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1. Noting in the FY 2017 Annual Compliance Report that the workshare discounts 
for Carrier Route flats on 5-digit pallets entered at Origin, DNDC, DSCF, and 
DDU exceeded their avoided costs, the Postal Service stated that it intended “in 
the next market dominant rate case, to recommend to the Governors that they 
realign the[se] discounts with the latest cost avoidance, or it [would] cite an 
appropriate statutory exception.” 1  In the FY 2017 Annual Compliance 
Determination, the Commission found these workshare discounts to be out of 
compliance and directed the Postal Service to “either align the discounts for 
Carrier Route flats on 5-digit pallets entered at Origin, DNDC, DSCF, and DDU 
with their avoided costs during the next general Market Dominant price 
adjustment, or provide support for an applicable statutory exception.” 2  As 
confirmed in its Response to CHIR No. 1, question 4, the Postal Service 
proposes to increase these workshare discounts to a level further above their 
avoided costs.3 
 
a. Did the Postal Service make a recommendation to its Board of Governors 

to align these workshare discounts with their avoided costs?  If not, please 
explain why not. 

b. Please provide relevant data or analysis in support of the application of 39 
U.S.C. § 3622(e)(2)(D) to these workshare discounts. 

c. Please explain how setting these workshare discounts equal to their 
avoided costs would impede the efficient operation of the Postal Service. 

d. Please explain the operational changes that took place in FY 2018 that 
necessitate the application of the operational efficiency statutory 
exception, bearing in mind that the exception was not cited in the FY 2017 
ACR. 

e. Please identify and explain all operational efficiencies that are not 
captured in the cost avoidance models that necessitate setting these 
workshare discounts above their avoided costs.  Please provide 
supporting workpapers. 

f. Please provide an estimate of the number of pallets expected to move 
from 5-digit to 3-digit due to a discount reduction of 0.3 cents to achieve a 
passthrough of 100 percent. 

g. Please provide workpapers that demonstrate the impact of aligning these 
workshare discounts with their avoided costs on the USPS Marketing Mail 

                                            

1 Docket No. ACR2017, United States Postal Service FY 2017 Annual Compliance Report, 
December 29, 2017, at 21 (FY 2017 ACR). 

2 Docket No. ACR2017, Annual Compliance Determination, March 29, 2018, at 35. 

3 Responses of the United States Postal Service to Questions 1-14 of Chairman’s Information 
Request No. 1, October 23, 2018, question 4.a (Response to CHIR No. 1). 
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class.  If the impact results in the USPS Marketing Mail class exceeding its 
available pricing authority, please provide options of how other rates could 
be adjusted to ensure the class does not exceed its available pricing 
authority. 
 

RESPONSE: 

a. Because of 39 U.S.C. § 3622(e)(2)(D) and the operational efficiencies 

detailed below, the Governors were presented with, and chose to approve, the 

Carrier Route discounts as filed on October 10.  Pursuant to their statutory 

authority, the Governors had the option of rejecting the recommendation, or of 

approving alternative prices of their own design, as they did with regard to other 

prices that are a part of this case. 

b-c, e. The primary reason that 39 U.S.C. § 3622(e)(2)(D) applies to this 

passthrough is that the current cost avoidance model for USPS Marketing Mail 

Flats (see USPS-FY17-11, Docket No. ACR2017) does not account for the allied 

and platform operations processing differences between 5-Digit Carrier Route 

pallets and Carrier Route mail prepared on all other containers.  Mail prepared on 

5-Digit Carrier Route pallets bypasses bundle sort operations, and thus does not 

incur allied costs associated with moving the mail to and from these 

operations.  This is because mail on 5-Digit Carrier Route pallets, unlike Carrier 

Route mail prepared on other containers, can be cross-docked and taken directly 

to the appropriate delivery unit.  The cost differences between these processing 

flows is not reflected in the measured avoided costs because, in USPS-FY17-11, 
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the cost pools in which these activities generally occur are treated as fixed per 

Commission methodology, and consequently are not explicitly modeled. 

