal, several parties requested it be unsealed, which it was in these two charts. The starting point is two volume forecasts at CPI rates, one basic forecast (baseline) and one optimistic forecast. We believe these forecasts were made for all market-dominant and competitive products, in detail. This means they must have assumed rates for the competitive products, which are not capped. Then, the same two forecasts are made at CPI+2% rates, the extra 2% being the key component in the PRC’s proposal to put the Postal Service on a path to financial stability. 
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Chart 2: Projected liquidity with a CPI-only price cap, a CPI+2 price cap, no defaults on retirement-related 
obligations, and two volume scenarios 
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ADDITIONAL ACMA COMMENTS: Note that the vertical axis of the first chart is the net income of the overall Postal Service assuming it meets its financial obligations, i.e., does not default on any legitimate obligations.  Also, (1) we have reason to question whether any repayment of its $15 billion in debt is counted as a cost and (2) this includes only obligations as now constituted, meaning in particular that it includes neither repayment of the $34 billion health-prefunding default nor any current health prefunding. The prefunding stopped in 2017. It is true, of course, that the legislative proposals now being considered would affect this forecast. Please review these two charts and feel free to ask questions during the relevant sessions.
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EXECUTIVE SUMMARY 
This report reviews the Postal Service’s performance in Fiscal Year (FY) 2017, 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 
(ACD) 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 2017 were not in compliance with chapter 36 of Title 
39 of the United States Code and whether any service standards in effect during FY 2017 
were not met. The Commission’s review in this year’s ACD is based on the rates approved 
in Docket No. R2017-1 and all the rates in effect during FY 2017 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 2017. 
The Commission will also issue a separate report on the Postal Service’s FY 2017 Annual 
Performance Report and FY 2018 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 42 workshare 
discounts, finding that 20 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 7 of the 20 workshare discounts that were not in compliance with section 3622(e), 

the prices approved in Docket No. R2018-1 align the discounts with avoided costs or 
eliminate the discount; therefore, no further action is required. 

 For the 13 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. 

 
Additionally, for the Periodicals class, the Commission finds that the Postal Service 
meaningfully addressed the FY 2016 ACD directives to report on the cost and contribution 
impact of worksharing and progress in improving pricing efficiency. The Commission 
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directs the Postal Service to continue reporting on Periodicals pricing issues in its FY 2018 
Annual Compliance Report (ACR). 

 Principal Findings: Market Dominant B.
Noncompensatory Products 

In Chapter 3, the Commission identifies 10 noncompensatory Market Dominant products: 
Periodicals In-County, Periodicals Outside County, Standard Flats, Standard Parcels, Media 
Mail/Library Mail, Inbound Letter Post, Stamp Fulfillment Services, Money Orders, 
International Ancillary Services, Inbound Market Dominant PRIME Tracked Service 
Agreement, and the Market Dominant negotiated service agreement (NSA) with PHI 
Acquisitions, Inc. (PHI). 
 
With respect to Periodicals In-County, Periodicals Outside County, and Standard Mail Flats, 
the Commission finds that additional transparency is necessary to hold the Postal Service 
accountable. The Commission will continue to explore cost and service issues related to 
flats in Docket No. RM2018-1. 
 
For the Special Services products Money Orders and Stamp Fulfillment Services, the 
Commission finds that revenue was not sufficient to cover attributable cost in FY 2017. The 
Postal Service must investigate the accuracy of the costing methods for Money Orders. 
 
For Inbound Letter Post, the Commission recommends that the Postal Service continue to 
pursue compensatory Universal Postal Union (UPU) terminal dues and pursue bilateral 
agreements with foreign postal operators that result in an improved financial position for 
the Postal Service. The Postal Service is also directed to provide an update on its collection 
of accurate shape-based costing data. 
 
For the 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. The Postal Service suspended the agreement 
during contract year 3. If the Postal Service provides the Commission with an amended 
contract, such filing shall include an estimate of the total contract net financial 
contribution. If an amended contract is not in effect by June 30, 2018, the PHI NSA will 
remain suspended. 
 
For the remaining noncompensatory products, the Commission finds that the Postal 
Service is taking appropriate steps to improve cost coverage. 

 Principal Findings: Competitive Products C.
Rate and Fee Compliance 

In Chapter 4, the Commission finds that revenues for 7 Competitive products did not cover 
attributable costs and, therefore, did not comply with 39 U.S.C. § 3633(a)(2). The 
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Competitive products that did not cover attributable costs are: four domestic NSAs, 
International Money Transfer Service—Outbound (IMTS—Outbound), International Money 
Transfer Service—Inbound (IMTS—Inbound), and International Ancillary Services. The 
Commission directs the Postal Service to take corrective action, including reporting on an 
investigation of cost estimates, reporting on the status of contract negotiations, and seeking 
authority to terminate or renegotiate agreements. 

 Principal Findings: Service Performance D.
and Customer Access 

In Chapter 5, the Commission finds that FY 2017 service performance results improved for 
a majority of products compared to FY 2016 results. Despite these improvements, most 
products failed to meet their service performance targets for FY 2017.  
 

 The Postal Service met its service performance targets for USPS Marketing Mail High 
Density and Saturation Letters, USPS Marketing Mail Carrier Route, USPS Marketing 
Mail Letters, USPS Marketing Mail Parcels, Bound Printed Matter Parcels, Media 
Mail/Library Mail, and most Special Services products. 

 Service performance results for all First-Class Mail products, both Periodicals 
products, USPS Marketing Mail High Density and Saturation Flats/Parcels, USPS 
Marketing Mail Flats, USPS Marketing Mail Every Door Direct Mail—Retail, Bound 
Printed Matter Flats, and Post Office Box Service did not meet their targets. 
 

In the FY 2016 ACD, the Commission directed the Postal Service to provide specific 
information on First-Class Mail Single-Piece Letters/Postcards metrics as part of its FY 
2017 ACR. The Postal Service’s data and its robust narrative responses improve visibility 
into service performance and the Postal Service’s remediation strategy. Moreover, these 
data, provided consistently year over year, may increase the accuracy of evaluating what 
actions contribute to improving service performance results and the relative significance of 
those actions and improvements. 
 
The Commission directs the Postal Service to continue reporting specific information on 
First-Class Mail Single-Piece Letters/Postcards metrics within 90 days of the issuance of 
this report and as part of its FY 2018 ACR. 

 Principal Findings: Flats Cost and Service E.
Issues 

In Chapter 6, the Commission finds that the Postal Service does not have a comprehensive 
plan to measure, track, and report flats cost and service issues. Given the continued decline 
of cost coverage, and service performance issues, the Commission finds additional 
transparency is necessary in these areas to hold the Postal Service accountable. Due to the 
Postal Service’s inability to provide a plan using existing data (or data to be developed) to 
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address systemic and long-standing cost and service issues related to flats processing, the 
Commission initiated a strategic rulemaking to develop proposed reporting requirements 
related to flats operational cost and service issues.1 Using the information provided by the 
Postal Service regarding its data systems and soliciting comments from interested parties, 
the Commission will develop potential data enhancements and consistent reporting 
requirements that will be used to develop metrics to measure, track, and report the cost 
and service performance issues concerning flats. The Commission anticipates that the data 
enhancement and consistent reporting will lead to the development of measurable goals to 
decrease the costs and improve the service of flats

                                                        
1 Docket No. RM2018-1, Advance Notice of Proposed Rulemaking to Develop Data Enhancements and Reporting Requirements for Flats Issues, 
October 4, 2017 (Order No. 4142). 
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2. USPS Marketing Mail Flats 

a. Introduction 

In FY 2017, USPS Marketing Mail Flats had a cost coverage of 74.0 percent.75 As shown in 
Table III-5, cost coverage for USPS Marketing Mail Flats has steadily declined since FY 
2013, when the cost coverage was 85.1 percent. In FY 2017, USPS Marketing Mail Flats had 
the lowest reported cost coverage during the PAEA era. The total contribution for USPS 
Marketing Mail Flats in FY 2017 decreased $50.8 million from FY 2016 to an all-time low of 
-$668.9 million. 
 

Table III-5 
USPS Marketing Mail Flats Cost Coverage and Contribution, FY 2008–FY 2017 

 

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 

FY 2017 74.0% -$668.9 

Total  -$5,175.5 

Source: Library Reference PRC–LR–ACR2017/4. 

 
The Postal Service ascribes the decrease in cost coverage to an increase in attributable cost 
per piece of almost 10 percent since FY 2016, which overshadowed a 2.4 percent increase 
in revenue per piece. FY 2017 ACR at 15. The Postal Service explains that the increase in 
attributable cost per piece is due to the migration of approximately 1 billion USPS 
Marketing Mail Flats to the Carrier Route product.76 Id. at 33. This migration was a reversal 
of the migration of Carrier Route Flats to USPS Marketing Mail Flats that occurred after the 
introduction of FSS prices in FY 2016. FY 2016 ACD at 48. Figure III-2 illustrates the 
migration of Carrier Route Flats into and out of USPS Marketing Mail Flats that occurred 

                                                        
75 The Commission’s cost coverage calculation differs from the Postal Service’s calculation (73.9) because, unlike the Postal Service, the 
Commission includes fees in the revenue for each product. 

76 In FY 2016, there was a migration of Carrier Route Flats to the USPS Marketing 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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from FY 2015 to FY 2017. Prior to FY 2016, USPS Marketing Mail Flats represented less 
than 40 percent of combined Carrier Route and USPS Marketing Mail Flats volume, but in 
FY 2016, USPS Marketing Mail Flats represented nearly 50 percent of the combined 
volume. In FY 2017, USPS Marketing Mail Flats returned to representing approximately 40 
percent of combined Carrier Route and USPS Marketing Mail Flats volume. 
 

Figure III-2 
USPS Marketing Mail Flats and Carrier Route Volume, FY 2012–FY 2017 

 

 
Source: Library Reference PRC–LR–ACR2017/4. 

 
The unit contribution for USPS Marketing Mail Flats declined from -9.7 cents in FY 2016 to -
13.5 cents in FY 2017. FY 2017 ACR at 13. Despite a large decrease in volume, the Postal 
Service reports that total negative contribution increased to $-668.9 million. Id. at 35. 
 
In its review of the financial performance of USPS Marketing Mail Flats for FY 2017, the 
Commission must consider whether the Postal Service complied with its FY 2010 ACD 
directive regarding USPS Marketing Mail Flats. Below, the Commission discusses the 
directive, as well as comments received concerning the financial performance of USPS 
Marketing 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 USPS Marketing Mail Flats. 
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b. FY 2010 ACD Directive for USPS Marketing Mail Flats 

In the FY 2010 ACD, the Commission determined that USPS Marketing 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 

 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.77 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.78 
 
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 FY 
2015 directive is discussed in more detail in Chapter 6 of this Report. In FY 2016, the 
Commission found that no progress was being made toward addressing the FY 2010 ACD 
directive. FY 2016 ACD at 57. 

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

78 Docket No. ACR2010-R, Order on Remand, August 9, 2012, at 4 (Order No. 1427). 
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c. Response to FY 2010 ACD Directive 

In its FY 2017 ACR, the Postal Service reports that it plans to increase USPS Marketing Mail 
Flats prices by at least the consumer price index multiplied by 1.05 in the next general 
Market Dominant price change. FY 2017 ACR at 24. 
 
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 USPS Marketing 
Mail Flats costs; a description of all costing methodology changes made in FY 2016 that 
affect USPS Marketing Mail Flats costs; and the historical and current fiscal year subsidy of 
the USPS Marketing Mail Flats product. Id. at 23-35. The Postal Service avers it is not able to 
provide an estimated timeline for phasing out the subsidy.79 

(1) Operational Changes Designed to Reduce Flats Cost 

The Postal Service describes four ongoing operational steps taken during FY 2017 designed 
to make processing USPS Marketing Mail Flats more efficient: Bundle Operation; Service 
Performance Diagnostics Tool; Lean Mail Processing; and Reduce Bundle Breakage. FY 
2017 ACR at 25-31. In addition, in its Responses to CHIR No. 5, the Postal Service provided 
the FSS Scorecard. See Responses to CHIR No. 5, question 1. 
 
The Postal Service maintains that these initiatives are expected to improve efficiencies and 
productivities, as well as reduce overall USPS Marketing Mail Flats cost. FY 2017 ACR at 25. 
However, the Postal Service is unable to quantify any specific cost reductions associated 
with these operational changes. Id. at 26. 

(2) Costing Methodology Changes in FY 2016 

The Postal Service describes three costing methodology changes that affected USPS 
Marketing Mail Flats costs in FY 2017. Id. at 31-32. First, in Docket No. RM2016-12, the 
Postal Service proposed, and the Commission approved, a change to the Capacity 
Variability for Purchased Highway Transportation Costs. Id. at 31. Second, in Docket No. 
RM2017-8, the Postal Service proposed a change to City Carrier Street Time Parcel 
Proportions. Id. The Postal Service estimates that the combined impact of these two 
changes was to decrease total attributable costs for USPS Marketing Mail Flats by $45 
million. Id. Finally, the Postal Service discusses the inclusion of inframarginal costs in 
attributable costs. Id. at 32. The Postal Service estimates that the inclusion of inframarginal 
costs increased attributable costs by $14 million. Id.  
 
In addition to the costing methodology changes, the Postal Service discusses the impact of 
the removal of FSS prices from the USPS Marketing Mail Flats product. FY 2017 ACR at 32-
34. The Postal Service explains that, from FY 2015 to FY 2016, Carrier Route pieces that 
migrated from the Carrier Route product to the Flats product likely reduced the unit cost of 
USPS Marketing Mail Flats in FY 2016. Id. at 33. The Postal Service further explains that this 

                                                        
79 See Responses of the United States Postal Service to Questions 1-10 of Chairman’s Information Request No. 5, January 26, 2018, question 4 
(Responses to CHIR No. 5). 
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migration was reversed in FY 2017, which likely resulted in an increase in unit attributable 
cost for USPS Marketing Mail Flats. Id. at 34. 

(3) Historical and Current Fiscal Year Subsidies 

The Postal Service provides the historical and current fiscal year subsidy of the USPS 
Marketing Mail Flats product. Id. at 34. However, the Postal Service 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. Responses to CHIR No. 5, question 3.  

d. Comments on USPS Marketing Mail Flats 

The Commission received comments from the American Catalog Mailers Association 
(ACMA),80 the Association for Postal Commerce (PostCom),81 and the Public 
Representative82 regarding the financial performance of USPS Marketing Mail Flats in FY 
2017. The Postal Service, PostCom, and Valpak83 filed reply comments related to USPS 
Marketing Mail Flats.84 The comments generally address USPS Marketing Mail Flats cost 
coverage and compliance with the Commission’s USPS Marketing Mail Flats FY 2010 ACD 
directive. 

(1) USPS Marketing Mail Flats Cost Coverage 

ACMA states that if the commercial portions of Carrier Route and USPS Marketing Mail 
Flats were combined, the resulting cost coverage would have been 100.7 percent in FY 
2017, down from 105.1 percent in FY 2016. ACMA Comments at 2. Using this metric, ACMA 
argues that catalogs cover their costs. Id. ACMA also asserts that USPS Marketing Mail Flats 
are a residual category for catalog mailers, and “[u]sing price-cap authority on volumes 
trending downward does not result in the revenues expected.” Id. at 8 (footnote omitted).  
 
Both the Postal Service and Valpak85 filed comments in Response to ACMA. The Postal 
Service states that it will consider ACMA’s applicable points on flat-shaped product 
similarities when setting its prices. Postal Service Reply Comments at 5. In its reply 
comments, Valpak asserts that the USPS Marketing Mail Flats product must be evaluated on 
its own. Valpak Reply Comments at 2. Valpak states that “there is no assurance and no basis 
to believe that any cost reduction efforts would be successful.” Id. at 8. Therefore, Valpak 
contends that the Commission has the tools to adjust USPS Marketing Mail Flats prices 
through the ACR. Id.  

                                                        
80 Initial Comments of the American Catalog Mailers Association, February 1, 2018 (ACMA Comments). 

81 Comments of the Association for Postal Commerce, February 1, 2018 (PostCom Comments). 

82 Public Representative Comments, February 1, 2018 (PR Comments). 

83 The Valpak Franchise Association, Inc. Reply Comments on the United States Postal Service FY 2017 Annual Compliance Report, February 12, 
2018 (Valpak Reply Comments). 

