
- 1 - 
 

BEFORE THE 
POSTAL REGULATORY COMMISSION 

WASHINGTON, DC 20268-0001 
 

 
 
 
 
___________________________________________ 

)          
Data Enhancements and     ) 
Reporting Requirements for Flats    )                 Docket No. RM2018-1 
___________________________________________ ) 
 
 
 
 
 

 
COMMENTS OF THE  

AMERICAN CATALOG MAILERS ASSOCIATION (ACMA) 

(October 1, 2018) 

 

 Pursuant to Notice of Inquiry No. 1 in this proceeding (issued August 17, 2018), 

ACMA is pleased to submit these comments. 

I.  Introduction  

 ACMA appreciates the Commission’s inquiry into reasons for the persistent 

increases in flats costs, which have occurred despite laudable work done by the Postal 

Service to introduce new technologies and to keep costs under control.  In general, 

ACMA supports the notion of a low-cost mailstream wherein mail is suitably prepared, 

effectively entered, and efficiently processed by the Postal Service.  This requires 

careful design that includes collaboration and cooperation between all parties; the 

USPS, the PRC, and industry. 
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 Overall, catalog mailers are acutely concerned with the trends in the costs 

reported for flats mail, which worsen in virtually every period despite significant USPS 

investment in automation and industry investment to support it.  Given the current 

trajectory, flats mailers might conclude that the future for their products is grim.  Despite 

enormous efforts by the PRC and the USPS on flats since determining them to be out of 

compliance with the law, no real progress has been made in addressing costs inherent 

in or attributed to flats.  This suggests to ACMA that a new approach is needed.  In 

addition to the analytical approaches suggested herein, we think it is time for the PRC, 

the USPS, and industry to consider wholly new ways to reduce flats costs.  Flats 

warrant the same level of scrutiny and investment as has been afforded Letters in order 

to develop a truly lower-cost mailstream that is greatly needed and that works to 

increase and encourage Flats mail volume growth. 

 We believe time is running out, and that it is now critically important for the PRC 

to employ its considerable regulatory powers to help drive improvement in flats.  The 

Commission has rightly noted that it is the regulator, not the operator.  But when the 

operator fails to materially improve a principal category of products, especially products 

supporting entire industry segments that contribute mightily to consumers’ interest in the 

mail, it is fully appropriate for the regulator to employ active measures to gain 

understanding and improve performance.  It is time to take a different tact, one that may 

yield a different outcome. 

  The industry is prepared to help.  In these comments:  (1) ACMA agrees with the 

Commission that more information on costs is needed, and suggests that an even 

clearer layout of cost trends might be helpful.  Tracking costs over periods should 
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quantify any progress that is occurring.  (2) ACMA suggests, along with examination of 

individual cost components, the development of weighted unit cost indexes.  (3) Since 

the FSS was justified in part by a reduction of city carrier costs, ACMA suggests 

examination of trends in associated cost components.  (4) ACMA suggests that the 

development of “should-cost” models would provide a basis for asking why actual costs 

are so high.  Taking steps to bring the actual system closer to the should system might 

be a way to help bring about the low-cost mailstream that is desired and needed for a 

healthier USPS and its industry partners. 

II.  Development of Weighted Unit Cost Indexes  

 The Postal Service should be asked to develop weighted unit cost indexes for the 

products reported in the CRA, corrected for changes in costing method.  Such indexes 

would show how much the unit cost of each product has increased without any effect 

from changes in the relative levels of volume elements within the product, that is, 

without any mix effects.1  This index should go back to FY 2000 or as far as available 

data allow.  The inclusion of all products, instead of just flats, is to allow greater 

perspective. 

 Logically, a weighted unit cost index is to a simple index of unit costs as a 

weighted price index is to a simple index of unit revenues.  Alternatively, a weighted unit 

cost index is to a simple index of total costs as a weighted price index is to a simple 

index of total revenues.  It is difficult to understand why attention is given to all of these 

                                            
1  Increasing worksharing is an example of changing “the relative levels of volume elements with the 
product.”  For example, the proportion of volume presorted or dropshipped could be increased.  Such 
changes would be expected to reduce the unit cost of the product but would not be an increase in 
productive efficiency or a decrease in the inherent costs of the product. 
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measures except the unit cost index, which is the only measure in the group that relates 

in a reasonably direct way to changes in efficiency over time.  Note that a unit cost 

index can be compared to, or deflated meaningfully by, the CPI, or better yet by a factor 

price index. 

 There are several ways to develop a unit cost index.  The classical formula is:2 

 ∑ (𝑉𝑖,1 𝑥 𝑈𝐶𝑖,2)𝐼
𝑖=1

∑ (𝑉𝑖,1 𝑥 𝑈𝐶𝑖,1)𝐼
𝑖=1

 
                                 Equation 1 

UCi,j  is the unit cost of elemental processing activity i of I, in period j.  The weights, Vi,1, 

the same in the numerator and denominator, are the corresponding period-1 volumes.  

