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[bookmark: _Toc274918014]INTRODUCTION
[bookmark: _Toc274918015]This Case Presents an Unprecedented Service Cutback Plan for the Commission’s Consideration
Earlier this year, the Postal Service filed a formal Request with the Commission for advice on a proposed Plan for nationwide service cutbacks.  Implementation is anticipated sometime around mid-fiscal year 2011.
The Plan involves ending Saturday street delivery (except for Express Mail items); discontinuing Saturday pickups from the Postal Service’s iconic roadside blue collection boxes and from Post Office lobbies; and eliminating incoming Saturday mail processing.  It retains some existing features, such as such as window service at many post offices, delivery to post office boxes, Caller Service, and mail acceptance and outgoing processing for certain business mailers.
The articulated rationale for the Plan is that volume declines and increases in delivery points pose an imminent threat to the Postal Service’s viability, and that this situation is complicated by two things largely beyond the Postal Service’s control:  the lingering effects of a severe recession and a business model based on volume assumptions that no longer pertain and on operations financed by ratepayers, rather than taxpayers.  Other factors, including a perceived window of opportunity for making major workforce adjustment via attrition, also influence the Postal Service’s decision to pursue the Plan.
The Postal Service acknowledges that some customers may perceive the Plan as having harmful effects, but urges the Nation not to wallow in nostalgia and to accept and adjust to the changes.  It suggests that some ways of adjusting (and thus mitigating harmful effects) include using Express Mail, renting a Post Office Box, and “planning ahead,” but acknowledges that some customers simply may abandon the postal system, taking volume and revenue with them.


[bookmark: _Toc274918016]This Case Has Generated Widespread Interest, and Other Developments Add to the Complexity
The Postal Service’s Request triggered two immediate reactions.  One was the Commission’s formal docketing of the case, pursuant to long-established, but seldom invoked, provisions in 39 U.S.C. 3661.  The other was a tsunami of reaction from the United States Congress, the mailing community, the news media, and the general public.
The regulatory process is now winding down, as contemplated in the procedural schedule, and the Commission will soon issue a non-binding advisory opinion; however, the Postal Service’s Plan is only one of many recent important developments in the postal arena.  Others include the Service and Branch Optimization case, Congressional hearings on a variety of matters, the Commission’s decision in the recent exigent rate case, and upcoming labor negotiations.  Thus, the context in which the Commission will be issuing its opinion is complicated.


[bookmark: _Toc274918017]STATEMENT OF THE CASE
The interests of the general public clearly lie in a viable U.S. Postal Service.  Thus, management’s conclusion that nationwide service cutbacks are needed — and can be accomplished in a manner consistent with policies of the Act — deserves the Commission’s careful consideration.  At the same time, the Postal Service’s broad mandate, in section 3661, to provide “adequate and efficient” service is tempered with several important related policy considerations.  As discussed in the remainder of this brief, shortcomings in both the rationale and ramifications warrant a conclusion that the Plan does not conform to applicable statutory policies.


[bookmark: _Toc274918018]CONFORMANCE WITH STATUTORY POLICIES
	The Postal Service’s Plan poses no real threat to “the operation of a basic and fundamental service provided to the people …,” as required by the first sentence of section101(a).  Similarly, the Plan makes clear that no post offices will be closed simply due to implementation, so the prohibition against closing small post offices in section 101(b) does not come into play.
However, the second sentence in section 101(a), which is sometimes referred to as the “Nation binding” provision, provides:  “The Postal Service shall have as its basic function the obligation to provide postal services to bind the Nation together through the personal, educational, literary and business correspondence of the people.”  This language is among the most inspirational in title 39, if not the entire United States Code, and stands in stark contrast to some of the prosaic language concerning employee compensation in section 101(c).  In fact, it speaks to the very concerns that witnesses Luttrell and Cross address in the sense of rural residents’ connection to a broader community.  Witness Brown’s testimony about Vote By Mail also invokes the sense of Nation binding that occurs through citizens’ exercise of their voting rights.  And she knows the importance of every ballot, as she won her first election by seven votes.
	These witnesses are not blind to the Postal Service’s pressing financial circumstances, but they raise substantial reasons why cost cannot be “king.”  They also identify reasons why some of the options the Postal Service presents in support of its Plan are not especially well suited to their situations.
	Given the soaring tone of section 101(a), a Plan that manages to conform to statutory policies at this time mainly through a strategically crafted, “connect the dots” approach should be rejected.  This is especially the case here, where the Plan is widely considered to be irreversible and the cost savings used to justify the Plan may be materially overstated.
	In addition, many arguments can be made about what qualifies as “adequate” service under the section 403 mandate that the Postal Service “… shall plan, develop, promote, and provide adequate and efficient postal services … .”  The Public Representatives contend that the more appropriate inquiry should be directed to the “develop and promote” language in this provision.  This is because, like section 101(a), it speaks to the Postal Service’s central role in the Nation’s life.  The service cutbacks proposed here speak, instead, to a diminished concept of its continued importance, notwithstanding substantial volume losses.  Again, and in part because the Plan — and some of its ramifications — are largely irreversible, the role the Postal Service seeks to assume should be rejected.
Finally, section 101(b) is one of several policies in title 39 tied directly to rural concerns.  It provides, in pertinent part: “The Postal Service shall provide a maximum degree of effective and regular postal services to areas, communities, and small towns where post offices are not self-sustaining.”  This Plan calls into question whether the Plan will provide a “maximum degree” of effective and regular postal services to the type of communities within the ambit of this provision.


