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MPA—The Association for Magazine Media and the Alliance of Nonprofit

Mailers (ANM) respectfully submit these comments on Commission Notice of

Inquiry No. 1 (issued August 17, 2018).

We appreciate the Commission’s renewed attention to the Postal Service’s

chronic failure to manage in an efficient and economical fashion the costs of

serving flat-shaped mail since the enactment of the Postal Accountability and

Enhancement Act (“PAEA”) of 2006. As the Commission has found repeatedly in

its Annual Compliance Determination reports, this mismanagement has persisted

for many years. Moreover, the needlessly high costs of flat-shaped mail are the

main reason for the failure of Periodicals revenue to cover reported attributable

costs. Docket No. RM2017-3, Comments of ANM, ACMA, PostCom, Idealliance

and MPA (“ANM et al.”) (Mar. 1, 2018) at 84-108.

MPA and ANM respectfully submit, however, that the information requests

in Notice of Inquiry No. 1 are unlikely to bring the Postal Service or its stakeholders
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closer to a solution for the problem. The Commission does not need to develop

additional “data system(s)” to assess flat-related cost and service issues or solicit

“suggested areas of further exploration” or “ideas generated by industry leaders”

on the subject. The existence and causes of the flats cost problem are already

well known. In the 10-year review proceeding, for example, a collection of “industry

leaders” representing the largest postal trade associations in the U.S. addressed

the causes of flats’ dismal performance, and proposed practical solutions, in

considerable detail. See generally id. What mailers need from the Commission

now is action, not more analytical tire-spinning.

The Commission has dealt with the problem of inflated flats costs by issuing

notices of inquiry, imposing additional reporting requirements on the Postal

Service, and issuing occasional admonitions to do better. At no time, however, has

the Commission actually imposed financial penalties on the Postal Service, or

compelled the Postal Service to make any actual cost reductions.

The Commission’s Annual Compliance Determinations have given the

Postal Service repeated proverbial wrist-slaps, but noncompliance with these

admonitions has never led to enforcement action. See, e.g., ACD for Fiscal Year

2014, at 16; ACD for Fiscal Year 2015 at 168-79; ACD for Fiscal Year 2016 at

165–66, 168; see also Periodicals Mail Study, Joint Report of the USPS and PRC

(Sept. 2011).

In Docket No. RM2017-3, the Commission has proposed not only to allow

but to require the Postal Service to force Periodicals mailers to subsidize the Postal

Service’s cost inefficiencies through a two percent annual surcharge on Periodicals

prices, unconditioned on any reductions at all in the Postal Service’s costs of
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serving flat-shaped mail. Order No. 4258 in Docket No. RM2017-3 (Dec. 1, 2017)

at 84.

In the present docket, the Commission has proposed more of the same:

more information requests, more “data enhancements” and “reporting

requirements,” but—once again—no action that might actually reduce the Postal

Service’s inflated Periodicals costs to economical and efficient levels. See Order

No. 4142 in Docket No. RM2018-1 (Oct. 4, 2017) at 4-5.

This analysis paralysis needs to end. The Postal Service’s flats cost issues

are already amply documented in data filed in Annual Compliance Report

proceedings, and the underlying causes are already well understood. See Docket

No. RM2017-3, (Comments of ANM et al.) (Mar. 1, 2018) at 85-101. In particular:

• The Postal Service has allowed key bundle and flat sorting productivities to

plummet by about 30 percent over the last decade. Id. at 87.1

• The Postal Service deployed flat sorting equipment – the Flats Sequencing

System (“FSS”) – despite repeated (and correct) warnings from mailers that

the FSS would substantially increase mail processing and delivery costs.

Docket No. RM2017-3, Comments of ANM et al. (Mar. 1, 2018) at 92.2

1 The Postal Service criticizes ANM et al. for analyzing mail processing

productivities, rather than unit mail processing costs. See Docket No. RM2017-3,

Reply Comments of USPS (Mar. 30, 2018) at 96-98. This criticism is misplaced.

An analysis of trends in unit mail processing costs over the last decade would be

misleading given the substantial growth in worksharing that occurred during this
period. See Docket No. RM2017-3, Comments of ANM et al. (Mar. 1, 2018) at 85.