84 Postal Service Reply Comments; PostCom Reply Comments. 

85 Valpak suggests that the Commission evaluate the reasonableness of USPS Marketing Mail Flats using the metric from Order No. 4257. Valpak 
Reply Comments at 3-6. The Commission discusses that suggestion in the “Other Issues” section of this Chapter. 
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(2) Compliance with the Commission’s USPS Marketing 
Mail Flats FY 2010 ACD Directive and Flats Cost 

The Public Representative, Postcom, and ACMA filed comments regarding the pricing and 
cost directives related to USPS Marketing Mail Flats. The Public Representative notes that 
the Postal Service’s scheduled rate increases “provide a necessary component of the Postal 
Service’s broader strategy to stabilize the cost coverage” of USPS Marketing Mail Flats. PR 
Comments at 34. Regarding the USPS Marketing Mail Flats costs, she states that she “cannot 
conclude that the Postal Service has not complied with Commission directives to report on 
the impact of its operational initiatives to reduce USPS Marketing Mail Flats cost.” Id.  
 
PostCom highlights the growth of the USPS Marketing Mail Flats revenue shortfall and 
reiterates its concern from FY 2016 about the Postal Service’s inability to determine the 
impact of operational decisions on costs. PostCom Comments at 7-8. 
 
ACMA asserts that the Commission should not direct the Postal Service to increase USPS 
Marketing Mail Flats prices due to issues in costs related to mail mix changes, lost 
economies of scale, anomalies in delivery times, and increases in the costs for 
transportation, labor and equipment. ACMA Comments at 5-7, 9-15, 20.  
 
In its reply comments, Valpak contends that USPS Marketing Mail Flats remain 
noncompliant, and the annual negative contribution will continue if the FY 2010 ACD 
Directive is left unchanged. Valpak Reply Comments at 2-3. Valpak states that it would 
extend the application of analytical tools in Order No. 4257 to question the reasonableness 
of USPS Marketing Mail Flats rates. Id. at 3-4. Specifically, Valpak contends rates for USPS 
Marketing Mail Flats were not reasonable because they threatened the financial integrity of 
the Postal Service. Id. at 4. Valpak asserts that the Commission should address the 
reasonableness of USPS Marketing Mail Flats rates in this proceeding rather than waiting 
for the conclusion of the ongoing proceeding in Docket No. RM2017-3.86  
 
The Postal Service replies to comments from ACMA and PostCom regarding issues related 
to Flats costs. The Postal Service contends that Docket No. RM2018-1 is the appropriate 
docket to address flats costs. Postal Service Reply Comments at 5-6. The Postal Service also 
asserts that it is not indifferent to the effect of operations on Flats costs. Id. 

e. Commission Analysis 

The cost coverage for USPS Marketing Mail Flats was 74.0 percent in FY 2017. The FY 2017 
cost coverage is now the lowest recorded cost coverage for USPS Marketing Mail Flats in 
the PAEA era. As shown in Table III-6, the significant increase in unit attributable cost 
resulted in a unit contribution of -13.5 cents in FY 2017, a 3.8 cent decline from FY 2016. 
 

                                                        
86 Id. Valpak is correct that the Commission found rates for USPS Marketing Mail Flats unreasonable in Order No. 4257. The Commission has 
proposed a holistic solution for all underwater products in Docket No. RM2017-3. To the extent Valpak raises issues with the solutions 
presented in the proposed rules related to rates for USPS Marketing Mail Flats, those issues are more appropriate for Docket No. RM2017-3. 
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Table III-6 
USPS Marketing Mail Flats Unit Contribution, FY 2008–FY 2017 

 

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 

FY 2017 38.5 52.0 -13.5 

Source: Library Reference PRC–LR–ACR2017/4. 

 
Two events affected both the unit revenue and unit cost in FY 2017. First, FY 2017 was the 
first full year without the exigent surcharge, which likely reduced unit revenue. Second, the 
migration of Carrier Route mail from the USPS Marketing Mail Flats product likely 
increased both unit revenue and unit attributable cost because the migrating pieces were 
the lowest price categories, which were also the least costly for the Postal Service to 
process.  
 
The migration of mail volume between Carrier Route and USPS Marketing Mail Flats that 
occurred in FYs 2016 and 2017 results in imperfect comparisons of FY 2016 data to FY 
2017 and other fiscal years. One way to normalize the data to better observe unit 
attributable cost, unit revenue, and unit contribution trends is to combine revenue, cost, 
and volume data for USPS Marketing Mail Flats and Carrier Route.87 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. 
  

                                                        
87 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, Annual Compliance Report, December 29, 2010, at 31 n.10. 
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Figure III-3 
Combined USPS Marketing Mail Flats and Carrier Route Unit Revenue, Unit Cost, and Unit 

Contribution, FY 2012–FY 2017 
 

 
 
As shown in Figure III-3, the combined unit contribution from USPS Marketing Mail Flats 
and Carrier Route was negative for the second time in FY 2017. From FY 2016 to FY 2017 
combined unit revenue decreased 3.1 percent and combined unit cost increased 1.5 
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 2017, the Postal Service continued to focus on and develop previous operational 
initiatives to make the processing of flats more efficient. FY 2017 ACR at 25-31; see also 
Responses to CHIR No. 5, question 6. The Postal Service continues to state that it is unable 
to estimate cost savings from any of its current or past operational initiatives. FY 2017 ACR 
at 26. 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; FY 2016 ACD at 56, 171. 
 
The Postal Service reports on metrics related to some operational initiatives. FY 2017 ACD 
at 25-31; Responses to CHIR No. 5, question 1. In FY 2017, some of these metrics improved 
while some deteriorated. Positive improvements include reducing the Work In Process 
cycle time for Flats from FY 2016 to FY 2017 and improving bundle breakage performance 
by 9.4 percent. FY 2017 ACR at 28, 30.  
 

Paul - ACMA
Highlight
Combined USPS Marketing Mail Flats and Carrier Route Unit Revenue, Unit Cost, and Unit Contribution, FY 2012–FY 2017




Docket No. ACR2017    - 94 - 
 
 
 

 

products.151 ASI notes that “UPS, however, does not ask the Commission to reach the merits 
of these issues.” ASI Comments at 1. ASI describes the issue before the Commission in the 
current docket as limited to whether prices in effect in the fiscal year under review were in 
compliance with applicable statutes and regulations. Id. at 3. 
 
The Parcel Shippers Association (PSA) and the American Catalog Mailers Association 
(ACMA) filed reply comments rebutting the claim that more transparency in cost 
allocations is required to verify that Competitive products are not being subsidized.152 PSA 
and ACMA point out that under Commission-approved costing methods, Competitive 
product revenues exceed Competitive product costs. PSA & ACMA Comments at 2. PSA and 
ACMA additionally claim that the $7 billion contribution from Competitive profits is large 
enough that no plausible adjustment to cost methods could materially affect the Postal 
Service’s compliance with the prohibition against cross-subsidies. Id. at 3. 
 
The Postal Service filed reply comments noting that UPS does not challenge the cost models 
directly, but instead “offers various discrete observations that, in [UPS’s] view, cast doubt 
on the models.” Postal Service Reply Comments at 24. The Postal Service characterizes 
UPS’s comments as beyond the scope of the Commission’s ACR review. See id. 
 
The scope of the Commission’s ACR review is limited to determining the Postal Service’s 
compliance with rates and services in FY 2017. 39 U.S.C. § 3653(b). During the statutorily-
limited time allotted for the Commission to review the Postal Service's ACR and issue its 
ACD, there are not sufficient resources to explore, in any meaningful depth, issues relating 
to methods of cost attribution and allocation. Several commenters, such as FoF and NTU, 
make broad statements about the adequacy of the cost models used in the ACR and ACD, 
without any suggestion for improvement. 

 
Such broad-based criticisms are not actionable; further, the cost models at issue have been 
developed under robust litigated proceedings and continually improved and updated over 
the ensuing decades. Should any party have actionable improvements for costing models 
and methodologies, the Commission stands ready to evaluate and work to improve the 
models. See Docket No. RM2016-13, Order Adopting Final Rules on Changes Concerning 
Attributable Costing, December 1, 2016 (Order No. 3641). 
 
Likewise, UPS brings specific criticisms of costing issues and urges the Commission to take 
action, but recognizes that such issues will not be resolved in the ACD. Instead, it asks the 
Commission to prioritize addressing those issues in further proceedings. All of these issues 
raised by commenters relating to the costing methodology and cost attribution for 
Competitive products are more appropriately addressed in a separate proceeding. The 
Commission will continue to work with stakeholders and the Postal Service to improve 

                                                        
151 Reply Comments of Amazon.com Services, Inc., February 12, 2018, at 1 (ASI Reply Comments). 

152 Reply Comments of Parcel Shippers Association and American Catalog Mailers Association, Inc., February 12, 2018, at 1 (PSA & ACMA Reply 
Comments). 
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Table V-1 
Market Dominant Products That Met Annual Service Performance Targets, FY 2017 

 
Class Product 

USPS Marketing Mail 

 High Density and Saturation Letters 

 Carrier Route 

 Letters 

 Parcels 

Package Services 
 Bound Printed Matter Parcels 

 Media Mail/Library Mail  

Special Services 

 Ancillary Services 

 International Ancillary Services 

 Money Orders 

 Stamp Fulfillment Services 

 
The products listed in Table V-2 did not meet their targets for FY 2017. 
 

Table V-2 
Market Dominant Products That Failed to Meet Annual Service Performance Targets, FY 2017 

 
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 (2-Day; 3-5-Day) 

 Outbound Single-Piece First-Class Mail International 
(Combined) 

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

USPS Marketing Mail 
 High Density and Saturation Flats/Parcels 

 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 2016 
directives related to First-Class Mail Single-Piece Letters/Postcards. The Commission then 
analyzes the Postal Service’s FY 2017 service performance results by class of mail. 

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 in the third quarter of FY 2011. 
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Table V-4 
Mail in Measurement and Excluded from Measurement, 

by Percentage, FY 2015–FY 2017 
 

 
Percentage of mail in 

measurement 

Percentage of mail 
entered at Full-Service 

IMb prices and 
included in 

measurement 

Percentage of mail 
processed as Full-
Service IMb, but 
excluded from 
measurement 

 
FY 

2015 
FY 

2016 
FY 

2017 
FY 

2015 
FY 

2016 
FY 

2017 
FY 

2015 
FY 

2016 
FY 

2017 

First-Class Mail          

Presorted 
Letters/Postcards 

52.7 62.5 64.89 60.2 70.2 72.18 39.8 29.8 27.82 

Flats 12.8 54.1 54.53 54.2 72.4 69.57 45.8 27.6 30.43 

USPS Marketing Mail*          

High Density and 
Saturation Letters 

58.8 68.8 72.46 

Data Not 
Available 

78.97 

Data Not 
Available 

21.03 

High Density and 
Saturation Flats/Parcels 

21.9 36.6 37.39 60.44 39.56 

Carrier Route 53.8 69.6 72.39 79.72 20.28 

Letters 56.0 69.1 72.62 80.79 19.21 

Flats 45.0 59.0 61.36 73.87 26.13 

Every Door Direct 
Mail–Retail  

28.0 63.2 63.93 Not Applicable 

Parcels 30.4 44.5 45.09 Data Not Available 

Total USPS Marketing 
Mail 

50.3 63.8 66.72 65.2 76.7 79.19 34.8 23.3 20.81 

Periodicals  

In-County 

Data 
Not 

Availa
ble 

7.4 7.88 
Data Not Available 

Outside County 46.7 57.0 60.94 

Total Periodicals 42.7 52.4 55.77 61.6 68.1 71.18 38.4 31.9 28.82 

Package Services  

Bound Printed Matters 
Flats 

10.1 11.4 11.81 38.2 43.5 42.62 61.8 56.5 57.38 

Note: The total number of Full-Service IMb Pieces was unavailable at the product level for USPS Marketing Mail in FY 2017 Q1. Therefore, 
the percentage of mail entered at Full-Service IMb prices and included in measurement and percentage of mail processed as Full-Service 
IMb but excluded from measurement for each USPS Marketing Mail product are based on the data from FY 2017 Q2 to FY 2017 Q4. 
Responses of the United States Postal Service to Questions 1-8 of Chairman’s Information Request No. 11, February 7, 2018, question 8 
(Responses to CHIR No. 11). 

Source: FY 2015 ACD at 100; FY 2016 ACD at 97; Responses to CHIR No. 11, question 8. 
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The Postal Service cites four main reasons why mailpieces are excluded from 
measurement.171 First, “No Start-the-Clock” occurs when the Postal Service lacks a 
container unload scan or is unable to identify the Facility Access and Shipment Tracking 
(FAST) appointment associated with the container. Id. Without an initial scan or an 
identified FAST appointment, the Postal Service cannot decipher when the measuring 
process should begin and therefore excludes these mailpieces from measurement. See FY 
2016 ACD at 98. 
 
Second, “Long Haul” occurs when a mailpiece verified at a Detached Mail Unit (DMU) is 
transported by the Postal Service to a mail processing facility in a different district than the 
DMU. Docket No. PI2016-1 Responses to CHIR No. 1, question 4. The Postal Service 
considers this an operational failure because it results in a loss of visibility of the mailpiece. 
See FY 2016 ACD at 98. 
 
Third, “No Piece Scan” occurs when no automation scan is reported for the mailpiece. 
Docket No. PI2016-1 Responses to CHIR No. 1, question 4. The Postal Service excludes 
these mailpieces from measurement due to incomplete data. See FY 2016 ACD at 98. 
 
Fourth, “Invalid Entry Point for Discount Claimed” occurs when the discount Entry Point 
claimed by the mailer in electric documentation (eDoc) is invalid for the entry point and 
destination of the mailpiece. Docket No. PI2016-1 Responses to CHIR No. 1, question 4. The 
Postal Service excludes this mail from measurement due to invalid data. See FY 2016 ACD 
at 98. 
 
Table V-5 displays the top three reasons that a mailpiece was excluded from measurement 
as well as the corresponding percentages, disaggregated by quarter in FY 2016 and FY 
2017. The main reasons cited in FY 2016 are consistent with those referenced in FY 2017. 
  

                                                        
171 See Docket No. PI2016-1, Responses of the United States Postal Service to Questions 1 Through 5 of Chairman’s Information Request No. 1, 
May 3, 2016, question 4, Excel file “Attach.USPS.Resp.ChIR1.Q4.xlsx,” tab “4. Exclusion Reason Breakdown” (Docket No. PI2016-1, Responses to 
CHIR No. 1). 
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Table V-5 
Reasons of Mailpiece Exclusions, by Percentage, by Quarter, FY 2016–FY 2017 

 

 Class/Reason 
FY 2016 

Q1 
FY 2016 

Q2 
FY 2016 

Q3 
FY 2016 

Q4 
FY 2017 

Q1 
FY 2017 

Q2 
FY 2017 

Q3 
FY 2017 

Q4 

First-Class Mail  

No Start-the-Clock 45.57 46.41 40.11 42.88 43.81 37.08 35.07 36.18 

Long Haul 24.21 24.57 28.91 28.90 31.93 36.92 40.51 40.89 

No Piece Scan 10.54 9.52 10.48 10.06 9.66 7.86 8.09 8.19 

USPS Marketing Mail  

No Start-the-Clock 38.82 55.13 44.24 45.79 43.83 42.06 44.76 43.46 

No Piece Scan 31.69 22.27 31.53 30.80 32.75 30.11 29.09 29.40 

Invalid Entry Point for 
Discount Claimed 

11.48 7.59 7.44 7.55 7.38 10.82 10.49 9.88 

Periodicals  

No Piece Scan 54.49 50.11 65.22 62.96 55.38 56.25 58.38 56.54 

No Start-the-Clock 13.54 28.53 12.07 15.21 16.83 16.12 15.71 15.50 

Invalid Entry Point for 
Discount Claimed 

8.04 5.74 3.35 3.73 3.28 4.29 5.42 5.49 

Package Services  

No Piece Scan 65.89 49.79 68.03 72.59 53.93 61.91 68.32 71.46 

No Start-the-Clock 11.04 34.29 8.45 8.60 7.33 7.06 5.83 8.59 

Invalid Entry Point for 
Discount Claimed 

18.29 10.98 19.67 15.23 19.54 16.10 21.33 14.18 

Source: Docket No. ACR2016, Responses of the United States Postal Service to Questions 1-2 of Chairman’s Information Request No. 23, 
March 3, 2017, question 1 (Docket No. ACR2016, Responses to CHIR No. 23). The FY 2017 data was included in the United States Postal 
Service, Quarterly Service Performance Report, Quarter 4, November 9, 2017, Excel file “ExclusionReasonBreakdownFY17Q4.xlsx,” tab 
“Exclusions” (available at: https://www.prc.gov/docs/102/102451/cover%20lttr%20FY17Q4.pdf). 

f. Proposed Changes to Measurement Systems 

In January 2015, the Commission instituted a proceeding to consider the Postal Service’s 
proposal to develop new internal service performance measurement systems for several 
Market Dominant products.172 Specifically, for First-Class Mail Single-Piece 
Letters/Postcards and First-Class Mail Flats, the Postal Service proposes to replace EXFC 
with a system which measures service performance in three segments: first mile (based on 

                                                        
172 See Docket No. PI2015-1, Notice of Request for Comments and Scheduling of Technical Conference Concerning Service Performance 
Measurement Systems for Market Dominant Products, January 29, 2015. 
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and Saturation Flats/Parcels, Flats, and Every Door Direct Mail—Retail) did not meet their 
service performance targets. 
 