[bookmark: _Toc274918019]SEVERAL KEY ELEMENTS OF THE RATIONALE AND RELATED SUPPORT FOR ADOPTING THE PLAN ARE PROBLEMATIC
1. [bookmark: _Toc274918020]The Request Meets Threshold Procedural Requirements, but the Plan’s Rationale and Ramifications Pose Policy Dilemmas
The Postal Service’s Request satisfies threshold filing requirements set out in Commission rules implementing section 3661 of title 39, U.S. Code.[footnoteRef:1]  The terms of the proposed change clearly fit the definition of a nationwide change in the nature of service and the Request was timely filed, as it was submitted well in advance of the deadline in the rules, which is 90 days prior to implementation the rule.  Testimony and other supporting material also provide the requisite “detailed statement of the present nature of postal services proposed to be changed and the change proposed” and “a full and complete statement of the reasons and basis for the Postal Service’s determination” that the proposed change is in accordance with and conforms to the policies of the Act.  And in lieu of date certain, the Postal Service addresses Commission rule 3001.74(b)(2) by providing a “best available” timeframe, with a pledge to provide more definitive information in the future.  At this time, mid-fiscal year 2011 appears be the target implementation period. [1:  See Part 3001—Rules of Practice and Procedure, Subpart D—Rules Applicable to Requests for Changes in the Nature of Postal Services, 39 CFR 3001.71 through 75.] 

The Postal Service deserves credit for its close adherence to Commission filing rules.  At the same time, a considered review reveals that some important aspects of the rationale and related support are problematic.  In addition, some of the ramifications pose significant questions about the Plan’s conformance to applicable statutory policies.


[bookmark: _Toc274918021]Rationale and Ramifications
The Postal Service’s rationale gives rise to the following questions:

· whether the legislative ban on service cutbacks will, in fact, be lifted on a permanent basis, giving the Postal Service a relatively free hand to implement the Plan;

· whether circumstances are as dire as the Postal Service maintains and/or whether other options exist;

· whether the “window of opportunity” for attrition, and thus adjusting the labor force without undue disruption and cost, is likely to occur;

· whether a major premise in the market research, embodied in a “tradeoff” question, is fair and whether focus group provides entirely valid basis for conclusions about customer reaction; and

· whether certain assumptions associated with savings estimate are valid.

The following aspects of the ramifications of the Plan are problematic in terms of conformance with policies of the Act, specifically section 101(a)’s “Nation-binding” mandate and section 403(a)’s mandate to develop and promote Postal Services.