Furthermore, the Postal Service cannot dispute that mail processing productivity

declines directly increase unit mail processing costs.

2 See also, Greg Dool, “USPS Flats Sequencing System Comes Under Scrutiny,”

interview of Rita Cohen, MPA Senior Vice President, Regulatory and Legislative
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Worsening the problem, the Postal Service adopted mail preparation rules

and pricing approaches that shift flats from low-cost (carrier route)

preparation to high-cost (FSS) preparation. Id. at 93-94.

• The Postal Service has allowed its unit costs for transporting and delivering

flats to increase several times faster than inflation—despite increases in

dropshipping and delivery workload reductions that were supposed to result

from FSS deployment that should have resulted in unit cost declines. Id.

at 89-91.3

Policy, Folio: (Aug. 28, 2018) (reproduced at Attachment A, infra); USPS OIG Audit

Report No. NO-AR-18-008, Flats Sequencing System Performance in the Capital

Metro Area (July 26, 2018) (https://www.uspsoig.gov/sites/default/files/document-

library-files/2018/NO-AR-18-008.pdf).

3 The Postal Service’s attempts to blame the tremendous growth in Periodicals unit

transportation and delivery costs over the past decade on the 2007-2009 recession
are ludicrous. See Docket No. RM2017-3, USPS Reply Comments (Mar. 30,

2018) at 92-95. The recession ended nearly a decade ago. The Postal Service

has had plenty of time to scale down its assets and operations to match lower

volume levels, just as our members have done.

The Postal Service’s analysis of losses of economies of scale is equally wide

of the mark. The USPS analysis focuses on the effect of volume declines on total

costs, including both attributable and institutional costs. Id. at 109. The analysis

offered by ANM et al., by contrast, properly focused on trends in unit attributable

costs, which consist almost entirely of volume-variable costs. Docket No.

RM2017-3, ANM et al. Comments (Mar. 1, 2018) at 97. Although declines in

volume would have a small effect on unit attributable costs, the effect would be a

very small fraction of the effect claimed in the Postal Service’s reply comments.

Finally, although the analysis submitted by ANM et al. did not specifically

quantify the effect on Periodicals costs, data filed in this proceeding show a

massive amount (4 billion sorts per year) of manual incoming secondary sorting of

flats. USPS-RM2018-1/1, PP3-2_eFlash.xlsx. This amount of manual sorting is

unnecessary and highly problematic because almost all flats are machinable and

there is no shortage of automated flat sorting equipment.
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Indeed, the critical analyses of the effects of FSS deployment are well

documented in the data filed at the Commission by the Postal Service itself, but

ignored by key decision-makers within the Postal Service. For example, USPS

Operations recently told the Postal Service’s Office of Inspector General that actual

FSS delivery cost savings have not been studied, and continued reliance on the

savings projected during FSS deployment is still necessary.4 In fact, the Postal

Service has not only performed such a study but has filed it with the Commission

and obtained the Commission’s approval of the study.5 That study shows no

delivery cost savings, only much higher mail processing costs.6 In addition, FSS

productivity rates are being exaggerated in internal reports by ignoring allied (LDC

17) workhours spent preparing flats for FSS processing.7

Congress has also taken note of these facts. Like similar bills introduced in

previous Congresses, the Postal Service Reform Act of 2018 (S. 2969) reveals

serious Congressional concern about inefficiencies in the Postal Service’s

handling of flats. 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

4 Office of Inspector General, United States Postal Service, “Flats Sequencing

System Performance in the Capital Metro Area” (Report Number NO-AR-18-008),

July 26, 2018, at 2.

5 See Docket No. RM2015-7, Petition of the United States Postal Service for the

Initiation of a Proceeding to Consider Proposed Change in Analytical Principles

(Proposal Thirteen), December 11, 2014, at 1.

6 Id. at 76.

7 USPS mail processing variance reports only include LDC 12 and 14 workhours,

thereby excluding LDC 17 workhours spent preparing flats for FSS processing.

USPS-RM2018-1/1, PP2-1_MPV.xlsx, “PP2-1 MPV.”



