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I. INTRODUCTION 

On October 5, 2018, the Postal Service filed a petition pursuant to 39 C.F.R. 

§ 3050.11, requesting that the Commission initiate a rulemaking proceeding to consider 

changes to analytical principles relating to periodic reports.1  Proposal Eight introduces 

modifications to the methodology for First-Class Mail Letter and USPS Marketing Mail 

Letter cost avoidance models.  Petition, Proposal Eight at 1.  For the reasons discussed 

below, the Commission approves Proposal Eight. 

                                            

1 Petition of the United States Postal Service for the Initiation of a Proceeding to Consider 
Proposed Changes in Analytical Principles (Proposal Eight), October 5, 2018 (Petition). 

Postal Regulatory Commission
Submitted 11/28/2018 10:52:27 AM
Filing ID: 107251
Accepted 11/28/2018



Docket No. RM2019-1 - 2 - Order No. 4894 
 
 
 

II. PROCEDURAL HISTORY 

On October 11, 2018, the Commission issued a notice establishing this 

proceeding, inviting comments on Proposal Eight, and appointing a Public 

Representative.2  Chairman’s Information Request No. 1 was issued on October 15, 

2018.3  The Postal Service responded to CHIR No. 1 on October 22, 2018.4 

On November 9, 2018, the Commission received comments from the Public 

Representative.  No other interested party filed comments.5 

III. PROPOSAL EIGHT 

The Postal Service proposes three methodological changes:  (1) modification of 

models to reflect current operational flows (Modification 1); (2) correction of the 

exclusion of mechanical rejects from the Input Sub System (ISS) (Modification 2); and 

(3) removal of the conflation of differential flows between Output Sub System (OSS) 

operations and automation barcode sorter (BCS) operations in the USPS Marketing 

Mail Letters cost model (Modification 3).  Petition, Proposal Eight at 3. 

Modification 1.  Proposal Eight seeks to modify the methodology in First-Class 

Mail Letter and USPS Marketing Mail Letter cost models to reflect current operational 

flows.  Id. at 1.  The Postal Service states that Modification 1 responds to the 

Commission’s directive in the FY 2017 Annual Compliance Determination (ACD) to 

“provide a plan to move the passthrough toward 100 percent” for USPS Marketing Mail 

Automation Mixed AADC Letters.6  The Postal Service states that the modification 

                                            

2 Notice of Proposed Rulemaking on Analytical Principles Used in Periodic Reporting (Proposal 
Eight), October 11, 2018 (Order No. 4849). 

3 Chairman’s Information Request No. 1, October 15, 2018 (CHIR No. 1). 

4 Responses of the United States Postal Service to Questions 1-4 of Chairman’s Information 
Request No. 1, October 22, 2018 (Responses to CHIR No. 1). 

5 Public Representative Comments, November 9, 2018 (PR Comments). 

6 Id.  Docket No. ACR2017, Annual Compliance Determination Report, March 29, 2018, at 26 
(FY 2017 ACD). 
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“aligns the barcode cost avoidance and the associated passthrough with the 

Commission’s directive.”  Petition, Proposal Eight at 1. 

The Postal Service explains that technological advances have eliminated the 

need to process automation mail on the outgoing secondary scheme.  Id. at 2.  In 

addition, the Postal Service states that the current letter cost models were developed 

when cancellation equipment had limited functionality.  Id.  The Postal Service 

previously used the outgoing primary barcode sortation operation to process mail 

coming off the Advanced Facer Canceller System (AFCS).  Id.  At the time, the AFCS 

could not read addresses and isolate local mail, so the outgoing primary scheme had 

“numerous holdouts for local ZIP codes and large local firms . . . that would be receiving 

pre-barcoded Courtesy Reply Mail.”  Id.  The outgoing primary scheme could not isolate 

mail for all Automated Area Distribution Centers (AADCs), so mail for low volume 

AADCs was “jackpotted” and directed to the outgoing secondary scheme.7  First-Class 

Mail and USPS Marketing Mail presort pre-barcoded (automation) letters were directed 

to the outgoing secondary scheme, eliminating multiple handlings of mail destinating in 

low volume AADCs.8 

Optical Character Recognition technology improvements now enable the AFCS 

to read addresses and isolate locally processed mail from mail destinating in the service 

territory of other processing plants.  Id.  The Postal Service states that these 

improvements obviate the need for local separations on the outgoing primary scheme, 

and that it is no longer necessary to process automation mail on the outgoing secondary 

scheme.  Id.  The Postal Service now merges automation Mixed AADC (MAADC) mail 

with outgoing mail from the AFCS, increasing the quantity of mail processed on the 

outgoing primary scheme.  Id.  This increases run time and productivity of the outgoing 

primary scheme by distributing fixed setup and breakdown times over a larger set of 

                                            

7 Id.  The Postal Service states that to “jackpot” means to combine mail for multiple destinations 
for subsequent processing in downstream schemes.  Responses to CHIR No. 1, question 2. 

8 Petition, Proposal Eight at 2.  For purposes of this Order, the Commission uses the terms 
“Automation” and “Non-Automation” which are equivalent to “barcoded” and “non-barcoded.” 
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mail, and produces fewer partially filled trays for transportation to downstream plants.  

Id. at 3. 