· whether the impact on rural America and non-contiguous States and territories means the resulting service will not, in fact, be adequate;

· whether the impact on Vote By Mail programs, pharmaceutical mailings, and the remittance industry means that service will not be adequate; and

· whether, in the big picture, the Postal Service is sacrificing its long-term interests to solve a short-term problem [over-reaction] that might be addressed through other means.
[bookmark: _Toc274918022]Several Assumptions Are Questionable
Assumptions about Congressional action are inconsistent.  The Postal Service premises its ability to implement the Plan on the absence of a Congressional ban in FY 2011 and beyond.  However, language in an annual rider to appropriations legislation has, for many years, been understood as prohibiting changes like those anticipated in the Plan.  Thus, the Postal Service’s filing could be viewed as premature, at best, and presumptuous, at worst.  However, the Postal Service acknowledges that it recognizes that the absence of disabling legislation is a condition precedent to implementation.
Regardless of one’s view on the appropriateness of this assumption, it is worth noting that the Postal Service does not make a similar assumption regarding favorable legislation on funding provisions for certain employee health and retirement benefits.  It may be that this is an equally appropriate assumption, and if so, enactment of such legislation would significantly reduce the Postal Service’s current financial problems.
Market research “trade-off” question and focus groups.  The volume forecasting and focus group work performed by the Postal Service’s contractor presents results that may be problematic.  First, with regard to the survey, the price increase may have had the effect of influencing respondents’ to prefer a service cutback.  Second, it appears that the focus groups were conducted in places that were not geographically representative, did not include Alaska or Hawaii, and did not adequately represent rural areas.
Attrition assumption.  The Plan assumes job losses of about 40,000 Full Time Equivalent employees, and expects most of the savings to come from the city delivery category.  USPS-LR-N2010-1 at 14.  Moreover, the expectation is that that attrition will largely allow relatively minimal disruption and cost.  Given past experience and the current economic climate, it is questionable whether attrition will provide the Postal Service with the bulk of the flexibility it needs to make a major workforce adjustment.
Some assumptions about savings are questionable.  Some of the assumptions in the saving estimates underlying the Plan are unrealistic or otherwise subject to question.  This means there could be an impact on the amount of overall cost savings associated with the Plan.  This issue is discussed in a later section.
[bookmark: _Toc274918023]RAMIFICATIONS OF THE PLAN UNDULY IMPACT SOME MAIL USERS AND, FOR ALL, THE PLAN IS ESSENTIALLY IRREVERSIBLE
1. [bookmark: _Toc274918024]The Plan Has a Disproportionate Impact on Rural America, and Rural America Generally Has Less Ability to Adjust
The Postal Service asserts that it offers its Plan to all customers on essentially the same terms, but the testimony of Public Representatives’ (PR) witness Luttrell (PR-T-2) and National Newspaper Association (NNA) witness Cross (NNA-T-2) shows that the Plan will, in fact, have a significantly magnified impact on rural residents.
Witness Luttrell is President of the National Grange of the Order of the Patrons Husbandry (the Grange), the nation’s oldest general farm and rural public interest organization.  The Grange was founded in 1867.  Today, it has nearly 200,000 individual Grange members affiliated with 2,600 local, county and state Grange chapters across the country.  This includes an aka State Grange with 7 subordinate granges.  See http://alaskagrange.org.
Witness Luttrell notes that rural consumers have relied on the Postal Service to obtain a variety of goods since the days of Montgomery Ward, and states that Grange members have a longstanding, well-documented interest in the Postal Service.  This was evidenced most recently at the 143rd Annual Convention of the National Grange, where grass roots delegates adopted a policy supporting Rural Free Mail Delivery, as well as continuation of rural Saturday mail delivery and all other mail services to rural area.  Similar expressions of support for continuation of six-day mail delivery service have been regularly adopted by the Grange’s grass roots delegates at their annual convention for the past 13 years.  Tr. X/3008.
Significantly, witness Luttrell’s testimony shows that Grange members’ continuing interest in the Postal Service is not because they are awash in nostalgia.  Instead, he vividly describes how the Postal Service plays an especially important role in today’s rural America for both business and consumers.  One reason is the state of broadband access in rural America.  Luttrell testifies that a major digital divide still exists for many rural communities that do not have access to reliable, cost effective high speed internet.
He observes that the Federal Communications Commission has found that while broadband service is generally available someplace in nearly 100 percent of ZIP Codes in the United States, it remains relatively scarce in ZIP Codes with very low population densities and large geographic areas.  Id. at 3009.
Impact.  Moreover, witness Luttrell believes the impact of the Postal Service’s proposal on rural business will be especially acute for self–employed people, such as farmers and their suppliers.  He offers data from his home state of Oregon to demonstrate that Oregon’s more rural counties tend to report higher levels of self-employment than the more urbanized counties.  Id. at 3053.  He also provides government data for other urban and rural counties outside the State of Oregon, and these tend to support the data presented for Oregon.  Tr. X/3054-55.
Although the Postal Service proposes to keep existing Post Offices open on Saturdays, Witness Luttrell observes that Grange members believe that rural small business, such as family farmers, cannot easily absorb the extra time costs of visiting local post offices, delays in the delivery of payments or products critical to their business.  Id. at 3011. He also expresses concern that competition from the Postal Service (in those area that are served by multiple carriers) serves to temper the prices of its rivals.  Id. at 3012.