- 6 -

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 any such operational decision”; and net out any costs so inflated or

inappropriately attributed before imposing any surcharge on “underwater”

products. ANM et. al. Reply Comments in RM2017-3 (Mar. 30, 2018) at 68.

Despite its clear knowledge of these cost issues (as evidenced by its initiation of

this proceeding and numerous findings in recent ACDs and previous studies8), the

Commission essentially ignored them when crafting its Docket No. RM2017-3

proposal.

MPA, ANM, and their allies specifically commented on this omission in the

parties’ March 1, 2018 comments in RM2017-3:

The Commission’s sole nod [in Order No. 4257] to the possibility that
the Postal Service’s losses on flats might result from its own
management decisions is a brief citation to a few of the mailer
comments making this point, id. at 133 (2nd ¶), and an equally brief
summary of some past Commission statements chiding the Postal
Service for not doing more to study and control flats costs, id. at 203.
These two points receive no further mention in the order, however.

The Commission does not pause to explain why it has chosen to
disregard the cited mailer comments, or why the Postal Service’s
admitted failure to process flats efficiently should be irrelevant under
Objectives 1 or 8….

[In Order No. 4258] the mailers’ contention that “the ‘underwater’

condition of the [Periodicals] class is a function of excess costs, not
overly-constrained prices” is relegated to a single parenthetical
quotation, which the Commission then proceeds to ignore.

8 Docket No. RM2017-3, Comments of ANM et al. (Mar. 1, 2018) at 103.
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ANM et al. Comments at 102. In this context, the mailers added, the proposed

[extra 2%] surcharges for “noncompensatory” flats mail would violate Objective 1

by rewarding the Postal Service with extra revenue for its own poor performance.

Far from “maximize[ing] incentives to reduce costs and increase efficiency,” the

surcharges would do the opposite. Id. at 101.

For all of these reasons, it is long past time for the Commission to hold the

Postal Service accountable for improving its performance instead of continuing to

temporize by simply imposing additional reporting requirements without

consequences. The Commission should make clear in its final order in Docket No.

RM2017-3 that above-inflation price increases for Periodicals will not even be

considered until the Postal Service fully reverses the poor cost trends for flats over

the last decade:

[N]o surcharge for noncompensatory classes should be considered

until the Postal Service: (1) ends the failed FSS experiment by
removing these machines from all facilities; (2) returns flat sorting
productivities and real unit transportation and carrier costs to 2007
levels; and (3) promotes efficient preparation by passing through 100
percent of Carrier Route Basic cost avoidance.

ANM et al. Comments at 107. Only this approach can give the Postal Service a

meaningful incentive to control its costs for flats and protect publishers from the

Postal Service’s lack of adequate cost controls.
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USPS’s Flats Sequencing System Comes Under 
Scrutiny 
Amid the ongoing postal rate review, a new report from the USPS inspector general sparks 
mixed opinions on the future of magazine mailing. 
By Greg Dool :: August 28, 2018 

The United States Postal Service’s flats sequencing system (FSS)—a $1.3 billion mail-sorting system for magazines and 
catalogues—was billed as a revolutionary advancement when it was first unveiled a decade ago, to the point that its rollout 
even included a slickly produced, Hollywood-style movie trailer. 

“Consistent, reliable, and on-time delivery,” “affordable mail service,” “intelligence through technology”—what’s not to 
love? 

Ten years and 100 installations later, FSS is “still falling short of expectations,” according to a new report from the USPS 
Office of the Inspector General (OIG), which raised eyebrows upon its public release earlier this month for its 
uncharacteristically frank assessment of the Postal Service’s operations. 
“More troubling,” the OIG writes, “is that it’s unclear whether processing flats on FSS machines is more cost-efficient than 
using AFSM [the automated flats sorting machine, FSS’s precursor].” 

While the OIG regularly makes recommendations to the Postal Service based on its assessments, this felt different, says 
Rita Cohen, senior VP of legislative and regulatory policy at the MPA (the Association of Magazine Media). 