In contrast, in the Periodicals cost model, container and allied activities are 

modeled.  The workpaper filed with this response, therefore, uses the container 

and allied costs from the Periodicals model to estimate the allied cost difference 

between DSCF entered 5-Digit Carrier Route pallets and DSCF entered SCF 

pallets.4  As a result, the Postal Service estimates that it avoids allied costs of 

0.18 cents per piece from the preparation of 5-Digit Carrier Route pallets, a 

savings that is not reflected in the cost avoidance model for USPS Marketing 

Mail Flats. When these added costs are accounted for, the 2.1 cent discount is 

only approximately 0.1 cent over the costs avoided. 

Secondarily, the 2.1 cent discount is targeted at the 5-Digit Carrier Route 

pieces, which in FY 2017 made up 83.62 percent of this discount and had an 

individual cost avoidance of 2.02 cents.  Given the 0.18 cents of added costs 

noted above, if the Postal Service were to simply match the discount to the 1.8 

cent weighted average cost avoidance, then the vast majority of the pieces 

subject to the discount would not see enough of an incentive to encourage 

efficient worksharing behavior.5  The Postal Service also points out that, whereas 

                                            

4 See “CRRTAlliedFromPeriodicals.xlsx” filed with this response. 

5 As background, the 5-Digit Carrier Route pallet discount was first introduced in Docket No. R2015-4 
when FSS prices were still in effect.  Following Docket No. R2017-1’s elimination of FSS-specific pricing 
in January of 2017, which also eliminated the pricing incentive to prepare FSS Scheme pallets, the Postal 
Service decided to allow pieces prepared on FSS Scheme pallets to qualify for the 5-Digit Carrier Route 
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preparation of FSS Scheme pallets at 250 pounds is required, preparation of 5-

Digit Carrier Route pallets is optional between 250 and 500 pounds.6 

d. It should not be inferred from the Postal Service not having cited 39 

U.S.C. § 3622(e)(2)(D) in the FY 2017 ACR that the operational realities 

described above were not then present. 

f. The Postal Service is unable to produce the requested estimate. 

g. These discounts may be aligned with their avoided costs by increasing the 

price of the workshare categories, reducing the benchmark prices, or a 

combination of the two strategies.  Under the first strategy, if the prices were to 

be increased by 0.3 cents at the four entry levels for Commercial and Nonprofit 

volumes, the overall percentage change in rates for USPS Marketing Mail would 

exceed the total pricing authority available for USPS Marketing Mail. 

Accordingly, in response to the Commission’s request, the attached CapCalc 

file demonstrates aligning the discounts with their avoided costs by increasing 

the price of the workshare categories, while changing prices for High Density and 

Saturation Flats in order to keep the class as a whole within its available pricing 

                                            

pallet discounts.  Therefore, the 1.8 cents cost avoidance is the weighted average of Carrier Route 
bundles on 5-Digit Carrier Route pallets and FSS Scheme bundles on FSS Scheme pallets.  As noted 
above, the avoided cost of pieces in Carrier Route bundles on 5-Digit Carrier Route pallets was 2.02 
cents and comprised 83.62 percent of pieces paying Carrier Route rates, whereas the avoided costs of 
FSS Scheme preparation was 0.75 cents, and comprised 16.38 percent of pieces paying Carrier Route 
rates.   

6 See DMM § 705.14.1(e) (describing requirement to prepare FSS Scheme pallets when 250 pounds or 
more of bundles are available) 
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authority.  For instance, the price of Saturation DSCF Entry Flats is shown as 

being decreased.  The changed price cells in the CapCalc file (i.e., when 

compared to the Revised CapCalc filed in response to Chairman’s Information 

Request No. 4 on October 26), are highlighted. 
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3. Please refer to Response to CHIR No. 1, question 2. 
a. Please confirm that the additional ounces for Round-Trip DVD letters 

above 1 ounce and Round-Trip DVD flats above 2 ounces are reported in 
their respective additional ounce price category in Library Reference 
USPS-LR-R2019-1/1, Excel file “CAPCALC-FCM-R2019-1-Revised-10-
23.xlsx” (Revised First-Class Mail CapCalc File), tabs “Single-Piece 
Letters,” row 26; “Single Piece Flats,” row 11; “Nonauto Presort Flats,” row 
16; and “Automated Flats,” rows 25-28.  If not confirmed, please identify 
where these additional ounces for Round-Trip DVD letters and flats are 
included in the Revised First-Class Mail CapCalc File. 

b. Please confirm that the additional ounces for Round-Trip DVD letters 
above 1 ounce and Round-Trip DVD flats above 2 ounces are included in 
the Revised First-Class Mail CapCalc File.  If confirmed, please explain 
how these additional ounces for Round-Trip DVD letters and flats are 
included in the Revised First-Class Mail CapCalc File and provide 
supporting workpapers that disaggregate additional ounces volume 
between Round-Trip DVD and non-DVD mailpieces.  If not confirmed, 
please explain. 