NNA witness Cross agrees with Luttrell that the Postal Service plays an especially important role in rural America for business and consumers, that competition with the Postal Service (in those area that are served by multiple carriers) serves to temper the prices of its rivals; and on broadband access.  Id. at 2741.  In terms of impact, he adds that local, independent merchants often rely on their local newspapers to get printed advertising to their customers or potential customers.  He notes that the lack of a Saturday newspaper would mean the absence of a powerful vehicle for local business at an important time of the week.  He also believes it would make it more difficult to compete with big box stores which he maintains rely on direct mail and national advertising.  Id. at 2742-2743.
Another impact example Cross provides is that of immigrants and the working poor who do not posses bank accounts and must work during normal Post office hours.  He says these persons often use Postal Money Orders to pay bills and currently often obtain on Saturdays.  Id.at 2742.
In addition, the existence of many local post offices may soon come under pressure from the Postal Service’s deteriorating financial position.  Moreover, while the Postal Service currently is prohibited from closing rural post offices solely for economic reasons, it is possible that the rules could be relaxed in the future and the number of rural post offices – and Post Office Boxes- will decline and thus the issue of rural residents, simply traveling to their local post office to retrieve their mail once Saturday street delivery is discontinued - may not be possible.
[bookmark: _Toc274918025]Vote By Mail
“Vote by Mail” is an umbrella term which includes a variety of voting procedures that involve the U.S. Mail.  The concept shares some things in common with original “absentee voting” practices, but may involve more extensive use of the mail.
Public Representatives’ witness Brown (PR-T-1), Oregon’s secretary of state and chief elections officer, describes Oregon as an “exclusive” Vote By Mail state.  By this, she means that Oregon sends out voters’ pamphlets, ballots (along with return envelopes) and replacement ballots via the Postal Service.  Counties no longer maintain traditional polling places with voting machines or voting booths.  Instead, the only alternative to the U.S. mail for returning ballots is use of a ballot drop box.  There are variations on Oregon’s practice in other states that offer vote by mail, including programs that still maintain precincts for voting and some that provide prepaid postage.  However, Oregon’s practice, which includes both First-Class Mail (for ballots) and Nonprofit Standard Mail (for voters’ pamphlets), means that Vote By Mail is a source of volume for the Postal Service.  Moreover, assuming witness Brown is correct that there is a trend to more VBM, there is potential for increased volume.
Witness Brown asserts that Oregon’s experience with vote by mail proves that it increases turnout; costs less; and offers security.  Tr. IX/2606-2608.  She also notes that returned ballots help with audits.  Tr. IX/2705.  These features not only have made witness Brown a big fan of Vote By Mail, but also of the Postal Service.  In fact, she says the state enjoys an excellent working relationship with the Postal Service, and that she has personally observed the lengths to which USPS employees go to assist.  She describes their service as …“above and beyond the call of duty.”  Tr. IX/2609.  For example, she says that on Election Day postal workers stop what they are doing an hour before the election deadline and scour their trucks and delivery bags for late arriving ballots.
	As to impact of the Plan, witness Brown believes that losing the sixth day (Saturday, in this case) would “jeopardize a critical part of the voting routines that have become such a familiar part of our [Oregon’s] vote-by-mail experience.”  Tr. IX/2611.  She says adjustments would be required for both voters and election workers.  For voters, Brown notes that “In a busy election, as many as a third of the ballots are delivered in the 48 hours before the election, on Monday and Tuesday.  Id.; Tr. IX/2611.  Election workers usually work on the Saturday before elections to manage the mail load, and face a “worse” Monday because there is no Sunday delivery.  And, although early vote processing prior to the election day deadline, she also believes  that “[D]oubling that Monday delivery would inevitably clog the process and slow down the processing of ballots.”  Tr. IX/2611.
Witness Brown’s overall point is that elimination of a day of delivery and processing will reduce confidence in Vote By Mail.  However, a question about delivery times, especially in rural Oregon counties, arose during oral cross-examination, and the discussion turned to “5 day delivery scenario” in a sense other than used in this filing.  The specific concern was that replacement ballots, which can be mailed out by an elections officer as late as 5 days before an election, might not arrive in a voter’s hands in time for it to be returned on time.  Tr. IX/2689.
Review of the discussion, which covers several pages in the transcript (Tr. IX/2689-2691) indicates that instead of clearing things up, some confusion arose.  This prompted the Postal Service to file the surrebuttal testimony of witness Starr.  Tr. 11/3318.  The “peek” at the rarely-revealed information based on manipulation of EXFC data provides an interesting window on delivery concerns.  And, witness Starr agreed that the results she presented were consistent with several conclusions about service, including that the norm is up to five days for delivery.  Tr. IX/3342.  She even adds that her results show instances of mail longer than five days to be delivered, although outliers were not a matter witness Brown specifically addressed.  Id. 
Two considerations point to reasons why witness Starr’s testimony was subject to a motion dismiss:  failure to comply with Commission rules requiring submission of raw data (or a successful motion for protective conditions) and a contrived foundation.  However, the Public Representatives welcomed the data and information witness Starr provided, and hopes this case sets a precedent (and that the raw data resolved).
PR witness Luttrell also testifies that ballot by mail measures in many states are seen as increasing participation in the democratic process, reducing the costs of elections and reducing incidents of voter intimidation and fraud.  Tr. X/3013.  In addition, he says that there are a multitude of special purpose governmental entities in rural America, such as school, fire, water and other types of public utility districts that serve rural customers and that rely on some form of public participation through voting.  Id.  He adds that increasingly, this voting is done by mail.  Tr. X/3013.
The testimony of PR witnesses Brown and Luttrell are persuasive, standing alone or together, to support a Commission conclusion that the Plan may have a detrimental effect not only on Vote by Mail in Oregon, but also on Vote By Mail programs in other states, and on the overall trend.  However, field hearing testimony from other elections officers who are also enthusiastic about Vote By Mail also supports this conclusion, as they are also concerned about the impact of the Plan and their ability to adjust.