Table V-20 shows service performance results compared to the annual on-time percentage 
targets for all USPS Marketing Mail products from FY 2012 to FY 2017. 
 

Table V-20 
USPS Marketing Mail 

Service Performance Results, FY 2012–FY 2017, by Percentage 
 

 
 

FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 

Target 
 On-
Time 

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 91.0 95.5 

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 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 91.0 91.4 

Letters 90.0 80.7 90.0 85.9 91.0 87.1 91.0 85.8 91.0 90.1 91.0 91.8 

Flats 90.0 59.9 90.0 76.9 91.0 76.2 91.0 73.8 91.0 81.4 91.0 80.4 

Parcels 90.0 N/A 90.0 98.7 91.0 N/A 91.0 98.1 91.0 98.3 91.0 98.2 

EDDM—Retail N/A N/A N/A N/A N/A N/A 91.0 78.5 91.0 75.2 91.0 75.4 

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

Source: FY 2017 Service Performance Report at 12; FY 2016 Service Performance Report at 12; FY 2015 Service Performance Report at 11; FY 2014 Service 
Performance Report at 11; FY 2013 Service Performance Report at 10; FY 2012 Service Performance Report at 10. 

(3) Postal Service Report 

The Postal Service reports on its efforts to improve service performance for USPS 
Marketing Mail. The Postal Service discusses its focus on advancing processing of USPS 
Marketing Mail products, with weekly messaging and visualizations. FY 2017 Service 
Performance Report at 15. The Postal Service also explains that it plans to continue to focus 
on improving service performance for USPS Marketing Mail Flats by “reducing the WIP 
cycle time through targeting decreases in the time between bundle and next handling 
processing . . . .”206 The Postal Service reports that WIP cycle time for USPS Marketing Mail 
Flats decreased from FY 2016 (54 median hours) to FY 2017 (52 median hours), bringing 
WIP cycle time back to the level reported in FY 2015. FY 2017 ACR at 28. 

(4) Comments 

FoF and NTU state that the Postal Service has failed to meet its on-time service 
performance target for USPS Marketing Mail Letters five years in a row. Frontiers of 

                                                        
206 Id. “The Work in Process (WIP) cycle time measures the time between a mailpiece’s arrival at the plant and bundle-to-piece distribution.” FY 
2017 ACR at 28. 
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Freedom Comments at 1; NTU Comments at 1. ACI also remarks on the failure to meet 
service performance goals for USPS Marketing Mail products. ACI Comments at 1. 
 
With respect to the FY 2017 service performance results for USPS Marketing Mail, “[t]he 
Public Representative is encouraged by the Postal Service’s progress.” PR Comments at 8. 
She notes that of the seven USPS Marketing Mail products, in FY 2017 four products met 
their service performance targets and one product (USPS Marketing Mail High Density and 
Saturation Flats/Parcels) remained only 1 percentage point away from its target. Id. She 
observes that this marks improvement from FY 2014 (in which only one USPS Marketing 
Mail product met its target) and FYs 2015 and 2016 (in which only two USPS Marketing 
Mail products met their targets). Id. at 7-8. She also describes how USPS Marketing Mail 
Flats followed its FY 2016 improvement (reporting a 7.6 increase in on-time performance 
from FY 2015 to FY 2016) with a decrease in FY 2017 (reporting a 1.0 decrease in on-time 
performance from FY 2016 to FY 2017). Id. at 7. 
 
The Postal Service echoes the Public Representative’s comments regarding the 
improvement observed in the on-time performance results for USPS Marketing Mail. Postal 
Service Reply Comments at 15. The Postal Service also notes that it “continues to work 
diligently with the Commission to identify and address the root causes of problems with 
service performance, especially with respect to flats.” Id. at 17-18. The Postal Service 
references its provision of information in Docket No. RM2018-1.207 

(5) Commission Analysis 

In prior fiscal years, no more than two USPS Marketing Mail products met service 
performance targets. After five consecutive years of failure to meet the service 
performance target, FY 2017 service performance results for USPS Marketing Mail Letters 
exceeded the target. The FY 2017 service performance results for USPS Marketing Mail 
Letters are consistent with the Commission’s expectation that the Postal Service would 
continue to build on the improvement observed in FY 2016. Similarly, after five consecutive 
years of failure to meet the service performance target, FY 2017 service performance 
results for USPS Marketing Mail Carrier Route also exceeded the target. Therefore, in FY 
2017, the majority of (four of the seven) USPS Marketing Mail products met service 
performance targets. 
 
Three of the seven USPS Marketing Mail products (Flats, High Density and Saturation 
Flats/Parcels, and Every Door Direct Mail—Retail) did not meet the percentage on-time 
service performance target in FY 2017. 
 
For USPS Marketing Mail Flats, FY 2017 marks the sixth consecutive year that the Postal 
Service failed to meet the applicable target. Furthermore, FY 2017 results for USPS 
Marketing Mail Flats declined from the level reported in FY 2016. 
 

                                                        
207 Id. at 18 (citing Docket No. RM2018-1, Responses to CIR No. 1). 
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FY 2017 results for USPS Marketing Mail High Density and Saturation Flats/Parcels remain 
near the 91 percent on-time delivery target. 
 
FY 2017 results for Every Door Direct Mail—Retail increased from the level observed in FY 
2016 but remain well below target. Results for this product have been reported for three 
years only. The target for this product has not been met in any of those three years. 
 
Consistent with the Commission’s observations in the FY 2016 ACD, service performance 
results for USPS Marketing Mail products in the 6-10-Day service standard category, 
measured End-to-End, remain relatively low compared to the results for all Destination 
Entry Mail and other End-to-End service standards. See FY 2016 ACD at 139; FY 2015 ACD 
at 140-41. In FY 2017, End-to-End USPS Marketing Mail with a 6-10-Day service standard 
represented 5.8 percent of total measured USPS Marketing Mail. Responses to CHIR No. 2, 
question 10. Except for 6-10-Day USPS Marketing Mail Letters, FY 2017 service 
performance results for USPS Marketing Mail products in the 6-10-Day service standard 
category have increased for two consecutive years. However, Table V-21 shows that results 
for each product’s 6-10-Day service standard category remain well below the FY 2017 
results at the product level. 
 

Table V-21 
Service Performance Results for USPS Marketing Mail Products with a 6-10-Day Service 

Standard, FY 2012–FY 2017, by Percentage 
 

 
Results for the 6-10-Day Service Standard 

Category 

Results at the product level 
(includes all Service Standard 

Categories) 

 FY 
2012 

FY 
2013 

FY 
2014 

FY 
2015 

FY 
2016 

FY 
2017 

FY 
2017 

High Density and 
Saturation Letters 

82.3 57.9 56.5 57.4 61.5 67.2 95.5 

High Density and 
Saturation Flats/Parcels 

N/A N/A 72.7 54.4 56.9 69.2 90.0 

Carrier Route 74.3 64.5 60.2 60.6 67.0 73.5 91.4 

Letters 55.7 59.8 56.7 48.6 55.4 53.3 91.8 

Flats 59.8 53.1 52.9 45.1 50.3 53.6 80.4 

Note: Numbers in red indicate service performance results reported for the 6-10-Day service standard category that did not meet or exceed the 
annual service performance target for the product. In FY 2012 and FY 2013, the target for all USPS Marketing Mail products was 90.0 percent. In 
FY 2014 through FY 2017, the target for all USPS Marketing Mail products was 91.0 percent. 

Source: See United States Postal Service Quarterly Service Performance Reports, FY 2012–FY 2017, Quarter 4, USPS Marketing Mail–High 
Density and Saturation Letters Scores Report, USPS Marketing Mail–High Density and Saturation Flats/Parcels Scores Report, USPS Marketing 
Mail–Carrier Route Score Report, USPS Marketing Mail–Flats Scores Report, USPS Marketing Mail–Letters Scores Report (available at: 
http://www.prc.gov/documents/quarterly-performance). 

 
The Commission views CLTs occurring during the transit phase of processing as closely 
linked to service performance for USPS Marketing Mail products with a 6-10-Day service 
standard. All seven Postal Service areas report fewer CLTs in FY 2017 than in FY 2015. See 
V.A.3.c.4.ii., supra. These findings are consistent with service performance results 
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improving from FY 2015 to FY 2017 for USPS Marketing Mail products with a 6-10-Day 
service standard. The Commission encourages the Postal Service to continue to improve 
service performance for USPS Marketing Mail with a 6-10-Day service standard by 
decreasing the number of CLTs. 
 
The Commission finds that the Postal Service has met its service performance targets for USPS 
Marketing Mail Letters, USPS Marketing Mail Carrier Route, USPS Marketing Mail Parcels, 
and USPS Marketing Mail High Density and Saturation Letters. The Commission expects that 
service performance results for these products will continue to meet or exceed the FY 2018 on-
time performance target. If the service performance results for these products do not continue 
to meet or exceed the target in FY 2018, the Postal Service shall include a detailed and 
product-specific plan in its FY 2018 ACR for how service performance will be improved. 
 
The Commission directs the Postal Service to apply its data leveraging techniques to improve 
service performance for the USPS Marketing Mail products that failed to meet the applicable 
annual service performance targets. 
 
The Commission expects improvement in service performance results for USPS Marketing Mail 
Every Door Direct Mail—Retail and USPS Marketing Mail High Density and Saturation 
Flats/Parcels. If the Postal Service does not maintain or improve its service performance 
results for these products in FY 2018, the Postal Service shall include a detailed and product-
specific plan in its FY 2018 ACR for how service performance will be improved. 
 
FY 2017 USPS Marketing Mail Flats service performance results declined from the level 
reported in FY 2016. Moreover, USPS Marketing Mail Flats service performance results 
continued to fall substantially short of intended annual performance targets. Pending Docket 
No. RM2018-1 is considering the development of reporting requirements related to flats 
operational cost and service issues. 

c. Periodicals 

(1) FY 2016 Directives 

Finding that FY 2016 “was the fifth consecutive year that Periodicals did not meet its 
service performance target,” the Commission directed the Postal Service to apply its data 
leveraging techniques to improve service performance for Periodicals. FY 2016 ACD at 142. 
To address these products’ service performance results as well as the systemic and long-
standing cost and service issues related to flats processing, the Commission initiated a 
strategic rulemaking to develop proposed reporting requirements related to flats 
operational cost and service issues. Order No. 4142. That proceeding remains pending. 

(2) FY 2017 Results 

FY 2017 annual service performance results for Periodicals increased from FY 2016 levels. 
Table V-22 shows service performance results compared to the annual target of 91.0 
percent on-time for both Periodicals products from FY 2012 to FY 2017. 
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Table V-29 
Comparison of Customer Satisfaction with Market Dominant Products, by Percentage 

FY 2015–FY 2017 
 

Market Dominant  
Class or Product 

Residential Customers 
Small/Medium Business 

Customers 
Large Business Customers 

FY 2015 FY 2016 FY 2017 FY 2015 FY 2016 FY 2017 
FY 

2015
a
 FY 2016 FY 2017 

First-Class Mail 89.22 89.13 89.05 84.77 83.34 84.38 83.27 81.49 77.97 

Single-Piece 
International 85.80 84.80 85.18 82.31 81.34 82.69 82.65 74.37 69.98 

USPS Marketing Mail 85.11 85.49 83.13 80.82 79.87 80.32 79.49 76.89 71.69 

Periodicals 85.50 85.07 85.66 82.42 81.86 82.32 77.10 74.26 70.56 

Media Mail 87.17 86.59 86.04 85.18 84.05 85.10 78.61 74.28 69.15 

Bound Printed Matter --
b
 --

b
 --

b
 81.70 80.11 82.77 76.54 73.40 67.70 

Library Mail 85.10 85.54 87.28 85.43 83.05 85.98 78.66 70.56 66.41 

Results are expressed as the percentage of customers who were Very Satisfied or Mostly Satisfied with a class or product. 
a—Results reported for Quarter 4 only. 
b—Number of responses received did not meet minimum threshold for 90-percent level of confidence 

Source: FY 2017 ACR at 58; FY 2016 ACR at 74; FY 2015 ACR at 59. 

 
The Postal Service recognizes that it must take steps to increase customer satisfaction for 
all customers, including large businesses. FY 2017 ACR at 59. It states that it will continue 
to analyze customer satisfaction results to better understand the key drivers behind them. 
Id. Based on this analysis, the Postal Service asserts that it will be better able to design and 
implement appropriate customer satisfaction improvements. Id. It notes that it will 
improve overall customer satisfaction by enhancing retail technology, upgrading software, 
implementing line queue management systems, and modifying employee training to 
become more customer-centric. Id. The Postal Service also describes plans to address mail 
delivery and carrier performance issues. Id. at 59-62. 

2. Comments 
The Public Representative comments that customer satisfaction with Market Dominant 
products increased slightly for residential and small/medium business customers. PR 
Comments at 19. However, she notes that customer satisfaction for large business 
customers declined for the second year in a row by approximately 4.67 percent on average 
between FY 2016 and FY 2017. Id. 19-21. She asserts that this decline is concerning 
because large business customers are better able to switch to alternate delivery companies 
compared to residential and small/medium business customers. Id. at 19. 
 
Based on her review of the large business customer survey responses, the Public 
Representative makes three recommendations for improving large business customer 
satisfaction with Market Dominant products. First, she recommends that the Postal Service 
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focus on providing a good value for the price and delivering mail in the same good 
condition as its competitors. Id. at 20. Second, she suggests that the Postal Service focus on 
improving management involvement in addressing customer issues to better understand 
the business of large business customers. Id. Third, she recommends that the Postal Service 
examine ways to improve its ability to deliver USPS Marketing Mail to the correct address 
of large business customers. Id. The Public Representative also reiterates a prior 
recommendation that the Commission monitor large business customer satisfaction closely 
to ensure further declines do not occur. Id. at 20-21. 
 
In its reply comments, the Postal Service acknowledges the Public Representative’s 
concerns and asserts that it will continue to identify ways to improve customer delivery 
experience and management’s response to customer issues. Postal Service Reply 
Comments at 20. The Postal Service states that it does not expect either delivery accuracy 
or mail condition to decline for Market Dominant products, but asserts that it will explore 
these concerns. Id. 

3. Commission Analysis 
Customer satisfaction with Market Dominant products remained the same overall for 
residential and small/medium business customers between FY 2016 and FY 2017. Results 
ranged between 80 and 89 percentage points. By contrast, customer satisfaction with 
Market Dominant products for large business customers declined for the second year in a 
row. Customer satisfaction results for large business customers, which ranged from 66 to 
78 percentage points, were far lower than results for residential and small/medium 
business customers. 
 
In the FY 2016 ACD, the Commission directed the Postal Service to take appropriate steps 
to improve customer satisfaction and discuss the reasons for any further declines in 
customer satisfaction. FY 2016 ACD at 157. Although the Postal Service acknowledges the 
decline in large business customer satisfaction, it does not discuss the reasons for this 
decline. The Postal Service states that it will analyze all customer satisfaction results to 
better understand the key drivers behind them. FY 2017 ACR at 59. 
 
The Commission directs the Postal Service to provide an analysis in the FY 2018 ACR to 
explain why large business customer satisfaction declined between FY 2015 and FY 2017. The 
Postal Service must also discuss the reasons for any further declines in customer satisfaction 
for residential, small/medium business, and large business customers. 
 