“They said they don’t even understand the operational and financial impact of the system,” Cohen tells Folio:. “They don’t 
know that this entire system is less expensive than what they were doing before, which included manual processing.” 
The USPS, in its own strongly worded statement, disputed the OIG’s audit, which it called “generalized” and 
“methodologically flawed.” Among other things, it accuses the OIG of making “overly general statements” based on “a 
discrete examination of a few select FSS sites,” essentially pinning FSS underperformance on what it calls a “variety of 
non-FSS-related factors,” that contribute to problems such as leakage—that is, magazines or catalogues intended for FSS 
that wind up sorted elsewhere, often through AFSM. 

Once we had a clear command of all of the various acronyms involved, Folio: decided to sit 
down with Cohen to learn more about the issue and how it might impact the magazine industry. 
 
Folio: What was significant about the OIG report, from your perspective? 
Rita Cohen: It really questioned the whole fundamental of the flats sequencing system, which 
we had raised significant concerns about when they first decided to do it. They were setting up   
a bifurcated system where some offices did it one way, and others did it another. We were 

https://www.foliomag.com/author/gdool/
https://www.foliomag.com/usps-fss-scrutiny/
https://uspsoig.gov/blog/fss-comes-short
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concerned all along that this was going to add cost. Lo and behold, we were right, unfortunately, because we are the ones 
that bear the brunt of the costs. 
 
Folio: This OIG report seems to conclude that, due to a decline in flats mailing and leakage, FSS performance has fallen 
way below the necessary benchmarks to meet its efficiency goals. Is that accurate? 
Cohen: Mail volume is down a lot, throughput on the machines is down dramatically, the hours that they’re running are 
down dramatically. Plus, there’s the leakage—volume that should have gone into the machines but didn’t. So I would say 
there are a multitude of issues going on here, and frankly, in our comments to the commission, we basically said that we 
think they should consider just scrapping FSS, instead of continuing to invest in what seems like an ill-fated system. I think 
the OIG isn’t going so far as to recommend that, but they are saying that it needs to be reevaluated. 
 
Folio: So the MPA’s take is that not only is this system not as efficient as it was envisioned to be, there’s no indication it’s 
as efficient as the system that was in place before? 
Cohen: It’s gotten worse. Productivity has gone down, and part of that is a function of lower volume, but that’s what the 
Postal Service has to adjust to. Overall [according to the OIG study], FSS costs six cents per mail piece, compared to two 
cents on the AFSM. 
We think that drives the perception that periodicals aren’t covering their cost, because the Postal Service’s system has 
degraded through this investment, which was meant to be an improvement but has turned out to be a negative. 

Folio: The obvious impact for the magazine industry being that the USPS is in the midst of reviewing its pricing system. 
Cohen: Right. We’ve argued that we should not be the ones bearing the burden of changes the Postal Service put in despite 
our recommendations not to. Our mail has gotten more and more efficient; it’s nothing we did. 
When it comes to packages, private industries often do a lot of the upstream work, and then give it to the Postal Service to 
deliver to the home. We’re fully prepared to do that. With FSS, one of the concerns we had was that it was pulling 
magazines and other flats further back upstream to have the Postal Service do more of the processing, and we were always 
concerned that that would not be as efficient. 

Folio: What was their original justification for implementing FSS? 
Cohen: They imagined that they were going to save a lot of carrier time sorting the pieces. Previously, they had a letter 
sequencing system that allowed them to create trays of letter-sized mail that the carrier just had to put in his or her car. 
They didn’t have to stand there and take every letter and sort it by address. 
So they thought they could do the same thing for flats, but there was never the same volume. They created a system where 
the carrier had two sets of trays—one for letters and one for flats—and then he or she had packages someplace else. By 
having all of these mail streams in his or her car, the delivery time on the street becomes less efficient. 

They had anticipated that carrier in-office time would go down. One of the very interesting findings in the OIG report was 
that there were higher carrier costs in the offices that had FSS installations than in the offices that didn’t. So it appears that 
it has increased carrier time instead of saving it. 

 
 



Folio: The OIG audit only looked at a few facilities, though. 
Cohen: It went up the East Coast, as far south as Georgia and as far north as Maryland. They picked what they call the 
“Capital Metro” area, which has 18 FSS machines at nine facilities. OIG felt that they got a pretty good cross-section of 
different types of facilities, some that were doing better and some that were doing worse. They stood by the fact that it was 
a representative sample. 
 