At the Sacramento Field Hearings, Jill Lavine, the registrar of voters for Sacramento County, raised two concerns.  One is with the mail or ballots the elections office is sending out.  The other is mail the voter is returning.  Sacramento Field Hearing Transcript at 51 (May 25, 2010).  As for “adjusting,” witness Lavine states that a committee she chairs has suggested seeking legislation that would allow for ballots to be sent out electronically.  She says there is no existing legislation that allows the return of the ballot electronically, but does not believe it can be far away.  Sacremento Field hearing at 54.
At the Dallas Field Hearings, Bruce Sherbert, elections administrator for Dallas County, Texas, stated that by statute, all ballots must be mailed on Wednesday prior to an election.  It is anticipated that under the Postal Service’s Plan, voters who receive their ballot on Friday and would have expected the Postal carrier to pick them up on Saturday will now have their ballot picked up on Monday.  He notes that if the next day is Election Day, there is the risk that the ballot will not be delivered on time.  Dallas Field Hearing Transcript at 25 (June 3, 2010).  He believes that most voters currently do not receive ballots mailed on Wednesday until Saturday or Monday, and that under the Postal service’s proposal, this leaves too little time for review.  Id. at 24.
Again, somewhat ironically, Vote By Mail presents the Postal Service with an opportunity for increased volume in the future, as existing participants are enthusiastic about partnering with the Postal Service, and want to continue using its services.  In addition, they are spreading the word, so Vote By Mail is likely to expand.  It must be extremely discouraging for them to think they need to consider significant alterations in existing practices, including potential diversion of the volume to electronic media.
[bookmark: _Toc274918026]Delivery of Prescription Medication via the U.S. Mail
Pharmaceutical mailings are another high-visibility, high-value component of the mail stream for many residents, regardless of where they live.  However, the evidentiary record shows that residents in rural areas might be especially harmed by the Plan.  PR witness Luttrell, Grange President, testifies that lack of proximity to health care providers as reasons why a six-day network are important to rural residents.  He observes that some critical items that farm and rural customers regularly purchase by mail order cannot effectively be delayed, and says many of these items are pharmaceutically related.  Tr. X/3011.  He observes that rural America has the highest proportion of residents age 65 or older compared to urban and suburban areas, and that this age group has the highest proportion of consumers of medicines.  Id.  Moreover, he states that access to healthcare in many rural, farming and tribal communities is limited by geographically remote situations, and can require travel of 30 miles one way to reach a community where there is a doctor’s office or a pharmacy.  Thus, he states, mail order of medical devices/equipment and medicines is often the most cost effective way to serve rural patients.  Tr. X/3012.
Witness Luttrell also expresses concern that Grange members believe the lack of competition from the Postal Service will reduce the level of competition among the various carriers for time sensitive critical materials that need to be delivered to rural consumers and business.  Tr. X/3012.  
Luttrell’s observations about convenience, cost-effectiveness, and demographics are echoed in field hearing testimony and in formal comments.  The Pharmaceutical Care Management Association (PCMA), for example, echoes his contention that a growing number of patients, including the elderly, disabled and people living far from both post offices and pharmacies, find that having regularly-needed medication delivered to their home is more convenient.  It also identifies important additional benefits associated with mail-service pharmacies, such as the substantial savings on the price of prescriptions the Federal Trade Commission has documented; the high accuracy rate in filling prescriptions, as shown by peer-reviewed data; and a higher adherence rate to the prescribed regimen by patients who receive their medications in 90-day supplies, which is the typical quantity dispensed through the mail, compared to 30-day supplies.  PCMA Comments at 3.
PCMA expresses concern that the Plan would result in a processing delay of at least one, but potentially multiple, days because the Postal Service would not be picking up and transporting mailed prescriptions.  It also states that eliminating Saturday delivery would most likely mean that the Postal Service’s competitors would increase their delivery rates on weekends.  And, in response to an ostensible mitigating factor — Saturday counter service at post offices that currently offer them so those needing a critical package or piece of mail could go to the Post Office to retrieve it — PCMA asserts that the very reason some people use mail delivery is because they are unable to travel to a drug store or to a Post Office to get their medication.
Ironically, even as witness Luttrell makes clear the Postal Service’s proposal may have negative impacts on medicine by mail for rural residents, field hearing testimony confirms that this segment is a bright spot in terms of postal volume growth.  Medco Health Solutions, Inc., a PCMA member, has seen its volume of mail order prescriptions administered increase by 18% between 2005 and 2009, dispensed over 100 million medications in the last year, and plans to open another pharmacy this year.[footnoteRef:2]  Medco’s mail-order pharmacies prepare almost 1.5 million parcels per week, which are largely delivered via Priority Mail “Open and Distribute” sacks containing standard mail parcels.  First-Class Mail parcels, Priority mail and Express mail are also utilized.  Medco also uses First-Class Mail and Standard Mail flats and letters are used for correspondence with customers.  First-Class Mail letters are commonly used for placing new prescription orders from their patients which are largely received on Mondays.  Id.  Field Hearing witness Underkoffler asserts that the Postal Service’s proposal would affect nearly 50% of Medco’s customers and disproportionately and unfairly impact the elderly, who are less mobile and therefore have limited access to goods and services as well as rural dwelling patients.  Id. at 16.  The number of affected customers would probably be in the number of 600,000 to 700,000 individuals per week.  Id. at 32. [2:  See Medco Health Solutions, Inc. Form 10-K, February 23, 2009, Item 6, Selected Financial Data and Docket No. N2010-1 Las Vegas Field Hearing Transcript at 11-17 and 24-54.] 