The Commission finds that the Postal Service should take appropriate steps to improve 
customer satisfaction with Market Dominant products for all customers as outlined in the FY 
2017 ACR. The Commission recommends that the Postal Service monitor the areas identified 
by the Public Representative to ensure that these concerns are addressed in FY 2018. In the FY 
2018 ACR, the Postal Service must describe actions taken to improve customer satisfaction in 
FY 2018 and explain whether actions were effective. 
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CHAPTER 6: FLATS COST AND SERVICE 
ISSUES 

 Introduction A.
The Postal Service continues to face significant challenges in profitably processing and 
delivering flat-shaped mailpieces (flats). 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. 
 
The Commission directed the Postal Service to identify a method to measure, track, and 
report the cost and service performance issues concerning flats. FY 2015 ACD at 181. In 
response, the Postal Service provided a discussion of data systems that could be used to 
measure certain issues relating to flats.240 
 
Citing the compressed nature of ACD proceedings and the need for consistent review of the 
issues, the Commission initiated a strategic rulemaking to explore potential data 
enhancements and develop reporting requirements related to flats operational cost and 
service issues. See Docket No. RM2018-1.  

 FY 2017 Results B.
In FY 2017, the combined attributable costs of Outside County Periodicals and Standard 
Mail Flats exceeded the products’ revenues by $1.3 billion. See Chapter 3, supra, at 44, 50. 
Since FY 2008, the combined attributable costs of Periodicals and Standard Mail Flats 
exceeded their revenues by more than $10.8 billion. Id. 
 

                                                        
240 See Docket No. ACR2015, Third Response of the United States Postal Service to Commission Requests for Additional Information in the FY 
2015 Annual Compliance Determination, July 26, 2016; Docket No. ACR2015, Response of the United States Postal Service to Commission 
Information Request No. 1, November 28, 2016. 
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In FY 2017, service performance improved, however, only USPS Marketing Mail Carrier 
Route met its target, as discussed in detail in Chapter 5. See Chapter 5 at 150 and Table VI-
1. Since inception of the current service performance measurement system, the Postal 
Service has only met one service performance target for flats products. 
 

Table VI-1 
Flats Products’ Service Performance Results FY 2012–FY 2017 

 

Product 
FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 

Target 
% On-
Time Target 

% On-
Time Target 

% On-
Time Target 

% On-
Time Target 

% On-
Time Target 

% On-
Time 

First-Class Mail Flats 3-5 
Day241 92.85 80.00 95.00 77.60 95.25 72.60 95.25 65.28 95.25 70.86 95.25 73.93 

USPS Marketing  
Mail Carrier Route 90.00 70.60 90.00 79.70 91.00 81.40 91.00 82.02 91.00 83.90 91.00 91.36 

USPS Marketing Mail 
Flats 90.00 70.00 90.00 76.90 91.00 76.20 91.00 73.78 91.00 81.40 91.00 80.37 

Periodicals Outside 
County 91.00 68.70 91.00 82.10 91.00 80.80 91.00 77.57 91.00 79.74 91.00 85.32 

Bound Printed Matter 
Flats 90.00 54.30 90.00 62.60 90.00 60.20 90.00 45.20 90.00 53.56 90.00 56.67 

Source: PRC–LR–ACR2017/9. 
 

1. Bundle Processing 
In FY 2015, the Commission found that current data related to bundle breakage do not fully 
indicate the scope and scale of bundle breakage. FY 2015 ACD at 167.  
 
For FY 2017, the Postal Service provided the data in Table VI-2 on Bundle Breakage 
Performance. These data show that the percent of broken bundles increased 0.22 
percentage points. Specifically, the total numbers of bundles decreased 1.02 percent, while 
the number of broken bundles increased 7.11 percent. 
  

                                                        
241 3-5 Day 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 Flats volume 
falls into this category. 
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Table VI-5 
Flats Transportation Costs 

FY 2013–FY 2017 
 

 
FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 

Percent Change 

FY 2013 to FY 

2017 

Cost Segment 14 

Flats Cost 
686,602 669,692 712,179 757,237 628,652 -8.4% 

Flats Volume 23,558,663 22,161,652 21,489,192 20,544,661 19,265,292 -18.2% 

Flats Transportation 

Unit Costs 
$0.0291 $0.0302 $0.0331 $0.0369 $0.0326 12.0% 

Source: PRC–LR–ACR2017/9. 

 
In Docket No. RM2018-1, the Postal Service provided data from SVWeb and Bundle 
Visibility Reports related to transportation. See Docket No. RM2018-1, Response to CIR No. 
1, questions PP5-2 and PP5-3. The Commission will continue to review the data and issue 
information requests to better understand the Postal Service’s capability to develop an 
appropriate metric to measure, track, and report 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 2017. See Table VI-5. When the additional mail processing costs 
associated with the FSS are added to the city carrier in-office costs, the Postal Service spent 
$1.327 billion processing flats to Delivery Point Sequence (DPS) in FY 2017.247 This is 
virtually unchanged from FY 2016, when the Postal Service spent $1.319 billion on 
processing flats to DPS. FY 2016 ACD at 168. This is nearly the same amount spent casing 
flats in FY 2008, when volume was 78 percent higher than FY 2017.248 In FY 2008, the 
Postal Service manually cased all flats because there were no FSS machines. Despite the 
addition of 100 FSS machines and lower volume, the Postal Service spent nearly the same 
total amount in the final sortation operation for flats in FY 2017. 
  

                                                        
247 The cost of FSS processing in MODS and NDC facilities was over $205 million. See Library Reference USPS–FY17–26. 

248 As detailed in Table VI-5, the cost segment 6 in-office cost for flats in FY 2008 was $1.549 billion, $222 million more than the combined FSS 
mail processing and in-office cost of $1.327 billion in FY 2017. As further detailed in Table VI-6, flat volume was 34.35 billion pieces in FY 2008 
and declined to 19.09 billion pieces in FY 2017, which represents a 44.4 percent decline. 
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Table VI-6 
Cost Segment 6: City Delivery Carriers – Office Activity  

Unit Costs FY 2008–FY 2017 
 

Fiscal Year 2008 2009 2010 2011 2012 2013 2014 2015 2016  2017 

CS 6 Flat Costs ($ in millions) 1,549 1,519 1,513 1,442 1,274 1,196 1,139 1,143 1,114 1,119 

Flats Volumes (millions) 34,356 28,773 26,524 25,719 24,081 23,559 22,162 21,489 20,545 19,265 

Unit Costs (cents) 4.51 5.28 5.71 5.61 5.29 5.08 5.14 5.32 5.42 5.81 

Source: PRC–LR–ACR2017/9. 

 
In Docket No. RM2018-1, the Postal Service provided data from the Customer Service Daily 
Reporting System, Service Performance Measurement, Bundle Scanning Visibility 
Scorecard, and Transit-Time Measurement System. See Docket No. RM2018-1, Response to 
CIR No. 1, questions PP6-1, PP6-2, PP6-3, and PP6-4. The Commission will continue to 
review the data and issue information requests to better understand the Postal Service’s 
capability to develop an appropriate metric to measure track and report cost and service 
issues related to last mile/delivery. 

 Comments C.
PostCom, ACMA, and the Public Representative filed comments related to Chapter 6 and 
Docket No. RM2018-1. The Postal Service and Valpak filed reply comments regarding flats 
operational changes and Docket No. RM2018-1.  
 
PostCom states that it appreciates the efforts of the Commission to explore the issue of flats 
costs in a more exhaustive fashion. PostCom Comments at 8. PostCom also suggests that 
open access to Informed Visibility data, with appropriate safeguards, would be beneficial to 
all parties. Id. at 2-3. Based on the Postal Service’s statement that it is unable to estimate 
the impact of operational initiatives on flats costs, PostCom asserts that the Postal Service 
is “indifferent to the importance of understanding how its operational decisions impact the 
costs that it is able to pass directly onto its customers due to its monopoly status.” Id. at 8. 
ACMA is hopeful the additional information requested by the Commission in Docket Nos. 
ACR2015 and RM2018-1 will “further progress on this matter.” ACMA Comments at 17. 
 
Based on the Public Representative’s review, she could not conclude that the Postal Service 
fully followed the Commission’s directives regarding cost reduction for flats. PR Comments 
at 34. Valpak asserts that because the Postal Service is still unable to provide financial 
impacts of operational initiatives, there is no basis to believe any cost reduction efforts will 
be successful. Valpak Reply Comments at 7-8.  
 
In its reply comments, the Postal Service states that “the appropriate forum for addressing 
the flats cost issues raised by the parties is Docket No. RM2018-1.” Postal Service Reply 
Comments at 6. In response to comments from PostCom, the Postal Service asserts that it is 
not “indifferent” to the effect of operations decisions of Flats costs. Id.  

Paul - ACMA
Highlight
ACMA

Paul - ACMA
Highlight
ACMA is hopeful the additional information requested by the Commission in Docket Nos. ACR2015 and RM2018-1 will “further progress on this matter.” 



Docket No. ACR2017    - 182 - 
 
 
 

 

 Status of Docket No. RM2018-1 D.
Since FY 2015, the Commission has attempted to identify and develop metrics to measure, 
track, and report the cost and service performance issues concerning flats. The Postal 
Service has not successfully identified such metrics at this juncture. The Postal Service has 
continued to explore what information it possesses that can be used to develop these 
metrics. The Commission will continue to explore cost and service issues related to flats in 
Docket No. RM2018-1. Using the information provided by the Postal Service regarding its 
data systems and soliciting comments from interested parties, the Commission will develop 
potential data enhancements and consistent reporting requirements that will be used to 
develop metrics to measure, track, and report the cost and service performance issues 
concerning flats. The Commission anticipates that the data enhancement and consistent 
reporting will lead to the development of measurable goals to decrease the costs and 
improve the service of flats. 
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Appendix B: Key Commission Findings 
and Directives Requiring Postal Service 
Action for Annual Compliance Reports 
KEY COMMISSION FINDINGS AND DIRECTIVES REQUIRING POSTAL SERVICE ACTION 
FOR FUTURE ANNUAL COMPLIANCE REPORTS (FY 2017 ACD) 
 
Periodicals Pricing Efficiency: 
 

 The Commission directs the Postal Service to include an updated version of the 
Periodicals Pricing Report in its FY 2018 ACR. The report must include an analysis of 
how the pricing in Docket No. R2018-1 impacted the cost, contribution, and revenue of 
Periodicals in FY 2018 and whether the new pricing improved the efficiency of 
Periodicals pricing in FY 2018. FY 2017 ACD, Chapter 2 at 23. 
 

Marketing Mail Flats: 
 

 The Commission finds that, in FY 2017, no progress was made toward addressing the 
issues it raised in the FY 2010 ACD. Despite the Postal Service efforts to reduce flats 
costs through operational initiatives, unit costs increased substantially from FY 2016. 
The Commission understands that the migration of Carrier Route Flats played a 
significant role in the cost increase due to the migration of low cost pieces. However, 
even when Carrier Route and Flats data are combined, unit costs still increased and 
unit contribution decreased. The Postal Service must continue responding to the 
requirements of the FY 2010 ACD directive by proposing above-average price increases 
for USPS Marketing Mail Flats, striving to reduce USPS Marketing Mail Flats cost, and 
providing the required documentation of those efforts in future ACRs. FY 2017 ACD, 
Chapter 3 at 58. 

 
Money Orders: 
 

 The Commission finds that FY 2017 revenue for Money Orders was not sufficient to 
cover attributable cost. The Commission directs the Postal Service to continue its 
investigation into debit card fee attribution and update the Commission on its 
progress and any potential corresponding methodological changes within 90 days of 
the issuance of this ACD. FY 2017 ACD, Chapter 3 at 63. 
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Market Dominant International NSAs: 
 

 The Commission finds that the Inbound Market Dominant PRIME Tracked Service 
Agreement product did not meet the criteria of 39 U.S.C. § 3622(c)(10). The 
Commission directs the Postal Service to encourage more countries to participate in 
the Inbound Market Dominant PRIME Tracked Service Agreement, as more volume 
exchanged within this agreement should improve cost coverage. In addition, in 90 
days, the Postal Service shall file revised financial workpapers in Docket. No. R2017-3 
to reflect actual year-to-date volume, revenue, and cost in FY 2018. FY 2017 ACD, 
Chapter 3 at 74. 
 

Media Mail/Library Mail 
 

 The Commission finds that FY 2017 revenue for Media Mail/Library Mail was not 
sufficient to cover attributable cost. However, the Postal Service’s approach to improve 
cost coverage through above-average price increases in future Market Dominant price 
adjustments is appropriate. The Commission also encourages the Postal Service to 
explore opportunities to further reduce the unit cost of Media Mail/Library Mail. FY 
2017 ACD, Chapter 3 at 75. 
 

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 3. If the Postal Service provides the Commission with 
the amended contract for review, the filing shall include a volume forecast for the 
remainder of the PHI NSA and an estimate of the total contract net financial 
contribution. If an amended contract is not in effect by June 30, 2018, the PHI NSA will 
remain suspended. FY 2017 ACD, Chapter 3 at 76-77. 
 

Competitive NSAs: 
 

 The Commission provisionally accepts the Postal Service’s estimates of domestic NSA 
attributable costs for purposes of the instant docket. The Commission finds, however, 
that the Postal Service’s estimate of domestic NSA attributable costs employs a new 
methodology, and directs the Postal Service to file a petition for the initiation of a 
proceeding to consider proposed changes in analytical principles for the new 
methodology within 90 days of issuance of this ACD. FY 2017 ACD, Chapter 1 at 11. 
 

 The Commission finds that Priority Mail Contract 123, Priority Mail Contract 183, 
Priority Mail Contract 214, and Priority Mail Contract 228 were not in compliance 
with 39 U.S.C. § 3633(a)(2) in FY 2017. Because Priority Mail Contract 183, Priority 
Mail Contract 214, and Priority Mail Contract 228 are no longer active, no further 
action is required. The Commission directs the Postal Service to report within 30 days 
of issuance of this ACD on the result of its review of the cost model underlying Priority 
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 The Postal Service has continued to pursue more compensatory bilateral 
agreements. However, the cost coverage of Inbound Letter Post declined in 
FY 2017. 

 
 The Commission directs the Postal Service to provide a report on Inbound Letter Post 

service performance as part of the FY 2017 ACR. This report shall include monthly 
service performance reports for Inbound Letter Post, aggregations of weekly failure 
reports, as well as an analysis of the failures and steps being taken to improve service 
performance. FY 2016 ACD, Chapter 3 at 68.  
 

 The Postal Service provided the requested Service Performance data in the 
FY 2017 ACR. 
 

International NSAs: 
 

 The Commission finds that the Inbound Market Dominant Multi-Service Agreements 
with Foreign Postal Operators 1 and Inbound Market Dominant Exprès Service 
Agreement 1 products satisfy 39 U.S.C. § 3622. The Commission directs the Postal 
Service, in future ACR filings, to provide financial documentation to demonstrate that 
noncompensatory bilateral agreements improve the net financial position of the Postal 
Service over UPU default terminal dues rates. FY 2016 ACD, Chapter 3 at 69.  
 

 The Postal Service provided this information in the FY 2017 ICRA. 
 
International Ancillary Services: 
 

 The Commission finds that International Ancillary Services covered its cost as a whole, 
but that Inbound Registered Mail failed to cover its cost. The Commission urges the 
Postal Service to promote greater participation by foreign postal operators in the 
Inbound Market Dominant Registered Service Agreement 1, which provides more 
compensatory prices for Inbound Registered Mail from participating foreign postal 
operators. FY 2016 ACD, Chapter 3 at 70. 
 

 More countries have entered into the Registered Services Agreement, 
although Registered Mail remains noncompensatory. 

 
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. 
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July 24, 2017 

George Sifakis 
Assistant to the President and Director, Office of Public Liaison 
The White House 
1600 Pennsylvania Ave. NW 
Washington, DC 20500 

Stephen Munisteri 
Deputy Director, Office of Public Liaison 
The White House 
1600 Pennsylvania Ave. NW 
Washington, DC 20500 

Dear George & Steve: 

Thanks again for talking with us.   

To recapitulate, $1.4 trillion in sales and 7.5 million private sector jobs remain dependent on 
a postal system that faces financial calamity no later than the end of FY ’18 (insufficient 
financial reserves to meet payroll and deliver mail around the country).  That crossroads 
could come far sooner if the current review of the postal rate setting system ends in 
substantially higher rates, driving much additional mail out of the system.   

HR 756 is essential to staving off this crisis and any likelihood of a taxpayer bailout.  By 
dramatically lowering Postal Service liabilities, primarily by eliminating the need to prefund 
retiree health care costs through following industry best practices and requiring the minor 
percentage of postal employees not enrolled in Medicare to do so by age 65, this bill will 
stabilize postal finances.  And, CBO scores HR 756 at a savings of $6.3 billion. 