A result of 1.05 would mean that the average unit cost, with the effects of changes in 

mix removed, was 5% higher in period 2 than in period 1.  It would be common to peg 

the index at 100 in period 1 and say that the level of unit cost in period 2 was 105.3 

 It can be shown relatively easily that Equation 1 is identically equal to:4 

                                            
2  In form, this formula is similar to the price index (for products) that is common in Commission 
proceedings, so its nature and properties are familiar. 
 

In his Reply Comments in Docket No. ACR2011 (February 17, 2012), the Public Representative 
referred to Equation 1 as “[t]he ideal Laspeyres cost index.”  He went on to say that “[s]uch a measure 
would provide the Commission, the Postal Service, and interested parties with a better understanding of 
the evolution of the costs of processing mail for the different products over time” (at 10-11). 

 
3  Though it is common to specify a base year and to peg an index at 100 in it, it can be pegged at 
any level in any year.  Consider the 5% example on unit costs in the text.  The index could be 1 in period 
1 and 1.05 in period 2.  It could also be 50 in period 1 and 52.5 in period 2.  Alternatively, it could be 
95.23809524 in period 1 and 100 in period 2.  The only information contained in the index relates to inter-
year comparisons, specifically that the unit cost in period 2 is 5% higher than the unit cost in period 1.  It 
is without meaning, for example, to say in isolation that the level of unit cost in period 2 is 105. 
 
4  For the steps involved in showing this equality, see Comments of ACMA, Docket No. R2013-10, 
October 17, 2013, App., pp. 3-5 esp. 
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 𝑇𝐶2

𝑇𝐶1

∑ (𝑈𝐶𝑖,2 𝑥 𝑉𝑖,2  ) 𝐼
𝑖=1

∑ (𝑈𝐶𝑖,2 𝑥 𝑉𝑖,1 ) 𝐼
𝑖=1

 

                                   Equation 2 

TC is the total cost of the product in question, making the numerator a ratio of two 

attributable costs.  The subscripts on V and UC are different from corresponding ones in 

Equation 1, making the denominator a cost-weighted quantity index.  Therefore, working 

with Equation 2 is an alternative to working with Equation 1. 

 Another alternative exists.  ACMA showed in the Appendix to its Initial Comments 

in Docket No. ACR2011 that an index of the quotients obtained by dividing the price 

index by the associated cost coverages, all of which are readily available, is a cost 

index of the following form: 

 𝑇𝐶2

𝑇𝐶1

∑ (𝑃𝑖,2 𝑥 𝑉𝑖,2  ) 𝐼
𝑖=1

∑ (𝑃𝑖,2 𝑥 𝑉𝑖,1 ) 𝐼
𝑖=1

 

                                   Equation 3 

Pi is the price for rate cell i.  Equation 3, calculated from the quotients, has been 

referred to as the ACMA cost index.  It differs from Equation 2 only in that its 

denominator is a price-weighted quantity index.5   

 The Postal Service should select and defend the index formulation that it 

believes most appropriate.  Some of ACMA’s work may be found helpful. 

                                            
5  In its Comments in Docket No. R2013-1 (November 1, 2012), ACMA developed a cost weighted 
quantity index for the product then designated as Standard Flats and showed that it differs in negligible 
degree from a price weighted quantity index. 
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III.  Trends in City Carrier Street Time 

 Marginal street times for city carriers are critical components in understanding 

what is happening to carrier costs and overall flats costs, and they are an element in 

evaluating the effectiveness of the FSS.  In effect, these times are multiplied by city 

carrier wage rates, including benefits, and then by support factors and piggyback 

factors.  It is true that the resulting costs are included in the unit cost indexes discussed 

above, but they can also be examined separately. 

 As attributable to specific products, city carrier street time is designed and 

estimated as marginal.  That is, another piece takes another unit of time.  This time can 

be understood and the Postal Service should be able to explain it.  For example, if a 

tray normally has X pieces in it, each piece might get 1/X of the time to take an 

additional tray to a vehicle, 1/X of the time to move a tray from the back to the front of 

the vehicle, and an amount of time to finger through pieces at a stop.  An additional 

piece might cause an additional stop if no other mail existed for the stop.6 

 To provide a reference for further analysis, the Postal Service should be directed 

to provide marginal city carrier street times, in seconds, corrected for changes in costing 

method, for the market-dominant products.  The series for each product should go back 

to FY 2000 or as far back as available data allow.  As an example of how this could be 

done, perhaps a rough example, see ACMA’s Initial Comments in Docket No. ACR2017 

(February 1, 2018), at 11ff. 