Medco’s concerns include the proposal’s effect on Medco production timetables and service levels to recipients.  Production schedules will be compressed so as to allow only four days of operations available to handle a volume that typically is produced by large shippers in a six-day week.  Service to recipients would be “degraded” not only during normal weeks, but further “degraded” due to Federal Holidays which fall on a Monday.  Id. at 14.
Adjusting to the changes.  Witness Underkoffler provides a further perspective in response to questions from Commissioners on the matter of “adjusting” to a reduced delivery and processing network.  He agrees, for example, that Medco could contact patients days in advance to remind them to reorder their prescriptions, but that there is an additional cost associated with this.  Id. at 31.  He also asserts that that if Saturday deliveries were to cease, Medco is not likely utilize Express Mail to fill the gap.  Id. at 33.  As to options other than implementation of the Plan, Underkoffler believes the retiree health benefits issue has placed an almost impossible financial requirement on the Postal Service and its resolution needs to be the top priority to save the Postal Service.
[bookmark: _Toc274918027]Some Cost Savings Are Over-Estimated and Some Costs are Not Quantified
The Postal Service’s filing necessarily makes numerous assumptions in developing its estimate of annual savings that will result from elimination of Saturday delivery.  Some were challenged on the record, such as mail volume will not increase beyond 2009 levels; city carrier technicians will be replaced with Full-Time Employees; Full up savings; and no additional overtime hours.
Mail volume assumption.  A key assumption the Postal Service employs in estimating cost savings associated with the Plan is that there will be no increase in the number of routes.  This is based on a cost savings construct using FY 2009 volume levels, as well as the related assumption that volume in later years, as the Postal Service moves toward “full up” cost savings, will not increase to previous years’ levels.  The Postal Service relies on the volume estimates provided by the Boston Consulting Group.   
A question was raised on the record as to whether mail volume actually will remain at or below FY 2009 levels for the Postal Service, given that predictions made by the foremost forecasting experts in the 1970s and 1980s about where mail volume would be 10 years later were not highly accurate.  Tr. II/471.  In addition, FY 2009 represents a severe recessionary period, so volumes may have been suppressed for that reason, as well as because of internet diversion.  As the major cost savings presented in the Plan assume that mail volume, and therefore routes, do not increase above 2009 levels, if volume demand were to increase above 2009 levels for several years, cost savings could be reduced.
	Postal Service witness Bradley’s cost reduction factor.  The Plan anticipates that with the elimination of Saturday delivery, carrier technicians — who are the most highly compensated Full Time Regular employees — will no longer be needed on Saturday.  The Plan assumes that the Postal Service will use existing carrier technicians to fill required Monday-Friday assignments that become vacant through attrition and through the anticipated elimination of transitional employees.  USPS-T-3 at 12.  This means that replacing a Full Time Regular employee (assuming the average wage rate) with a carrier technician through the attrition process will result in a more highly-paid weekday workforce.  This, by extension, reduces delivery time cost savings.  Tr. II/354 and 363-364, and USPS-T-3 at 13.  However, this will be modest, because the full time regular city carrier wage is only 4.4% higher than the average city carrier wage.  USPS-T-6 at 20.
However, because contractual protections for transitional employees will be renegotiated in 2011, carrier technicians may end up displacing transitional employees, rather than Full Time Regular employees.  Tr. II/439.  The “domino effect” is significant because the average city carrier wage is 99 percent above the wage of a transitional employee.  Consequently, the city carrier workforce that will exist if carrier technicians replace transitional employees would be substantially more expensive than under Bradley’s Full Time Regular Employee replacement assumption, assuming reliance on data in an attachment to USPS-T-6 and a recent National Payroll Hours Summary Report.[footnoteRef:3] [3:  Full Time Regular Wage is $41.74; Average City Carrier Wage is $39.98/hour; and the Transitional Employee wage is $20.93 per hour.  See Excel Attachment to USPS-T-6, File: Carrier Cost Savings.xlsx, Sheet Ops Approach to Cost Savings; and National Payroll Hours, September 12 – Pay Period 20-FY 2009, Summary Report, September 25, 2009, at 27.] 