The Postal Service is self-sustaining; it receives no taxpayer funds.  The industry, which is 
responsible for 90% or more of postal revenues, would like to keep it that way, and is serious 
enough to sign off on a one-time rate increase in this bill worth nearly $1 billion a year, in 
CBO’s calculation. 

This bill is an opportunity for the White House.  It is bipartisan, with broad bipartisan support, 
approved by the OGR Committee by voice.  And it has accomplished the virtually unique feat 
of uniting business mailers, the postal unions and Postal Service management in support. A 
win here would further the President’s agenda by saving thousands of jobs and preventing 
any partial or full collapse of the system.   



Messrs. Sifakis & Munisteri  
July 24, 2017 
Page 2 of 2 

American Catalog Mailers Association, Inc., A Washington-based 501(c)(6) trade association • www.catalogmailers.org
Business Office: P.O. Box 41211, Providence, RI 02940-1211 • 800-509-9514 • hdavison@catalogmailers.org

As we mentioned this morning, few notice the postal system when it is functioning well; but if 
anything changes, let alone a nationwide cutback in service or broad closures of post offices 
and other facilities, there will be a huge public outcry.  With this bill, we head that potential 
and a bailout off, and the President not only saves jobs, but sustains a still key part of public 
infrastructure. 

Sincerely, 

Hamilton Davison 
President & Executive Director 
American Catalog Mailers Association 
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COMMENTS OF THE  

AMERICAN CATALOG MAILERS ASSOCIATION (ACMA) 

(September 18, 2017) 

 

 In a petition filed July 31, 2017 (“Petition”),1 the Postal Service proposed to 

change the way the 60-percent provision of section 3626(a)(6) is applied.  In Order  

No. 4025 (August 2, 2017), to consider the proposal, the Commission established the 

instant docket and allowed comments no later than September 18, 2017.  For the 

reasons explained herein, ACMA supports the change. 

 In the Marketing Mail class,2 based on applicable billing determinants, the rates 

for Nonprofit mail have been set under the PAEA so that the average revenue per piece 

                                            
1  Petition of the United States Postal Service for the Initiation of a Proceeding to Consider 
Proposed Changes in Analytical Principles (Proposal Eight), July 31, 2017.   
 
2  The full name of the class is USPS Marketing Mail, shortened herein to Marketing Mail.  
Formerly it was designated Standard Mail, and before that third-class.  The name changes were 
not occasioned by fundamental changes in the contents of the class. 
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of all the Nonprofit categories combined is, as nearly as practicable, 60 percent of the 

average revenue per piece of all the Commercial categories combined.  That is, the  

60-percent provision of Public Law 106-384, codified in section 3626(a)(6) and 

unchanged by the PAEA, has been applied at the level of the class.3  In its Petition, the 

Postal Service proposes to apply it instead at the level of the categories designated as 

subclasses at the time the law was passed, to which the law specifically points.  These 

subclasses are the Regular4 subclass (containing all non-ECR mail) and the ECR 

subclass (containing Carrier Route, High Density, High Density Plus, Saturation, and 

Every Door Direct Mail – Retail).  Although these subclasses have not received the 

same attention under the PAEA as before, their identity remains understood and data 

for them are just as available. 

Background 

 The Postal Reorganization Act of 1970 (“PRA”)5 did not speak of subclasses.  

Except for phasing provisions, it required that Nonprofit rates in then-third-class 

(referred to as “mail under former sections … 4452 (b) and (c)”) be set at cost, and it 

authorized appropriations to compensate for the absence of a markup.  In Commission 

proceedings, the notion of subclasses unfolded as useful in ratesetting and the 

Nonprofit and Commercial categories were so designated.  Over time, Congress made 

                                            
3  The 60-percent provision of Public Law 106-384, October 27, 2000, entitled “Reduced 
Rate Mail Modification Provisions,” modified RFRA, as discussed further in the text.  The law 
was not given a short title. 
 
4  The term “Regular” has sometimes been used to refer to Commercial as distinct from 
Nonprofit and sometimes to include ECR as well as non-ECR.  Here it includes Commercial and 
Nonprofit but excludes ECR.  Both Regular and ECR include letters, flats, and parcels. 
 
5  Public Law 91-375, August 12, 1970. 
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The Postal Service Proposal 

 The Postal Service “proposes to return to its pre-PAEA convention of applying 

the [60-percent] rule at the former Domestic Mail Classification Schedule ‘subclass’ 

level, i.e., to … Regular and … [ECR] … separately.”  Petition at 1, fn. omitted.  It points 

out that section 3626(a)(6) requires application at the subclass level and explains in 

some detail that mix effects have prevented a result that is consistent with this 

requirement.  As we noted above, Congress included a separate subparagraph for the 

obvious purpose of preventing mix effects from being a cause of failing to realize  

60 percent at the subclass level. 

 The decision in the first rate adjustment under the PAEA to apply the 60-percent 

rule at the class level was explained in one sentence as based on an observation that 

subclasses were no longer “explicitly defined in the Mail Classification Schedule.”  

Petition at 2, fn. “See Docket No. R2008-1, United States Postal Service Notice of 

Market-Dominant Price Adjustment, February 11, 2008, at 24.”  We have found no 

evidence that the second subparagraph of section 3626(a)(6) and the potential effects 

of mix were considered, which are now causing difficulty.  Since section 3626(a)(6)(A) 

requires focus on the subclasses, and since information on the subclasses is just as 

available now as it was then, we view the statute as requiring the application proposed 

by the Postal Service. 

 One other matter is at issue here.  The argument that subclasses no longer exist, 

meaning apparently that they do not play the central role in rate development that 

evolved in Commission proceedings under the PRA, suggests that in assessing rates 

and rate relationships the Commission is somehow constrained to look only at 

categories and associated information that do play such a role.  We do not see the 
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Commission as so constrained.  Rather, it may look at any information it deems 

relevant, particularly in a case like this where the law specifies certain categories—

subclasses, and information for those categories is available.  The subclasses are still 

meaningful aggregations. 

Flexibility and Constraints under the PAEA 

 The PAEA presents both constraints and flexibility for the Postal Service.  The 

price cap is to be applied at the level of the class, even though applying it at the level of 

all market-dominant categories combined would give the Postal Service more flexibility.  

The constraint on rate differences between categories designated as matters of 

worksharing limits the Service’s freedom to increase discounts. 

 A similar situation exists with the 60-percent rule.  Applying the rule at the level of 

the class gives the Postal Service freedom to move Nonprofit rates in multitudinous 

directions, so long as an end result returns to a 60-percent proportion for the class.  

Applying the proportion at the subclass level still provides freedom, but not as much.  

We see this as PAEA consistent.  And since the focus on subclasses is still in the law 

and was not changed by the PAEA, we see this constraint as required by it. 

 

 

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  

AMERICAN CATALOG MAILERS ASSOCIATION (ACMA) 

(October 26, 2017) 

 

 Pursuant to section 3622, in accordance with Commission rules, the Postal 

Service noticed a Type 1-B market dominant rate adjustment,1 for implementation on 

January 21, 2018.  In Order No. 4153, the Commission invited comments on that notice 

by October 26, 2017.2  ACMA is pleased to submit these comments. 

 ACMA members send large quantities of catalogs throughout the year, as well as 

use the mail for fulfillment and associated purposes.  We work with the Postal Service in 

support of a low-cost, efficient mailstream.  This includes mail preparation and selecting 

the most appropriate mail categories to use.  The latter process is guided in significant 

degree by the signals sent in rate differences, such as discounts.  Our interest in this 

                                            
1
  “Notice of Market Dominant Price Adjustment,” Docket No. R2018-1, October 6, 2017. 

 
2
  “Notice and Order on Rate Adjustments and Classification Changes for Market Dominant 

Products,” Docket No. R2018-1, October 10, 2017. 

Postal Regulatory Commission
Submitted 10/26/2017 3:52:55 PM
Filing ID: 102289
Accepted 10/26/2017
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proceeding, however, goes beyond specific postal rates for specific rate elements.  

More specifically, as outlined briefly in the following three sections, we are concerned 

with the impact of several ongoing developments, and hope that these disturbances can 

be ironed out in reasonable time 

1.  Promotions 

 Our members have benefited significantly over the last few years from several 

Postal Service promotions. We believe the Postal Service has benefitted as well and 

that mailers who participate in promotions are growing mail volume at a faster rate than 

those who do not.  Generally speaking, ACMA members have aggressively participated 

in promotional incentives. We have been anticipating further promotions and have been 

working with the Postal Service on what those might be and how they could be 

structured.  However, it appears that, due to an absence of Postal Governors, progress 

in this area has virtually stopped; no new promotions, or promotion continuations, will be 

implemented at the time of the new rates in January.   

 This means that in addition to the effect of the proposed rate increases, our 

members will also feel the effect of the loss of promotions.  This is a double whammy. 

Prior to the end of August 2017, there was no indication that promotions would be 

summarily withdrawn. Many companies have already created 2018 mail plans based on 

promotion participation and once plans are locked in, they are difficult to change quickly. 

What often happens in these instances mailers will reduce their circulation to 

accommodate the additional 2% lost in incentives and once this volume is gone, it’s 

gone.  This will double the effective rate change to about 4% for many companies.  

ACMA is hopeful that some progress on this front can be made during 2018, if not 
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before.  Promotions have more than a direct financial effect: they aid in business growth 

and call attention to aspects of mailing practices.  All this is helpful for all concerned. 

2.  FSS Processing 

 At the same time, being heavy users of the Carrier Route and in some degree 

the High Density products, our members are concerned about the costs of the FSS 

system.  It is essential that these costs are brought under control, in order to allow for 

an effective future.  There is no signal in the rates currently to tell mailers to avoid FSS 

zones, but our members are asking such questions.  We do not completely understand 

whether the cost for the FSS process is less than the manual processing it replaces but 

reports vary. We know of no definitive accounting figures that clearly demonstrate the 

FSS system is working to expectations. Some believe it is a failed system 

implementation that will lead to higher reported costs, putting further pressure on flats 

rates.  Fortunately, the USPS’s actions at the last rate change reduced the pressure on 

this issue with the elimination of FSS rates that contained a premium over non-FSS 

zones, but still, it is not clear how the costs of FSS operations have flowed into reported 

flats costs. We do not want to be a cause of a postal failure, but neither do we want to 

face costs that are beyond our capacity to absorb. 

3.  Five-Digit Carrier Route Pallets 

 The advent of a pallet discount for properly prepared Carrier Route mail was 

viewed as a matter of promise for our members.  We explored what we could do to 

achieve DDU entry (which seems to put the mail at exactly the point where the Postal 

Service can tend to it most efficiently), to mix products and classes on the same pallet, 

and to consider pallets of different weights, among other things.  Changes of this kind 
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involve costs and require planning, and typically, multiple years to recoup the costs of 

making changes to supply chain flow or investments. 

 Thus far, the pallet discount has been given on a piece basis.  It began at a level 

of 0.5 cents per piece but there was little industry adoption.  On a finding that the cost 

avoidance was 3.3 cents per piece, the discount was increased to 2 cents per piece.  

This helped.  Now, however, the finding on cost avoidance is 1.9 cents per piece, and 

the discount is being reduced to 1.9 cents per piece.  At the same time, certain 

regulations are being changed. 

 This leaves the pallet discount in a state of flux.  It appears to be an effective way 

to submit and process mail.  To allow planning and investment, stability is needed.  Still, 

there are unresolved operational questions and it is unknown whether there is enough 

candidate volume to build 5D pallets with CR bundles at a weight that is cost-beneficial 

to make up.  The potential to lower total cost of mail is significant as these pallets may 

enable skipping a great many processing steps but further work and investigation are 

required.  As with other changes to the workflows to improve full supply chain efficiency, 

stability of discounts is important to provide greater predictability of return for the cost 

and effort of making workflow changes. Having costs fluctuate widely is not conducive 

to efficient use of the mail especially when these cost changes drive changes to 

discounts.  Since costs vary annually, sometimes significantly, maybe a way to average 

them over time would help.  Maybe another solution can be found.  Predictability and 

stability favor all parties and reduce the risk of making improvements. 

4.  Dropship Discounts 

 Dropship discounts have been a staple since Docket No. R90-1.  In that docket, 

the Postal Service proposed a passthrough of 70 percent, saying “This provides healthy 

Paul - ACMA
Highlight
Thus far, the pallet discount has been given on a piece basis. 

Paul - ACMA
Highlight
Now, however, the finding on cost avoidance is 1.9 cents per piece, and the discount is being reduced to 1.9 cents per piece. At the same time, certain regulations are being changed.


Paul - ACMA
Highlight
his leaves the pallet discount in a state of flux. 

Paul - ACMA
Highlight
T

Paul - ACMA
Highlight
Dropship Discounts




- 5 - 
 

discounts while being conservative.”3  The Commission viewed 80 percent as 

“reasonable,” citing, among other things, a Postal Service statement that the 

passthrough should be “large enough to make the discount meaningful.”4  This is 

another discount where investment and planning by mailers is needed. 

 The notion of dropship discounts does more than compensate mailers for 

transportation costs; it provides a signal concerning the lowest-cost mailstream and 

allows mailers to manage arrangements that they are in a unique position to manage 

effectively.  Once a mailer begins to plan transportation, for example, he also begins to 

plan production and to combine mailings in ways that allow transportation and service 

achievement.  This can be much more effective than hauling mail to origin postal 

facilities and forgetting about it. 

 The Postal Service performs and updates a rather sophisticated analysis of the 

cost differences between origin mail and, say, DSCF mail (normally Library Reference 

13 in Compliance Reports).  The cost results have increased over time, but have been 

well-behaved.  Look at the DSCF dropship discount in cents per pound.  In Docket No 

R2013-10, the discount was 20.9 cents per pound, for a passthrough of 88.6 percent.  

This discount carried through the May 31, 2015 rate change, when the exigent increase 

was removed.  In the January 2017 changes, this discount decreased to 15.2 cents per 

pound, for a passthrough of 53.7 percent.  In the instant proceeding, this 15.2 is 

maintained, but the passthrough is now 44.7 percent. 

                                            
3
  Direct Testimony of Robert W. Mitchell, USPS-T-20, at 106, l. 12. 

 
4
  Opinion and Recommended Decision at V-283 [6031] and V-282 [6029], January 4, 1991. 
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 These trends are not attractive.  If mailers stop destination entry, particularly 

longer-haul destination entry, the Postal Service will have to make expensive 

adjustments and mailers will have their own set of difficulties. 

5.  Conclusion 

 The situation being faced now has a number of aspects that are too far from 

ideal, some of which we explain above.  Many of them could be much better.  We hope 

the stress will die down.  We would appreciate the Commission and the Postal Service 

keeping these things in mind. 

 After Hiroshima and Nagasaki, Emperor Hirohito said in his surrender broadcast:  

“The war situation has developed not necessarily to Japan’s advantage.”  We feel like 

this applies to us. 

 

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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INITIAL COMMENTS OF THE  

AMERICAN CATALOG MAILERS ASSOCIATION (ACMA) 

(February 1, 2018) 

 

 Pursuant to Commission Order No. 4323, “Notice of Postal Service’s Filing of 

Annual Compliance Report and Request for Public Comments” (Jan. 2, 2018), ACMA is 

pleased to submit these comments, with workbook ACMA_ACR2017_Workbook.xlsx. 

 

I. Introduction 

Generally, catalogs are mailed in a continuum of 52 Commercial categories that 

are, after being combined with an equal number of Nonprofit categories, reported in the 

CRA as (a) MM Flats, (b) MM Carrier Route, and (c) MM High-Density and Saturation 

Flats and Parcels.1  The mail in a specific mailing event usually falls into several 

                                            
1  In these comments, MM refers to USPS Marketing Mail.  MM High-Density, High-Density, and HD 
refer to the sum of MM High-Density Flats and MM High-Density Plus Flats.  Carrier Route and CR refer 
to MM Carrier Route (which contains flats and a limited number of letters and parcels).  An EDDM 
component exists in the Saturation category, but is not used by catalogers.  DDU entry is not available to 
some categories and is used in limited degree by catalogs.   
 
[continued next page] 
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different rate categories.  Volumes sent, then, usually depend on weighted averages of 

a collection of rates. 

 
II. Revenue and Cost Results for FY2017 

 Because MM Flats functions in considerable degree as a residual category to 

Carrier Route, their combined profitability relates most closely to the market.  High-

Density is also important.  And using the estimates in USPS Folder 27, Nonprofit can be 

pulled out, which allows a focus on Commercial.2  Cost coverages for these categories 

are shown in Table 1, which includes the results for FY 2016 in brackets. 