Folio: But the Postal Service’s stance seems to be that it isn’t a representative sample. 
Cohen: Right. They’re saying no, you only looked at one area. I think the one thing that they admitted, which was 
significant, was that they haven’t looked at the financial and operational implications of FSS since they started 
implementing it in 2008. They didn’t argue with the OIG on that. 
 
Folio: Does the USPS simply not have the resources to evaluate this sort of thing? 
Cohen: I think they have the resources. I don’t know this to be true, but I believe that they might not want to know the 
answer. Everything we see suggests that this system is not saving money, and as a matter of fact is costing money. 
I think it’s hard for an organization that invested in a hundred machines—and this concept of sorting mail on machines 
before giving it to a carrier to deliver on the street—they’re so bought into that concept that I don’t think they want to look at 
the reality. To eliminate the machines and go back to manual sorting would probably seem like an admission of failure. So I 
believe that they are perhaps happy in ignorance. 

 

 

 

 
 
 
 
Folio: The OIG recommended reducing leakage as a potential remedy. What are your thoughts on that? 
Cohen: I think that is a factor, but it’s certainly not the only factor. There are just fundamental flaws in the entire concept. I 
think the OIG is trying to give them something that perhaps they could address with less drama. Our feeling is, just do it. It’s 
been ten years. Just put it behind you. We don’t want to pay extra for processing that is less efficient. 
 
Folio: Implementing technology to become more efficient is not an inherently flawed idea. Is it just that it needs to be done 
in a way in which the cost benefits are more readily apparent? 
Cohen: I’m not saying everything should go back to being hand-processed. The AFSM machines, which they still use, could 
go in where the FSS machines are. So they’d still be using automation to some extent. But the carrier still delivers on the 
street, and trying to eliminate the carriers’ in-office work hasn’t turned out to be that beneficial. 



We’ve asked the Postal Regulatory Commission (PRC) to look at this as well. They’ve just started a new study on flats cost, 
and we’ve recommended that they ask the Postal Service not to make any changes to the flats classes while this is 
ongoing. To drive out more volume would be the worst possible outcome. 

Folio: What is the latest news from the commission when it comes their pricing review? 
Cohen: Their ten-year review is still ongoing. It was mandated by the law, but there’s no time frame in which they need to 
complete it. The perception is that the commission is waiting to see what the President’s task force says. There’s going to 
be a hearing in a senate committee in September, and perhaps the task force’s report will be public by then. I think the 
commission will take that report into account, and we hope that they’ll look at the OIG report as well. 
 
Folio: Ongoing is certainly the operative phrase there. 
Cohen: It’s coming up on two years now. It started in December of 2016, so it’s likely that any rate changes that result will 
come in 2019. But like I said, there’s no mandated time frame. We have actually suggested that they take their time, 
because there are so many questions. Being cautious would be the right course of action. 
 
Folio: Do you think it’s a realistic possibility that they would just scrap FSS entirely? 
Cohen: We did put that out there in our comments. It’s not sustainable and it’s not right. What we are looking for is 
affordable postal prices, and affordable prices depends on efficient processing and appropriate cost. Right now we are not 
being priced appropriately, so we need some change, and probably a pretty dramatic one. We can’t make them do 
anything, but we certainly can ask the commission to look at this very carefully. 
 
Folio: Flats mailers certainly constitute a loud voice. Is there any collective recourse for the industry beyond lobbying the 
PRC? 
Cohen: Well, there’s the possibility of legislation. There was a bill introduced in the Senate which did have a section looking 
at the cost of flats mail. It hasn’t moved, but that’s another direction in which we could go. 
 
Folio: Is there anything the industry should be doing—those who are mailers—to look out for their own interests? 
Cohen: I think the industry needs to speak out. We all recognize that the Postal Service’s problems need addressing on 
many fronts, and their lack of efficiency is certainly one of them. I think there are a lot of people in the industry who are 
knowledgeable about this and I’d like for their voices to be heard. 
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