The Plan does not quantify all overtime hours.  Under the Plan, the expectation is that the need for additional overtime hours will be minimal due to the use of auxiliary employees and improved management of employee leave requests.  While it is not clear how much additional overtime may be needed under the Plan, witness Granholm agrees that some such hours will result.  Tr. II/465. Additional overtime pay includes overtime and penalty overtime pay, which ranges from a 50- to 100-percent premium over regular time wages.  As it seems reasonable to expect that higher-than-average overtime will occur the following week if Saturday delivery is eliminated.  Therefore, the need to consider additional overtime hours is another factor affecting the overall soundness of the Postal Service’s cost savings estimate.
No additional routes because mail volume will not increase.  One of the Postal Service’s key assumptions in estimating the costs savings associated with implementation of the Plan is that eliminating Saturday delivery will not require more routes.  This, in turn, is based on an assessment that mail volumes will remain at FY 2009 levels and not return to previous years’ levels.  See generally APWU (Tr. II/298-299), NALC (Tr. II/386 and 471), and the PR question this assumption (Tr. II/114).
	Costs of the Plan that are not estimated.  The Postal Service acknowledges that are some costs that is likely to incur with implementation, but has not been estimated.  Some do not readily lend themselves to estimation, they collectively affect the precision of the Postal Service’s savings estimate.  Some of these are identified in Appendix B.
[bookmark: _Toc274918028]CONCLUSION
The testimony of witnesses Luttrell and Cross provide sufficient evidence to support a Commission finding that the Plan does not conform to section 101(a)’s “Nation binding” policy, nor does it conform to section 101(b)’s mandate to provide a “maximum degree of effective and regular postal services” to certain types of rural locations.  Statements by Senator Murkowski of Alaska and Senator Akaka of Hawaii further buttress this conclusion with respect to the non-contiguous states.  Witness Brown provides convincing testimony on section 101(a)’s Nation binding role.
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Legislation, finances, technology, and other factors may mean that service cutbacks similar to those proposed on this record will become a reality.  At this time, however, the Commission should recommend against adoption of the Postal Service’s Docket No. N2010-1 Plan, as it does not conform to the policies addressed at the outset of this discussion.  