Table 1 

Commercial Cost Coverages FY 2017 [FY 2016] 

MM Flats + Carrier Route 100.7%  [105.1%] 

High-Density Flats  156.6%  [173.1%] 

 

 Catalogs, then, cover their costs.  An increase in the volume of catalogs, mainly 

MM Flats, Carrier Route, and High-Density, would increase the Postal Service’s net 

                                            
[continued] 
 

Most catalogs are automation compatible and most qualify for the IMb discount.  A majority are 
co-mailed.  Most are on pallets.  Some are sent as Bound Printed Matter.  Catalog sales generate volume 
in other categories, including both First-Class Letters and Parcels used for fulfillment.  Some small-format 
catalogs use MM Letters.  “Brick and mortar” retailers sometimes send both catalogs and Saturation 
products.  Postal regulations exist for each category. 

 
2  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.  In its 2015 ACD, the Commission responded to this matter by saying that 
ACMA could “petition the Commission to consider such issues in another proceeding” (at 77).  However, 
for purposes of assessing the rates being paid by Commercial mailers and by catalogers specifically, no 
changes are needed.  There is no bar to considering the cost coverages shown in these comments. 
 

Paul - ACMA
Highlight
Table 1
Commercial Cost Coverages FY 2017 [FY 2016]
MM Flats + Carrier Route 100.7% [105.1%]
High-Density Flats 156.6% [173.1%]




- 3 - 
 

income.  A rate increase limited to MM Flats would have effects on Carrier Route and 

High-Density as well, due to the joint nature of mailings and to co-mailing activities.3  

We believe that the Postal Service is concerned about these relationships, and that it 

should be.  The relationships we would choose might be different from those the 

Service would prefer, but we understand that it having some flexibility is in order. 

 Table 2 shows the same results at a lower level of aggregation. 

 

Table 2 

Flats-Category Cost Coverages FY 2017  [FY 2016] 

 Commercial Nonprofit Product Total 

MM Flats   81.7%  [ 86.7%] 50.3%  [53.4%]   73.9%  [ 79.7%] 

Carrier Route 127.5%  [140.7%] 85.8%  [88.8%] 124.1%  [131.1%] 

High-Density Flats 156.6%  [173.1%] 90.6%  [94.5%] 157.1%  [168.3%] 

 

The volume changes that occurred in 2017 are shown in Table 3. In Carrier 

Route, Nonprofit volume increased much more than Commercial volume (24.8% v. 

6.1%).  This contributed to the decrease in coverage of Carrier Route.  Due to a portion 

of FSS volume returning to Carrier Route, a large volume reduction occurred in 

Commercial MM Flats.  Catalogs are believed to account for the lion’s share of the 

volume of Commercial MM Flats and Carrier Route, and a lesser portion of  

                                            
3  No information is available on the cross-elasticity between MM Flats and Carrier Route.  See 
USPS demand equations filed January 19, 2018.  It is clear, however, that the two categories are 
connected by more than ordinary consumer preference.  Also, no quantification is available of the 
elasticity of co-mailed volume with respect to any rate difference, though it is well-known that co-mailing 
is sensitive to rate differences. 
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Table 3 

FY 2017 Volume (in thousands) and Percent Change from FY 2016 

 Commercial Nonprofit Total 

MM Flats 

     From 2016 

3,800,321 

-25.4% 

1,143,742 

-5.68% 

4,944,063 

-21.6% 

Carrier Route 

     From 2016 

6,563,481 

+6.1% 

569,522 

+24.8% 

7,133,003 

+7.39% 

High-Density Flats 

     From 2016 

2,021,755 

+14.3% 

151,166 

+18.4% 

2,172,921 

+14.6% 

Total 

     From 2016 

12,385,558 

-5.1% 

1,864,431 

+3.8% 

14,249,989 

-4.0% 

 

Commercial High-Density.  However, despite this importance, the situation appears to 

be that the volume of catalogs is not measured, either in total or by product.  We 

cannot, therefore, track catalog volumes over time. 

Also notable and disturbing is a persistent multi-year increase in reported costs 

for all flat categories.  Viewed over a period of years, reported contribution percentages 

for flats continues to worsen.  This is discussed further below. 

  

III. The Situation in which MM Flats Finds Itself Is the Result of a 
Series of Interdependent Developments.  Its Cost Coverage 

Should Not Be Assessed in Isolation 
 
 The cost coverage of MM Flats, Commercial and Nonprofit combined, has 

received a great deal of attention, particularly since the Commission found it too low to 
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be in compliance in Docket No. ACR2010.  Due to a series of developments, however, it 

has become more an empty-nest parent than a principal component. 

 High-Density is a category that has received volume from both MM Flats and 

Carrier Route.  To realize lower rates, mailers have worked hard to get into High-

Density.  This has included co-mailing and adjusting lists.   

Since 1998, unlike the volume decreases of MM Flats, Carrier Route, and 

Saturation of 67.9 percent, 42.1 percent, and 27.0 percent respectively, the volume of 

High-Density has increased 65.9 percent.4  It is likely that a billion or more pieces of 

this growth came from MM Flats and Carrier Route.  The mail shifting was undoubtedly 

low-cost mail,5 causing, for both MM Flats and Carrier Route, increases in average 

costs and reductions in cost coverages. 

The unit cost of MM Flats over this period, corrected for changes in mix, has 

increased 163.5 percent, despite initiatives by the Postal Service and improvements in 

mail preparation by mailers.  This increase is well beyond what can be explained by 

shifts to Carrier Route and High-Density.  Increases in factor prices (mainly wage rates) 

are another reason for increases in unit costs, but factor prices have increased  

                                            
4  The 27.0-percent figure does not include Every Door Direct Mail, which has grown rapidly.  
Unless otherwise indicated, numbers and graphs in these comments are developed on various tabs of 
ACMA_ACR2017_Workbook.xlsx.  Most of the figures are discussed further infra.   
 
5  Much of the mail moving to High-Density would be mail that already has a high number of pieces 
per route, and probably a maximum number of pieces per bundle.  It would be effectively containerized.  
Similarly, co-mail operations would select mailings of considerable volume with good processing 
characteristics. 
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only 69.8 percent.6  The question becomes, then, how, during a period when innovation 

is occurring and mail preparation is improving, can costs increase 93.7 percentage 

points more than factor prices?  (163.5 – 69.8 = 93.7) 

MM Flats is not the only category to see extraordinary cost increases.  Since 

2008, the first year of good data for it, the unit cost of Carrier Route has increased  

44.8 percent, about 4 percentage points less than the corresponding increase for MM 

Flats.7 

 The putative explanation for these increases is that scale economies are being 

lost.  This explanation, however, runs counter to the assumption often made that there 

are no scale economies in the upstream, which supports a common presumption that 

the remnant of mailers left in the upstream will not be hurt by losses in upstream 

volume.  More to the point here, it is assumed that negative volume trends, additional 

worksharing, co-mailing, and shifts to Carrier Route and High-Density will not lower the 

cost coverage of MM Flats.  It appears that this assumption may be wrong. 

                                            
6  Factors of production are inputs to production processes.  Prices paid for factors of production 
are termed “factor prices.”  Obviously, factor prices are important determinants of costs.  In the Postal 
Service, the main factors are labor, transportation, and equipment.  If the weighted-average of the prices 
paid for the factors used increases 10 percent, for example, and nothing else changes, one would expect 
the cost to increase 10 percent.  If the cost increases less than 10 percent, it would normally be because 
of technical innovation and productivity increases.  An all-inclusive index of factor prices for the Postal 
Service is one of the outputs of the Total Factor Productivity (TFP) work. 
 
7  And Periodicals, another flats category, has also seen cost increases.  Section 708 of the PAEA 
directed the Commission and the Postal Service jointly to look at, essentially, the growth in the costs of 
Periodicals.  It asked specifically about the “quality, accuracy, and completeness of” Periodicals costs.  A 
Report was issued in September of 2011.  The Report found Periodicals costs to be “reasonably accurate 
for ratemaking purposes” (at 1) and warned against comparing Periodicals costs with non-flats costs (at 
2).  However, because the Report did not correct for product mix, but only guessed at it, and guessed 
wrong, it failed to see that Periodicals costs have risen inordinately, just as MM Flats and MM Carrier 
Route.  Specifically, the ACMA cost index shows that the unit cost of Periodicals has risen 133.8 percent 
since 1998.  
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 In addition to any loss of scale economies, other things are going on.  First, as 

noted above, mail leaving MM Flats is likely among the lower cost mail in that category, 

meaning that any reduction in cost is less than that shown by the averages.  One might 

say that cherry picking is alive and well.  Second, it is likely that the variability of mail 

processing costs is not as high as the costing methods assume.  The Postal Service 

has presented evidence in the past suggesting this.8  Third, the CRA-derived costs are 

probably “overinclusive” and thus do not represent actual effects.9   

 It appears, then, that MM Flats, which is the top layer in the continuum of MM 

Flats, CR, and HD, and which CR/HD mailers rely on for the less-dense portions of their 

mailings, has (a) been stripped of its best volume, (b) lost its scale economies, and (c) 

been hung out to dry.  Still, it is expected to be there.  And even if all this is viewed as 

“the way it goes,” it is rather unfair and in no one’s interest to respond by imposing 

above-average rate increases on MM Flats, which will lower volumes further and start 

another cycle.  As noted, MM Flats is an important part of a continuum, and its viability 

should be preserved. 

It might be thought that the net income of the Postal Service could be increased 

by above-average rate increases for MM Flats.  But this is not likely the case.  First, 

                                            
8  The measure of the variability of mail processing costs is designed to be longer-run in nature.  If 
scale economies exist, the measure must be below 100 percent, which means, since a measure near 100 
percent is being used, that the attributed costs are lower than those being reported and the actual 
coverages are higher than those being reported.  If the costs are lower than those being reported, then 
the products are more profitable than the current coverages suggest. 
 
9  See Postal Service Response to Question 1 of CHIR No. 3, Docket No. RM2017-10, Oct. 2, 
2017, quoting the Commission.  And, given the minute detail of the costing models and the magnitude of 
the “CRA Proportional Adjustment” factor at 1.445, the extent that the costs are overinclusive might be 
rather large.  See Folder 11, “USPS-FY17-11 MM flats.xlsm,” tab ‘CRA ADJ UNIT COSTS.’  Also, the 
application of piggyback factors tends to expand inclusiveness.   
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even including Nonprofit, MM Flats volume is only 6.3 percent of the volume of the MM 

class, and it will be less next year when more FSS volume is shifted back to Carrier 

Route.  Using price-cap authority on volumes trending downward does not result in the 

revenues expected.10  And above-average rate increases just make the volumes decline 

faster, which makes further rate increases needed.  These are the ingredients of a 

death spiral.  Second, changes in relative rates can help only when volumes shift and 

costs respond.  We raise important questions about the responsiveness of costs. 

 All these reasons make the existing situation a difficult one, but it must be faced.  

The Postal Service should be given the flexibility to deal with it.  If a concern over the 

reported cost coverage for MM Flats is used as a basis for extraordinary rate increases 

for it, the associated volume losses will extend to CR and HD as well.  This is because 

mailers often look at average rates to make mailing decisions.  Also, the volume losses 

will further cripple the Postal Service’s ability to maintain an effective postal system. 

 Another matter that should be kept in mind is that some of the most vulnerable 

mail in the MM Flats category is that of mailers small and large that send to low density 

and rural areas, including small towns.  Catalogs help residents in such areas by 

offering a variety of products that cannot be found locally.  However, if above-average 

rate increases are directed to MM Flats, making the profitability of mailing to these 

areas evaporate, we believe we are at a point where mailers will trim addresses in these 

areas, which means the Postal Service might meet its Universal Service Obligation but 

bring no mail.  Such unequal treatment of addresses, based on postal costs that appear 

                                            
10  Part of this is because past billing determinants are used in the price cap calculations whereas in 
the PRA era the analysis was rolled forward to a test year.  However, attention to all future years is 
needed in this case.  The Postal Service would be expected to consider these future years, and in fact 
would be derelict if it did not. 
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are due to the FSS, which, persistently, is imposing excessive costs on all mail it 

touches.13  Regardless, this should not be happening.  It has clearly pushed MM Flats 

below cost and had a significant negative effect on Carrier Route and High-Density. 

                                            
13  Meaningful comparisons between FSS and non-FSS costs are still few and far between, or 
perhaps just difficult to find and interpret.  The costs (end to end) filed in USPS Folder 30 for the PHI NSA 
appear to show the following costs for pieces that qualify as Carrier Route: 
 

Unit Cost for Carrier Route Piece 
If sequenced by carrier 17.1¢ to 19.2¢ 

If sequenced on the FSS 27.3¢ to 28.1¢ 

If shifted to MM Flats and sequenced on the FSS 47.7¢ to 48.6¢ 

 
File “FY17 30 ACR_NSA.xlsx,” tab ‘1_Cost Calc.’ 
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 City Carrier Street Costs.  In the FY 2016 Compliance Review, we looked at the 

city carrier street costs for several categories, and cast them in terms of seconds per 

piece.  These costs are designed to be marginal in nature.  On reply, the Postal Service 

commented on our work, helping to interpret it in some respects.14  We have updated 

our analysis to 2017, and added street support costs and piggyback factors.  The 

marginal times for MM Letters and three flats categories are shown in Graph 2.

 

                                            
14  See USPS Reply Comments, Docket No. ACR2016, Feb. 13, 2017, at 34-36. 
 
 The Postal Service states that “ACMA artificially constructs (but does not measure) possible 
trends for marginal street times” (at 34).  We have no idea what that means.  We think it is the case that 
the costs we use are the costs that go into the cost coverages.  Also, the formats have not changed over 
the period.  The Postal Service also states that ACMA’s “calculations depend upon a series of 
assumptions and approximations that undermine the trend’s potential accuracy” (at 34), but does not say 
what these assumptions and approximations are.  The figures are from the actual accounts and our 
calculations were straightforward.  Nothing is difficult or hidden about dividing a cost by a wage to get a 
time.  We agree with the Postal Service that the figures cover more than “picking through an additional 
flats case at a stop and handling an additional tray when the volume change is large” (at 34).  However, if 
trays remain full and effectively utilized, a reduction in volume and in the number of trays should not affect 
the per-piece cost of handling a tray.  Most of the Service’s interpretation of ACMA’s figures comes after it 
says “Even if they were [‘accurate’]” (at 35). 

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

9.0

4 5 6 7 8 9 10 11 12 13 14 15 16 17

Se
co

n
d

s 
p

e
r 

P
ie

ce
  

Postal Fiscal Year

Graph 2
Flats and Letters,

City Carrier Street Time,
Marginal Seconds per Piece

MM
Flats

Per
Class

MM
CR

MM
Ltr



- 13 - 
 

 

 The effects of the new carrier costing system can be seen in 2015.  Recognizing 

that, however, does not makes the results less disturbing.  If it seemed reasonable in 

2007 for a letter to take about 3 seconds and a flat to take from 3.2 to 3.4 seconds, why 

would it seem reasonable now for an additional flat to take twice as much additional 

time as an additional letter?  The Postal Service acknowledges that this question was 

asked but does not respond to it.  Id. at 34-35.  It could provide an insightful discussion 

of why this much attention is needed.  The only answer seems to be:  we have modified 

our delivery system and have a new analysis.  The peak time for an MM Flat is 8.5 

seconds, which is about a second below the record for the 100-yard dash.  Turning to a 

phrase that that has been applied to railroads, this is no way to run a postal service. 

 An MM Flats piece could be cased or FSS-processed, and would arrive on the 

street in either a cased group or an FSS-processed group.  A Carrier Route flat would 

have the same path—it too could be cased or FSS-processed and it too would arrive in 

either a cased group or an FSS-processed group.  The resulting times are shown in 

Table 4. 

Table 4 

Marginal Street Time and Proportions FSS-processed 

 FY 2016 FY 2017 

MM Flats 8.5 seconds 7.2 seconds 

MM Carrier Route 4.9 seconds 5.8 seconds 

   
   Percent MM Flats FSS-processed 38.4% 28.6% 

Percent CR FSS-processed  3.9% 15.2% 
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sprinkled across stops that already receive mail than equally across all stops.16  It 

seems quite unlikely that the data used in the econometrics fit this requirement. 

 If the Postal Service is to offer mailers a low-cost processing and delivery 

system, it must set up and manage street time in a way that does not use too much of it.  

