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Michael W. Hall

NNA/MMA-T1-1

Please refer to page 6 of your testimony where you state that a 33 cent First Class rate, while justifiable under the Postal Service’s proposal, would require all other mailers to shoulder the entire $3.6 billion rate increase which could be “very difficult for all other mailers to do.” You also note, at lines 26-27, that retaining the 33 cent stamp while retaining the proposed Standard (A) commercial rates would produce at net revenue loss of about $1 billion (line 8) and face a “possible $1.3 billion net revenue shortfall” (line 26).  Please reconcile the $1 billion net revenue loss (from a penny reduction from 34 cents) at line 8 with the $1.3 billion net revenue shortfall at line 26.

RESPONSE:

The $1 billion net revenue loss referred to on page 6 (lines 7-9) pertains to the current 33-cent 1-ounce rate only (100 billion pieces times a 1-cent reduction in the Postal Service’s proposed 34-cent 1-ounce rate = $1 billion). 


The $1.3 billion net revenue shortfall referred to on page 6 (lines 26-27) pertains to the current 33-cent 1-ounce rate and the current 22-cent additional ounce rate.  The Postal Service proposes to raise the 1-ounce rate to 34 cents and the additional ounce rate to 23 cents.  Thus, the potential net revenue loss is greater in this instance.

NAA/MMA-Tl-2

Please refer to the testimony of DMA et al. witness Buc (DMA et al.-T1 at 23), which states that if the contingency factor were reduced to1 percent, the revenue requirement would decline by $1.01 billion. Note that the cited amount approximately corresponds to the “net revenue loss” that you calculate from a penny reduction in the First Class stamp.


(a)
If the Commission were to reduce the contingency factor as recommended by witness Buc (resulting in the reduced revenue requirement calculated by witness Buc), how would that affect your conclusion as to the “difficulty” of retaining a 33 cent stamp?  Please explain your answer.

(b)
Please provide a revised version of Table 2 reflecting the 33 cent stamp and witness Buc’s proposed reduction in the contingency.
RESPONSE:

(a)
If the Commission accepts DMA et al. Witness Buc’s recommendation to reduce the contingency from 2.5% to 1.0 %, then the situation under which the Commission will consider First-Class rates will change significantly.  As shown on page 5 of Exhibit MMA-1B, the projected net revenue loss with a 2.5 % contingency and no increase in the First-Class rate is $1.252 billion.  As shown in the Attachment to this response, the projected net revenue loss with a 1.0 % contingency and no increase in the First-Class rate is $242 million.  Therefore, the amount of additional revenues required from other subclasses and services, to make up for the additional revenue not received from First Class, would be reduced by just over $1 billion.  However, rate increases from other subclasses and service would still have to be increased by another $242 million above the level proposed by the Postal Service in order for the breakeven requirement to be met.  

In my opinion, it would be a very bold and courageous decision by the Commission to maintain First-Class rates.  The Commission’s stated goal is that “the largest volume subclasses in First-Class and Standard Mail should have roughly equivalent markup indices.”  As shown in the attachment and my response to part (b), there is a long way to go in order for the Commission to actually meet this goal.  If the Commission rejects the Postal Service’s proposed First-Class rate increases, then the mark up indices for First Class and Commercial Standard Mail will be 139.5 and 80.6, respectively.  In my opinion, such a result is still not “roughly equivalent”.   The ultimate question, which the Commission seems to face now in every rate case, is whether the other subclasses and services can shoulder the necessary increases to justify no increase in the First-Class rates.  It is my hope that the Commission can make such a bold decision; but even with a reduced contingency, it would still be a difficult decision.

(b)
The following table revises Table 2 from my testimony with a 33-cent rate and a 1.0% contingency.  As you can see, there is very little change in the mark up Indices.

Comparison of Mark Up Indices

(33 Cents Assumes 1.0 % Contingency)

	
	
	 

	
	First-Class 
	Standard Mail (A)

	PRC Recommended R97-1
	132.0
	95.8

	USPS Proposal R00-1 (34 Cents)
	145.0
	75.9

	USPS Proposal R00-1 (33 Cents)
	139.5
	80.6

	
	
	   

	Source:  Exhibit MMA-1B at 2A, 5A and Attachment to NAA/MMA-T1-2
	