	Table 1
Federal Holidays — Calendar  2011
(Shaded rows identify holidays/holiday observations falling on a day other than a Monday)

	Friday/Saturday
	Dec. 31, 2010/Jan 1
	New Year’s Day Observed/New Years Day  

	Monday
	January 17
	Martin Luther King Day

	Monday
	February 21 
	Presidents’ Day

	Monday
	May 30
	Memorial Day

	Monday
	July 4
	Independence Day

	Monday
	September 5
	Labor Day

	Monday 
	October 10
	Columbus Day

	Friday
	November 11
	Veterans Day

	Thursday
	November 24
	Thanksgiving Day

	Sunday
	December 25
	Christmas Day 

	Monday
	December 26
	Christmas Day Observed

	Source:  Adapted from a presentation at http://www.opm.gov/Operating_Status_Schedules/fedhol/2011.asp



	Table 2
Federal Holidays — Calendar  2012
(Shaded rows identify holidays/holiday observations falling on a day other than a Monday) 

	Sunday 
	January 1
	New Year’s Day

	Monday
	January 2
	New Year’s Day Observed

	Monday
	January 16
	Martin Luther King Day

	Monday 
	February 20 
	Presidents’ Day/Wash

	Monday
	May 28
	Memorial Day

	Wednesday
	July 4
	Independence Day

	Monday
	September 3
	Labor Day

	Monday
	October 8
	Columbus Day

	Sunday
	November 11
	Veterans Day (Legal Holiday)

	Monday
	November 12
	Veterans Day Observed

	Thursday
	November 22
	Thanksgiving Day

	Tuesday
	December 25
	Christmas Day

	Source:  Adapted from a presentation at http://www.opm.gov/Operating_Status_Schedules/fedhol/2011.asp
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Costs of the Docket No. N2010-1 Plan for which the
Postal Service Did Not Provide an Estimate

The Postal Service acknowledges that it did not develop estimates for some implementation-related costs aspects of its Plan.
	COSTS
	CITE

	Additional Caller Service and PO Box Costs Have Not Been Quantified.
	Tr. II/128

	The Costs of Losing Formerly Loyal Business Customers Has Not Been Quantified
	USPS-LR-N2010-1/16, Summary_bsns.pdf at 6

	Additional Package and Delivery During Holidays Has Not Been Quantified.
	Tr. II/217

	The Costs of Delivery Express Mail to Rural Areas that Currently Don’t Receive Sunday express Delivery Has Not Been Quantified.
	Tr. II/238

	The Costs of Overtime Pay, If Curtailing Mail to Handle Peak Volumes Is Unable to Handle Peak Demand, Has Not Been Quantified.
	Tr. II/293

	Blue Box Overflow Collection Costs Have Not Been Quantified.
	Tr. II/297

	The Cost of Adding Value In Order to Keep Prices From Falling While Reducing the Value of the Mail Has Not Been Quantified.
	Tr. XI/2392