The times implied by the cost numbers are too high. 

 

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 cost coverage of MM Flats was 102.5 percent, including Nonprofit.  

At 15.4 billion pieces, its volume was 25.3 percent larger than Carrier Route.  The 

expectation was that (a) the Postal Service would continue investing in new 

technologies and (b) mailers would prepare mail to make those technologies effective.  

The future appeared bright. 

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

system, and mailers did invest in mail preparation.  Along the way, the prices paid by 

the Postal Service for the factors of production increased 69.8 percent, 20.6 percentage 

points more than the CPI, and the rates for MM Flats increased 90.1 percent.  Under 

these conditions, one would expect the per-piece contribution from MM Flats to 

increase.  This same reasoning would apply to CR and HD. 

But that was not the outcome.  As shown in Graph 1, the unit cost of MM Flats 

increased 163.5 percent, 93.7 percentage points more than the factor price increase.  

With volume losses, this has led to a cost coverage of only 73.9 percent.  And the 

                                            
16  We would agree that a rate induced volume increase for Saturation might require accessing all 
un-accessed stops on a route, and thus cause considerable additional cost. 
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volume of MM Flats, at 4.9 billion pieces, is now 30.7 percent smaller than CR, and will 

be even further below it next year. 

If the cost reductions from technological improvements are assumed equal to the 

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

increased 93.7 percentage points more than they should have.  What happened? 

Part of the answer is the growth of High-Density and co-mailing, which has 

shifted out some of MM Flats’ lowest-cost volume.  Another part is apparently the loss of 

scale economies in the upstream, which is often assumed to be something that will not 

happen.  But these do not explain a gap of 93.7 percentage points, especially in costs 

that are treated as 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 the same route time, fewer pieces, and less travel time.  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.17 

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. 

                                            
17  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 is careful 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 as much conjecture as evidence. 
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To help identify the root causes of the cost increases, the Commission has asked 

for additional information, initially in Docket No. ACR2015 and more recently in Docket 

No. RM2018-1.  The Postal Service has responded to several sets of questions.  We 

are hopeful that further progress on this matter can be made. 

From the point of view of MM Flats, its volume has declined, both absolutely and 

relative to Carrier Route, it has lost some of its lowest-cost volume, it has lost scale 

economies (which is inconsistent with a presumption of constant returns to scale in the 

upstream), and its costs have increased beyond reason.  It is now a residual category, a 

shell of what it once was, linked with Carrier Route to form a complete offering.  Its rates 

should not be singled out for above-average increases.  We have explained that this will 

not likely help the Postal Service financially and that it will damage the viability of both 

the Postal Service’s upstream product offering and the suite of flats products. 

 

VI. Conclusion 

 Congress established third-class mail as a class in 1863.  It became referred to 

as Bulk Rate Regular.  In 1925 and 1928, its maximum weight was set at 8 ounces and 

its rate at 8 cents per pound, though not less than 1 cent per piece, implying a 

breakpoint of 2 ounces.  Bulk Rate Nonprofit, a separate classification, was established 

in 1952, at the same rates as Regular, except with a lower minimum per piece.  Rates 

were distance invariant and the same for letters and non-letters.18 

 In the late 1970s, the Postmaster General tapped the Postmaster of Louisville, 

Kentucky to lead a Headquarters task force to collect data that would allow mailers to 

                                            
18  Historical information taken primarily from (a) United States Domestic Postage Rates, 1789-1956, 
Post Office Department and (b) recent rate histories, see Rate History filed July 3, 2017. 
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prepare carrier-route bundles.  A carrier-route discount was given in 1979.  In 1991, 

dropship discounts and a lower Saturation rate were introduced, and letter rates were 

set below non-letter rates.  High-Density rates were created in 1996.  Also in 1996, CR, 

HD, and Saturation became housed in a category known as Enhanced Carrier Route, 

one for Commercial and another for Nonprofit. 

 More recently, volumes have declined broadly due to rate increases, the Great 

Recession, and electronic competition.  A portion of the losses due to the Recession 

has returned.  Also, a Flats Sequencing System has been knitted into operations, and 

has increased Postal Service costs substantially, as near as we can tell. 

Though a lot of category names have been changed and re-changed, all these 

developments portended ill for MM Flats, the principal descendant (along with MM 

Letters) of Bulk Rate Regular, from which mailers may opt for a category in Enhanced 

Carrier Route.19  Of the flats in Marketing Mail, 48.2 percent are in HD or Saturation, 

and another 30.6 percent are in CR.  These proportions will be higher next year when 

all Carrier-Route qualified mail is reported in CR.  Of Commercial flats, the proportions 

origin-entered are only 21.6 percent for MM Flats and even less at 1.8 percent and 1.6 

percent for CR and HD/SAT, respectively.  In total, MM Flats is only 6.3 percent of the 

MM class, and it will be less next year. 

As a result largely of these volume shifts, as explained above, MM Flats has 

become a residual category to CR and HD, and has lost most of its identity.  Due 

apparently to these shifts and to negative volume trends generally, it has lost much of 

its lowest-cost volume and scale economies in degree, and its costs have increased 

                                            
19  Mailers using Bulk Rate Regular (or Nonprofit) were required to prepare 5-digit bundles if they 
had sufficient volume.  But Carrier Route (and other categories in Enhanced Carrier Route) have always 
been optional. 
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exorbitantly.  Specifically, they have increased since 1998 by 163.5 percent, despite 

technical change, far more than the CPI or factor prices.  In recent years, a part of this 

is due to the FSS.  Large cost increases have also occurred for CR and HD. 

We have explained in these comments that the common presumption that mail 

that remains after volume shifts will not be impaired is likely wrong.  We have also 

explained that serious questions exist about the validity and applicability of the costs 

being reported and that they are too high to allow an effective Postal Service.  Despite 

rate increases that were larger than the factor price increases, the cost coverages of 

HD, CR, and MM Flats have declined trend-like.  There is no evidence of technological 

improvement.  For Commercial flats, as shown in Table 1, they are now just above 100 

percent.  They have been much higher in the past.  Something needs to be done.  A 

decision to replace the FSS with carrier casing would be a big first step, but more is 

needed.   

The questions surrounding MM Flats itself are not revenue matters for the Postal 

Service.  We have explained that any net revenue effect is di minimis, if positive.  We 

believe special rate increases for MM Flats would not be productive.  MM Flats is 

needed as a part of the flats offering of the Postal Service.  Also, the Postal Service 

needs a nationwide processing, transportation, and handling system, which must have 

volume to survive and be effective. 

MM Flats is used heavily by mailers who do not have the density to prepare CR 

mailings.  Much of this mail is sent to rural areas, small towns, and other low-density 

places.  We explain that if MM Flats rates continue upward, mailers may prune these 

addresses from their lists, labeling them as unprofitable.  These addresses might 
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continue to receive universal service, but receive no mail.  We do not want to see this 

happen. 

Under these conditions, the Commission should not step in with directed rate 

increases.  The Postal Service should be given flexibility.  And it may be that broad 

changes should be explored, such as a redesign of workflows, a streamlined way for 

mailers to direct bundles to carriers, or a ratesetting scheme that more nearly aligns 

mailer interests with Postal Service capabilities.  What is clear is that this segment of 

the mail needs improvement.  The demand is present, as catalogers want to mail more 

volume, but the costs constrain how much the Service might incentivize additional 

catalogs and certainly put upward pressure on rates. 

 

 

 

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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WASHINGTON, DC 20268-0001 

Annual Compliance Report, 2017 Docket No. ACR2017 

REPLY COMMENTS OF 
PARCEL SHIPPERS ASSOCIATION AND 

AMERICAN CATALOG MAILERS ASSOCIATION, INC. 

(February 12, 2018)

The Parcel Shippers Association (PSA) and the American Catalog Mailers 

Association (ACMA) respectfully reply to the initial comments of National Taxpayers 

Union (NTU),1 Frontiers of Freedom (FF),2 The American Consumer Institute Center for 

Citizen Research (ACI),3 and United Parcel Service, Inc. (UPS).4 Our members depend 

on universal, affordable, and reliable postal services; and we realize a financially stable 

Postal Service is necessary to meet these ends. 

Transparency 

NTU, FF, and ACI argue variations of the oft-repeated but false proposition that 

there is not enough “transparency” to assure that the Postal Service’s parcel products, 

in the competitive category, are not being subsidized. NTU Comments at 3; FF 

1 Comments of National Taxpayers Union, February 1, 2018, (NTU Comments).

2 Comments of Frontiers of Freedom, February 1, 2018, (FF Comments).

3 Comments of The American Consumer Institute Center for Citizen Research, January 30, 2018, 
(ACI Comments).

4 Initial Comments of United Parcel Service, Inc. on United States Postal Service’s Annual 
Compliance Report for Fiscal Year 2017, February 1, 2018, (UPS Comments).
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Comments at 2; ACI Comments at 2; UPS Comments at 6. To paraphrase President 

Franklin D. Roosevelt, repetition does not make a falsehood true. 

The FY 2017 Cost and Revenue Analysis Report (CRA), which follows 

Commission-approved costing methods, shows that competitive-product revenues 

($20.7 billion) exceed competitive-product costs ($13.5 billion). Thus, the competitive 

products are not subsidized by the market-dominant products, but rather contribute 

more than $7 billion to covering institutional costs, to the benefit of the Postal Service 

and its customers, whether they use market-dominant or competitive products. 

While some competitive-product cost information is commercially sensitive and is 

thus appropriately filed under seal, this does not make the costing of competitive products 

opaque. As PSA explained in Docket No. ACR2013: 

[W]hen it comes to competitive products, requirements for disclosure need 
to be carefully balanced with the need to provide a level playing field on 
which the Postal Service and the private sector compete. This involves 
protecting commercial information that could give Postal Service 
competitors an unfair market advantage. 

UPS is correct that the Postal Service does not publicly present attributable 
costs by cost segment and component for individual competitive products, 
but the Postal Service does publicly present substantial data allowing 
interested parties to evaluate the accuracy of Postal Service costing 
methods. 

The Postal Service describes its costing methods, which must be 
approved by the Commission, in the Summary Description filed annually 
with the Commission. Additionally, in its Annual Compliance Report, the 
Postal Service provides public versions of Library References that 
implement these PRC-approved costing methods. While these public 
versions do not include line items for each competitive product, they do 
include a line item for Domestic Competitive Products as a whole. 5

Further, for purposes of evaluating the Postal Service’s statutory compliance, any 

interested party can request and be granted access to the detailed competitive-product 

costing information that is filed under seal. UPS was granted access to the non-public 

materials for use in this docket. PRC Order No. 4383 at 3. 

5 Docket No. ACR2013, Reply Comments of the Parcel Shippers Association, February 14, 2014,
at 4. 
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Costs and Costing Methods 

We disagree with the assertion that the competitive-product cost estimates are 

too low. UPS Comments at 3-4. The contribution indicated for the competitive 

products, at $7 billion, is huge. Supra at 1. There is no plausible adjustment to costing 

methods, if upward, that could substantially diminish a contribution this large or 

materially affect the Postal Service’s compliance with the governing statutory cross-

subsidy prohibition in section 3633(a) of title 39, United States Code. 

UPS raises concerns about certain costing methods and concludes by asking 

“the Commission [to] investigate the Postal Service’s costing models.” UPS Comments 

at 19. We think this approach is appropriate and agree that the Commission, a 

statutorily-mandated, independent, expert body, is the appropriate forum. By law, the 

Commission is responsible for reviewing and approving the methods for attributing 

costs. See, 39 U.S.C. 3652(e). We are dismayed that some parties have chosen to 

resort to misleading and inaccurate articles, posts, and blogs to criticize the 

Commission and the Postal Service. 

We, along with UPS, have participated from time to time in the Commission’s 

ongoing efforts to identify and evaluate opportunities to improve costing methods 

through focused rulemaking proceedings. UPS could petition for additional rulemakings 

as it did in Docket No. RM2016-2. It is not clear, however, that the outcomes UPS 

suggests in its comments would result. 

Conclusion 

Finally, we reject the notion, implied in some of the comments cited above, that 

the Commission has not been meeting its statutory responsibility to find and remedy any 

cross-subsidization.6 Through the annual compliance process and its numerous 

rulemakings, the Commission has been vigilant and effective in meeting its this statutory 

responsibility and has found no cross-subsidization. 

6 See e.g., FF Comments at 2; UPS Comments at 3 (“The conclusion is unmistakable that 
many costs that are driven by competitive products are not being attributed to competitive products.”).
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We appreciate the Commission’s consideration of these comments. 

Respectfully submitted, 

Hamilton Davison  Pierce Myers 
President & Executive Director   Executive Vice President & 
American Catalog Mailers Association   Counsel Parcel Shippers Association 
PO Box 41211  320 South West Street STE 110 
Providence, RI 02940-1211  Alexandria, Virginia 22314 
800-509-9514  703-627-5112 
hdavison@catalogmailers.org pierce@parcelshippers.org
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February 21, 2018 

Assemblyman Marc Steinorth 
State Capitol, Room 5128 
Sacramento, CA 94249 
 

RE: AB 2021(Steinorth) Unreasonable restrictions on mail - OPPOSED 

A large coalition of companies and trade associations is opposed to AB 2021 because it is duplicative of 

existing services, unnecessary, and could cause irreparable damage to California and U.S. Economy 

AB 2021 will harm the postal service and raise postal rates for everyone 

The U.S. Postal Service is one of the most critical infrastructure components of the U.S. economy.  A healthy postal 

service provides 6-day per week delivery of letters, affordable shipping for ecommerce packages and supports the 

marketing mail that millions of small businesses rely on as a low cost channel to reach local customers.  By restricting 

access to consumers through marketing mail, AB 2021 is bad for the health of the US Postal Service, would result in 

significant job loss and would be harmful to the state’s growing ecommerce economy. 

AB 2021 Proposals Would Cost California Jobs 

More than 7.5 million jobs and $1.4 trillion in sales revenue are attributable to the mailing industry in the U.S.  According 

to a 2015 industry study, there are 832,475 mailing industry jobs and $142.2 billion in sales in the State of California – 

most of which would put at risk by AB 2021.  The impact this legislation would have on this segment of our economy 

would be dramatic and destabilizing. 

AB 2021 Would Significantly Affect Small Businesses in Every City of the State 



  
AB 2021 has the potential to devastate small businesses that rely on the service for low cost direct marketing 

opportunities.  For small mom and pop shops, florists, mechanics, landscapers and corner coffee shops, advertising mail 

is often the only affordable and effective means of advertising available. 

Roughly 3.7 million small businesses in California employee roughly 50% of the state’s private work force.  These 

businesses need low cost direct mail and shipping channels available to survive and thrive. 

Keep eCommerce Viable for all Californians 

The postal service is the only door-to-door delivery service available for every urban, suburban and rural address in the 

state.  The USPS delivers parcels every day at an affordable price and is often used by multiple private shippers to deliver 

their packages the final mile to a consumer’s home.  The postal service needs to remain a healthy and viable delivery 

service to keep ecommerce running smoothly. 

Mail is Non-Intrusive 

Unlike the marketing calls that spawned the “Do Not Call” initiatives, mail does not intrude on individual privacy. Do not 

call registries developed because of intrusive calls during all hours of the day, evenings and weekends, when individuals 

had no control over when these calls were made. Mail, however, is delivered every day, six days a week and does not 

invade individual privacy, as recipients may choose when, where and how often they interact with it. 

Consumers Already Have an Easier, More Cost-Effective Opt-Out Service Available 

This bill is unnecessary.  There are plenty of pre-existing, free options already available to California wishing to reduce 

their advertising mail. 

• Data & Marketing Association’s Mail Preference Service (MPS) at http://www.dmachoice.org/ 

• To reduce credit and insurance offers, visit www.optoutpresreen.com or call 1-888-5OPT-OUT (888-567-8688) 

• Contact companies directly to ask to be taken off their mailing list. 