                                            
6  The chances for an additional piece to go to an additional stop should not be overestimated.  
Much targeted mail tends to go to people who have discretionary funds and who often spend them 
through the mail.  These people are likely to be getting other mail.  It should be noted that this is not true 
of Saturation mail.  A saturation mailer does not send an additional piece that would go to someone on a 
route.  Rather, he mails to an additional entire route, which means the coverage on that route goes to 100 
percent, from wherever it is.  This should make the marginal cost of Saturation mail very high. 
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 Once this series is developed, the Postal Service should explain the rationality of 

any differences between products and of any increases over time.  Volume changes 

would be a factor, but references to scale changes might not.  That is, no scale changes 

occurred—it is a matter of a little more or a little less volume within an unchanged 

framework.  A volume decline would cause the route to go under eight hours, and more 

stops to be added to the route.  This would reduce the total number of carriers and thus 

the times to go from the office to the first stops and from the end of routes back to the 

office.  Similarly, a reference to a coefficient in an econometric equation might not be an 

acceptable explanation, as a coefficient that makes no sense should not be accepted. 

IV.  Clarification Regarding FSS Costs Compared to non-FSS Costs 

 So far as ACMA has been able to determine, the record does not contain 

meaningful data on the cost of processing flats through the FSS compared to the cost of 

processing them in the before-FSS way (i.e., manual DPS).  Ideally, one would hold all 

factors the same except the use of an FSS path.  ACMA agrees that doing this precisely 

may be difficult.  For example, the mail going down an FSS path in FSS zones may be 

mail to large-volume offices that serve predominantly non-rural areas.  But we believe it 

should be possible to develop a meaningful comparison.  For one thing, such a 

comparison would seem to be needed in any financial analysis of the FSS system, 

whether done before or after the investment decision is made.7 

                                            
7  ACMA would like to see it be required of any investment decision that before and after analysis is 
done and shared with the Commission.  While mailers might want to have all these details as it is their 
money being deployed in these investments, ACMA recognizes that for a variety of reasons, disclosure of 
these details may not be in the best long term interest of the system.  ACMA is certain the PRC can parse 
which is which, with a goal of improving transparency, accountability and productivity through the open 
debate among an open give and take examination by various parties leading to improved outcomes 
impossible without diverse input. 
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 Therefore, ACMA suggests that the Postal Service be asked to develop a 

meaningful cost comparison between processing mail on an FSS path and processing 

the same mail on a path that involves sorting to the route and then being cased and 

delivered, or, if already carrier route presorted, channeling the bundle to the carrier and 

then casing and delivering.  Since mail prepared and submitted in various ways might 

all go across the FSS, the comparison presented should recognize these alternatives 

and provide volume proportions for them. 

 ACMA does not take the position to no information at all is available.  One place 

FSS-related information has been developed and presented is in Folders 30 in Annual 

Compliance Report submissions.  We note here, for FY 2017, a sample drawn from 

several FSS-apparent total costs (total meaning for all cost components, including 

carriers, a portion of which is rural) presented in Excel spreadsheet “FY17 NSA Unit 

Cost Detail Data Calculations.xlsx.” 

 Specifically, the spreadsheet shows:   

(a)  Automated FSS Scheme flats mailed as a Marketing Mail Flats 

product costs 47.72 cents/piece (cell K61);  

(b)  Carrier Route basic mail (not receiving the pallet discount) mailed to 

FSS zones costs 28.09 cents/piece (cell K78); and  

(c)  Carrier Route basic mail (not receiving the pallet discount) mailed to 

non-FSS zones costs 19.16 cents/piece.   

Taking the difference between “b” and “c” suggests that Carrier Route mail processed 

through the FSS costs 8.48 cents/piece more than Carrier Route mail to non-FSS areas 

(which would be lower-volume areas).  Alternatively, the difference between “a” and “c” 
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suggests that ideally-prepared Marketing Mail Flats that are processed through the FSS 

cost 28.56 cents/piece more than Carrier Route mail to non-FSS zones (which would be 

lower-volume areas).  Falling between these estimates is Halstein Stralberg’s estimate 

for Periodicals that FSS mail costs 16.81 cents/piece more than Carrier Route mail.8  

The Postal Service should be able to improve on these comparisons. 

V.  Use of Should-Cost Models 

 For FSS and non-FSS mail separately, as well as separately for mail with various 

preparation and entry profiles, the Postal Service should be asked to develop should-

cost models.  These models would identify the processing steps through which the mail 

should go, and state what each step should cost.  The actual costs could be compared 

with these should costs.  Any differences should be explained.  Movement toward the 

should-cost flow should be made, when appropriate, with possible changes by both the 

Postal Service and mailers. 

 

 

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   
 

                                            
8  See “DECLARATIONS SUPPORTING COMMENTS OF ALLIANCE OF NONPROFIT MAILERS, 
ASSOCIATION FOR POSTAL COMMERCE, AND MPA—THE ASSOCIATION OF MAGAZINE MEDIA,” 
Docket No. RM2017-3, March 20, 2017, pdf p. 142, declaration p. 6. 
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