 

RESPONSE: 

a.  Confirmed. 

b. Confirmed.  Each quarter, a Special Weight Report is prepared that 

quantifies volumes by one ounce increments for each First-Class Mail Revenue, 

Pieces and Weight (RPW) Category Code including Round-Trip DVDs.  From 

these Special Weight Reports, the additional ounces are calculated by 

multiplying the volumes times the number of additional ounces for the particular 

volume.  The Postal Service is attaching file “Hybrid Year BD-Supplemental-10-

31.xlsx” with rows added to show the disaggregated DVD and Non-DVD 

additional ounces that will add up to the number of total additional ounces 

originally filed which were linked to the CAPCALC file.  Specifically, the 
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disaggregated volumes for Round-Trip DVD and non-DVD mailpieces are 

provided in the following cells and are highlighted in green to make this new 

information more easily discernible from the original data:   

 “A-1 Single-Piece Letters” tab, rows 23-24;  

 “A-7 Single-Piece Flats” tab, rows 17-18;  

 “A-8 Nonauto Presort Flats” tab, rows 16-17;  

 “A-9 Automation Flats” tab, rows 22-23, 25-56, 28-29, and 31-32.7 

 

 

 

 

 

 

 

 
 
 
 

                                            

7 Based on the Special Weight Reports, there were Round-Trip DVD additional ounce pieces in Presort 
Automation Letters during the hybrid year but none in Presort Nonautomation Letters.  However, any 
DVD volumes for additional ounces in these categories, while they are included in the total “First-Ounces” 
DVD volumes, are not separated out into First-Ounce and additional ounce volumes, because there is no 
charge for additional ounces in these categories (i.e., customers pay the same rate for a one ounce, two 
ounce, three ounce, or 3.5 ounce piece).  For this reason, additional ounce DVD volumes for Presort 
Automation and Nonautomation Letters are not listed separately from First-Ounce DVD volumes in the 
Billing Determinants, and do not factor in to the calculation of First-Class Mail revenues. 
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4. Please refer to Library Reference USPS-LR-R2019-1/1, Excel file “Hybrid Year 
Q4FY2017-Q3FY2018 BD.xlsx” (Hybrid Year File), tab “Split Quarter.” 
a. Please explain the purpose of this tab. 
b. Please explain why the data reported in the “Split Quarter” tab differ from 

the data in the other tabs of this workbook. 
c. Please confirm that the data reported in the “Split Quarter” tab are not 

used in the other tabs in the Hybrid Year File or in the Revised First-Class 
Mail CapCalc File.  If not confirmed, please explain how the data are used 
(identifying how and where (specify tab and cells)) in the other tabs in the 
Hybrid Year File, or in the Revised First-Class Mail CapCalc File. 

 
RESPONSE: 

a. The “Split Quarter” tab is typically used in Billing Determinants when some 

of the volumes have one rate while other volumes have different rates, for 

example, when a price change occurred in the middle of the quarter.  The tab 

was inadvertently left in the file used to create the linked “Hybrid Year 

Q4FY2017-Q3FY2018 BD.xlsx,” and should have been deleted.   

b. The “Split Quarter” tab was from the as-filed FY2017 ACR Billing 

Determinants, and the split quarter reflected in that file referred to Q2FY2017, 

which is not part of the Hybrid Year used in this price adjustment.  Only 

Q4FY2017 from the FY2017 ACR Billing Determinants is part of the Hybrid Year.  

Although Q2FY2018 was also a split quarter, the Q2 volume split was 

incorporated into the Q3FY2018 Billing Determinants that were used to link into 

the hybrid year Billing Determinants, so there was no need to include the 

separate tab.   

c. Confirmed.   