Sincerely, 

DMA – Data & Marketing Association 

DMA Nonprofit Federation 

Alliance of Nonprofit Mailers 

ACMA – American Catalog Mailers Association 

American Forest & Paper Association 

CNPA – California News Publishers Association 

EMA – Envelope Manufacturers Association 

Greeting Card Association 

Idealliance 

National Newspaper Association 

PSA – Parcel Shippers Association 

PostCom 

Printing Industries of America 

PIA of Southern California 

PIA of San Diego 

Visual Media Alliance 

Japs-Olson Company 

The Association of Magazine Media 

Publishers Clearing House 

National Association of presort Mailers 

 

http://www.dmachoice.org/
http://www.optoutpresreen.com/
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Postal Talking Points for ACMA Hill Visits, May 23, 2018 

The Importance of a Healthy Postal Service for My Catalog Business 
 The U.S. Postal Service (USPS) is almost entirely funded by business mailers. It 

is a critical hub for the American catalog business, which consists of more than 
10,000 different companies generating more than 9 billion in catalog mail volume 
each year for the USPS. Catalog mailers also generate package volume, 
representing a significant growth potential as the USPS has a modest market 
share currently. 

 Cataloging generates important social, cultural, environmental, and quality of life 
benefits for Americans.  

 Catalogs generate mail Americans want to receive. Catalog content in the mail 
enhances the value of mail, keeping it relevant and welcome in the home. 

 Unlike other postal customers who are working intently to get out of the mail, 
catalog marketers would actually mail more when it is economically attractive to 
do so. Catalogs work. They are a critical trigger to orders. Demographics favor 
catalog circulation growth in America, because catalogs continue to have 
widespread appeal among most age categories and businesses. 

 The USPS is ladened with excess costs and excess capacity. With many 
communication substitutes available to marketers today, the continual increase to 
postage costs and the persistent uncertainty over the future of rates is driving 
further volume out of the USPS, thereby deepening losses. True postal reform 
allows these legacy or excess costs to be removed from the system. 

Postal Reform Bills 
 We urge support for the Senate’s postal reform bill (S. 2629) as well as the 

House’s similar (and committee-passed) bill (H.R. 756), because both bills are 
responsible approaches to providing financial stability to the U.S. Postal Service, 
which catalog retailers heavily rely upon. 

 Neither bill represents a bailout for the USPS. On the contrary, they help to 
ensure the solvency of the USPS and reduce the need for a future bailout. 

 Neither bill represents comprehensive reform but both buy some time for more 
comprehensive measures to be socialized and accepted. 

 The already daunting financial threat to the Postal Service is growing. USPS not 
only has defaulted on some $41 billion in required retiree funding, but its mail 
volume has also resumed a decline of 3-4%, and it periodically is short on 
liquidity. With a declining Market Dominant mail segment (which includes most 
classes of mail except for parcels), which is indispensable in keeping USPS self-
funded (it receives no taxpayer monies), there are misplaced calls for higher 
postage rates to make up the balance.  

 The Postal Regulatory Commission (PRC), conducting a statutorily-required 
review, has proposed increases that will range from 28-43% over five years. 
Such increases to market dominant rates will propel mail out of the system.  
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 Further, the stamp price will increase to 64 cents. This is unaffordable and will 
force mailers like catalogs to abandon the mail in favor of electronic alternatives, 
thereby decreasing the availability of products and services to rural citizens, 
seniors, and other vulnerable populations lacking high-speed Internet access.  

 S. 2629 provides a balanced solution. This bipartisan approach draws on four 
Congresses of hard work on the problem and builds upon H.R. 756, which was 
itself bipartisan. The bill would stabilize USPS financially by integrating all USPS 
annuitants at age 65 into Medicare and providing funds upfront through a one-
time 2.15% rate increase. It also would ensure that serious service concerns in 
rural areas are addressed and fixed. 

 S. 2629 answers a key concern of House Leaders. Kevin Brady (R-TX), the 
Chairman of the Ways and Means Committee, in particular, was concerned that 
the House bill simply tapped into Medicare funds with no offset. S. 2629 provides 
that offset (a total of $10.8 billion over ten years) in a manner that would require 
neither taxpayer funds – i.e., a bailout – nor a dramatic shrinking of the system. 
Also, since the $10.8B will be transferred upfront, instead of each year as 
needed, Medicare funds will benefit from a gain in interest over the succeeding 
ten years. 

 The positive Congressional Budget Office (CBO) score of H.R. 756 is likely to 
grow for S.2629. The nonpartisan CBO scored H.R. 756, notwithstanding the 
lack of an offset, at an overall savings to the federal government of $6.3 billion 
over ten years. With an offset added, that savings should grow significantly. 

 S. 2629 is the best, and perhaps only, opportunity that can not only maintain the 
focus and participation of a $1.4 trillion (in sales) business mailing industry with 
7.5 million private sectors jobs and preserve an institution that remains, even in 
its diminished state, indispensable to communications and commerce in the 
United States, but also do it in time. S. 2629 is not perfect, but it provides a 
bipartisan solution — with no taxpayer funds — that can avoid a tipping point 
later this year and the taxpayer bailout that would follow. 

 A definitive comprehensive approach is not likely politically feasible nor can it be 
durable in the face of such rapid technological and consumer preference 
evolution. Technology and communications preferences are all changing rapidly. 
Given the rapid rate of change, at this point, it is not possible for laws covering 
the postal agency to last for decades. Given this, Congress may need to make a 
series of small postal adjustments each year or two.    



 

About Us: 
The American Catalog Mailers Association (ACMA) is a 501(c)(6) nonprofit organization specifically 
focused on advocating for catalog marketers and their suppliers. As the primary voice for the catalog 
industry, we represent our members on the following issues: 

• Postal rates, regulations, and service 
• Tax laws and regulations 
• Regulatory and Congressional relations 
• Innovative business-oriented advances 
• Other current or potential external threats to the catalog industry 

Postal Service is a Key Concern of Catalog Mailers: 
The U.S. Postal Service (USPS) is a critical hub for the American catalog industry. This industry consists of 
more than 10,000 different companies generating in excess of 12 billion pieces of mail each year for the 
USPS. Unfortunately, the USPS continues to be burdened by legacy costs as well as excessive capacity and 
overhead, and consequently is faced with a decreasing amount of mail volume. Moreover, it has not 
succeeded in automating flat shaped mail, as the reported costs for the handling of such mail continue to rise 
at a rate well above inflation.  
Still, catalogs are profitable for the USPS. Congress has previously taken efforts to address the issues 
surrounding the Postal Service, specifically introducing legislation (H.R. 756 and S.2629); however, these 
efforts have stalled. Such dynamics have resulted in an increasingly uncertain environment for catalogers. 

Postal Rate Hikes Create Increased Migration Out of U.S. Mail: 
The Postal Regulatory Commission (PRC) has proposed to modify significantly the CPI-capped postal rate 
setting methodology, which for the past decade has effectively kept catalog postage increases reasonable 
(approx. 2% on avg.). The proposal amounts to a cumulative ~40% increase over the first five years (28% for 
carrier route) and upwards of 56% over the next decade (42% for carrier route). All types and classes of mail 
would experience annual increases of at least 3% more than inflation for the next five or possibly ten years. 

This is a high fixed-cost system that depends on growing mail volume to be efficient. Extraordinary rate hikes 
will directly cause catalogers to decrease their mail volume and steadily migrate out of the mail to online 
alternatives in order to preserve their profitability. As circulation ebbs, so do jobs at catalog companies. 

USPS Has No Oversight: 
The USPS’s Board of Governors has not had a valid quorum since 2014. What’s more, the term of the last 
Board member expired in December 2016. Therefore, with no acting oversight board in place, USPS was 
unable to continue its mailing incentive program in 2018, thereby amounting to an effective additional 1.7% 
rate increase for catalog mailers (over the ~2% inflationary increase effective January 2018). Further, USPS 
is acting unpredictably on Negotiated Service Agreements (NSAs) thus foregoing additional revenue 
generating activities. 

Contact: Hamilton Davison, hdavison@catalogmailers.org; Alex Vogel, alex@vogelgroupdc.com 

CONFIDENTIAL – FOR DISCUSSION PURPOSES ONLY



 

White House Action: 
On April 12th, the President issued an executive order establishing a Task Force to come up with 
recommendations to reform the USPS in 120 days. This extremely tight timeframe imposes limitations. 
We urge using an approach similar to the 2002 President’s Commission whose recommendations 
ultimately found their way into eventual legislation (PAEA). Particularly important is that the perspectives 
of postal ratepayers be considered, as the USPS operates wholly from user fees and the acceptability of 
any eventual solution to postal customers is paramount.  

Legislative Action: 
ACMA supports the Senate’s postal reform bill (S. 2629) as well as the House’s similar bill (H.R. 756), 
because both bills are responsible approaches to providing financial stability to the U.S. Postal Service, 
which catalog retailers heavily rely upon. Receiving no taxpayer money, neither bill represents a bailout 
for the USPS. On the contrary, they improve its solvency and reduce the risk of a future bailout. 

These bipartisan bills draw on four Congresses of hard work on the issues, with S. 2629 building upon 
H.R. 756. The legislation would stabilize USPS financially by integrating all postal annuitants into 
Medicare at age 65, providing funds upfront through a one-time 2.15% rate increase. It also would ensure 
that service concerns in rural areas are addressed and fixed. 

ACMA believes that more comprehensive postal reform is required to adjust to the modern world of 
rapidly evolving technology and increasing communications substitutes. The overall cost effectiveness of 
the postal system is critical to continued mailer support and investment, and the past decade of 
uncertainty has only functioned to depress mail volumes further and reduce incentives for private sector 
investment in mail. Ultimately, Congress must address these major systemic issues that threaten the 
future of the post.  

Impact on the Catalog Mailers Industry: 
The financial condition of the USPS, which operates at the center of a $1.4 trillion industry and employs 
more than 7 million people, has been deteriorating for years. Despite the USPS setting a record on Dec. 
18, 2017, when more than 37 million packages were delivered (the most packages delivered in a single 
day in their over 200-year history) the USPS saw a net loss for the first quarter totaling $540 million. 

A well functioning Postal Service is critical to catalogers and other mailers. Without the USPS, catalogers 
would no longer have the ability to reach customers in each and every town across the United States. If 
Congress does not act soon, this ability could come under threat, thereby endangering jobs at catalog 
companies across the country. 

Catalog Mailers’ Needs of the US Postal Service: 
• Predictable, stable, and transparent rate setting 
• Efficiencies which lead to the lowest total delivered cost and total combined cost 
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ACMA's Postal Acronym ‘Cheat Sheet’

Overwhelmed by the zillions of acronyms used by the U.S. Postal Service? 
We’ve compiled this list to help you not only if our speakers O.D. on them, 
but also as a useful reference going forward. 

 AADC - Automated Area Distribution Center 
 ABC – Advanced Bar Code 
 ACD - Annual Compliance Determination 
 ACR – Annual Compliance Report 
 ACS – Address Change Service 
 ACT – Automation Compatible Trays 
 ADC – Area Distribution Center 
 AFF – Automated Flats Feeder (for FSM) 
 AFP - Advanced Flats Processor 
 AFSM - Automated Flats Sorting Machine, also called AFSM 100 
 AFSM-ai - Advanced Flats Sorting Machine with automatic induction 
 AI – Automatic Induction 
 AIS - Address Information System 
 AMP - Area Mail Processing facilities 
 AMS - Address Management System 
 AO – Associate Post Office 
 APC - Automated Postal Center 
 APPS - Automated Package Parcel Sorter 
 ASM - Auxiliary Service Facility 
 ATHS – Automated Tray Take-away Feature 
 BFP - Bulk Flats Processor (to prep flats bundles for processing on FSS & 

AFSM) 



 BMEU – Bulk Mail Entry Unit 
 BMM - Bulk Metered Mail 
 BPM - Bound Printed Matter 
 BPRS - Bulk Parcel Return Service 
 CASS - Coded Accuracy Support System 
 CDS - Computerized Delivery Sequence (file) 
 CEM - Customer Experience Measurement  
 CET – Critical Entry Time 
 CFS - Central Forwarding System 
 CHIR - Chairman’s Information Request 
 CLASS - Computerized Labeling and Address Sequence System 
 COD - Collect on Delivery  
 COMPASS - Computerized Procurement and Supply System 
 CPI - Consumer Price Index  
 CPI-U - Consumer Price Index for all urban consumers  
 CPMS - Collection Point Management System  
 CPO - Community Post Office 
 CPP Accounts – Centralized Postage Payment 
 CPS - Contractor Performance System 
 CRA - Cost and Revenue Analysis  
 CRID - Customer Registration ID (10 digits for IMB program) 
 CRIS - Carrier Route Information System 
 CRSS - Civil Service Retirement System 
 CSAs - Customer Supplier Agreements  
 CSBCS - Carrier Sequence Bar Code Sorter 
 CSRS - Civil Service Retirement System 
 DADC - Destination Area Distribution Center  
 DBCS - Delivery Bar Code Sorter  
 DBMC - Destination Bulk Mail Center 
 DDU - Destination Delivery Unit 
 DEPS - Drop Entry Point System 
 DMM - Domestic Mail Manual 
 DNDC - Destination Network Delivery Center  
 DPBC - Delivery Point Bar Code 
 DPC - Destination Processing Center 
 DPF - Delivery Point File 
 DPO - Designated Post Office 
 DPS - Delivery Point Sequence 
 DPV - Delivery Point Verification 
 DPWH - Deliveries per Work Hour
 DRDC - Destination Regional Distribution Center 
 DSCF - Destination Sectional Center Facility 
 DSF - Delivery Sequence File 
 EDDM - Every Door Direct Mail  



 EMS - Express Mail Service  
 FAST - Facility Access and Shipment Tracking system 
 FERS - Federal Employee Retirement System  
 FMOCR - Flat Mail Optical Character Reader 
 FRIP – Flats Recognition Improvement Program (improve read rates on 

flats) 
 FSM 881 & FSM 1000 - Flat Sorting Machine (older and newer models) 
 FSS - Flat Sequencing System 
 iMAPS - Intelligent Mail Accuracy and Performance System  
 IMb - Intelligent Mail Barcode 
 IMRC - Integrated Media Research Center 
 LACS Link - Locatable Address Conversion System (link for address 

correction) 
 MADC - Mixed Area Distribution Center  
 MAIL.DAT - The standard embraced by a significant portion of the mail 

production industry and the US Postal Service. It is a relational database 
of nineteen "connected" files describing each characteristic that can exist 
within a mailing. The standard has contributed to important gains in 
efficiency, economy, and strategy enhancement. Designed for efficient 
support of those activities associated with or driven by the presort inherent 
within a mailing. Consists of data elements representing any variable that 
might be present in any USPS or Canada Post mailing (and some other 
elements supporting mid- and down-stream processes). USPS accepts 
Mail.dat as an electronic representation of the mailing and as a 
replacement for the traditional hardcopy documentation. 

 MEPPS - Multiple Entry Point Payment System 
 MERLIN - Mailing Evaluation Readability and Lookup Instrument 
 MHTS - Mail History Tracking System 
 MID - Mailer Identification  
 MM – Marketing Mail (renamed Standard Mail) 
 MMA - Mail Moves America (lobbied against Do Not Mail lists in 2008) 
 MRS - Merchandise Return Service 
 MSP - Managed Service Point 
 NAIC - National Address Information Center 
 NCOA - National Change Of Address system 
 NCSC - National Customer Support Center (Memphis) 
 NDC – National Distribution Center  
 NDI - National Deliverability Index 
 NFM - Not Flat Machinable [cannot be processed on the ASFM 100s] 
 NPPC - National Postal Policy Council  
 NSA - Negotiated Services Agreement 
 OADC - Origin Area Distribution Center  
 OBMC - Origin Bulk Mail Center  
 OCR - Optical Character Reader 
 ONDC - Origin Network Distribution Center  



 OSCF - Origin Sectional Center Facility  
 PAEA - Postal Accountability and Enhancement Act of 2006 
 PARS - Postal Automated Redirection System 
 PAS - Postal Addressing Standards 
 PCC - Postal Customer Council 
 PRA – Postal Reorganization Act of 1970 
 QLMS - Quality Link Measurement System  
 R2006-1 – Rate case that led to huge 2007 postage increase for catalogers 
 R2013-1 – Most recent postal rate case 
 RAOI - Retail Access Optimization Initiative  
 REC - Remote Encoding Center 
 RHBF - Postal Service Retirement Health Benefits Fund  
 RIHD - Requested In Home Date 
 RPC - Regional Processing Center 
 RR - Rural Route 
 SCF - Sectional Center Facility 
 SPBS - Small Parcel and Bundle Sorter 
 SPFSM - Single Position Flats Sorting Machine 
 UBBM - Unendorsed Bulk Business Mail 
 UFSM – Upgraded Flats Sorting Machine (also UFSM 1000) 
 UFTS - Universal Flats Transport Stacker 
 UPU - Universal Postal Union  
 USO - Universal Service Obligation 
 WABCR - Wide Area Bar Code Reader 
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