The Postal Service asserts that Modification 1 aligns the current operational 

flows of automation MAADC mail with modeled automation mail, changing the inflow of 

10,000 pieces of modeled mail from the outgoing secondary entry point.  Id. at 4.  The 

Postal Service states that the “modification directly impacts only the [a]utomation 

MAADC Presort Letters and Cards categories.”  Id. 

Modification 2.  The Postal Service states that the current letter cost models “do 

not account for mechanical rejects that flow to manual operations.”  Id.  The Postal 

Service states that Modification 2 “corrects the [Delivery Barcode Sorter Input/Output 

Sub-System] DIOSS operations’ treatment of rejects to that of traditional OSS/ISS 

operations for treatment of pieces flowing to manual operations and to OSS operations.”  

Id. 

Modification 3.  This modification changes the benchmark for USPS Marketing 

Mail automation MAADC mail to use a subset of non-automation MAADC mail that has 

the same downflow densities as automation MAADC mail.  The Postal Service explains 

that the current methodology, which uses non-automation MAADC letters as the 

benchmark, “conflates the value of the barcode with intrinsic differences between 

nonbarcoded and automation mail.”  Id. at 5.  The Postal Service suggests that 

non-automation MAADC mail is produced by smaller customers who send more local 

mail.  Responses to CHIR No. 1, question 4.a.  The Postal Service states that 

non-automation MAADC mail receives fewer handlings than barcoded mail due to 

characteristics not associated with the application of a barcode, and this does not 

accurately capture the value of the barcode.  Id. 

Accordingly, the Postal Service proposes a new benchmark for automation 

MAADC Letters.  The Postal Service states that the proposed benchmark – Nonauto 

MAADC BC-Benchmark – holds constant the downflow of densities of the two 

populations of mail, and is thus “empirically based, measurable and verifiable, with cost 
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characteristics that are readily traceable to the Postal Service’s existing cost systems.”9  

The Postal Service states that the proposed benchmark is “theoretically equivalent” to 

the Commission’s methodology for measuring pre-barcoding cost avoidance in 

Marketing Mail Flats.  Responses to CHIR No. 1, question 4.a. 

The Postal Service states that there are no mail processing differences between 

the current benchmark (non-automation Machinable MAADC Letters) and the proposed 

benchmark (Nonauto MAADC BC-Benchmark).  The new benchmark is “a theoretical 

construct and is intended to be a population of mail that has identical characteristics of 

‘Automation MAADC Presort Letters’” apart from the barcode.  Responses to CHIR 

No. 1, question 4.c. 

IV. COMMENTS 

The Commission received comments from the Public Representative.  The Public 

Representative supports the approval of Proposal Eight.  PR Comments at 4.  For 

Modification 1, she concludes that it is a “more accurate representation of operational 

realities than the current model.”10  In regards to Modification 2, she confirms that the 

modification “corrects the treatment of mechanical rejects from Input Sub System 

operations.”  Id.  For Modification 3, she concludes that the new benchmark is “a 

reasonable revision of the benchmark for Marketing Mail Automation MAADC Presort 

Letters.”  Id. 

V. COMMISSION ANALYSIS 

Based upon a review of the Postal Service’s filing, supporting workpapers, and 

the Public Representative’s comments, the Commission approves Proposal Eight 

                                            

9 Id.  Docket No. RM2010-13, Order Resolving Technical Issues Concerning the Calculation of 
Workshare Discounts, April 20, 2012, at 8, 11 (Order No. 1320). 

10 Id. at 2.  The Public Representative also reports that the modeled unit costs increase, despite 
improved efficiency due to “associated savings accruing in areas such as allied labor, which are not 
incorporated into the model.”  Id. at 3. 
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because it finds that the proposal would improve the quality, accuracy, and 

completeness of the data contained in the Postal Service’s periodic reports.11 

Modification 1.  The Commission accepts the Postal Service’s assertion that 

Modification 1 aligns modeled automation MAADC for First-Class Mail Letters and 

USPS Marketing Mail Letters with current operational flows, and thus approves 

Modification 1.  The Postal Service explains that advances in the ability of the AFCS to 

isolate locally processed mail, which has reduced the need to process pre-barcoded 

mail on the outgoing secondary scheme.  Petition, Proposal Eight at 2.  This change 

has led to the proportion of mail processed in outgoing secondary scheme decreasing 

from 46.5 percent in FY 1999 to 12.0 percent in FY 2017.  Responses to CHIR No.1, 

question 3. 

The Postal Service incorporates this change into the letter mail processing cost 

models by changing the inflow pieces of modeled mail from the outgoing secondary 

entry point to the outgoing primary entry point.12  The Commission’s analysis confirms 

that the Postal Service has appropriately incorporated modification into the letter mail 

processing cost avoidance models for First-Class Mail Letter and USPS Marketing Mail 

Letter.  Id. 

Modification 1 primarily impacts the unit mail processing cost estimates for 

automation MAADC in both classes.13  The unit costs for these price categories 

increase due to the mail being entered further upstream in the outgoing primary scheme 

                                            

11 See 39 C.F.R. § 3050.11. 

12 See “Prop 8 FCM letter costs.xlsx” and “Prop 8 MM letter costs.xlsx,” with the Modification 1 
Toggle turned on; tab “AUTO MAADC MODEL,” filed with the Petition. 

13 The unit mail processing costs increase for First-Class Mail Automation MAADC Presort Letters 
and Automation MAADC Presort Card, and for USPS Marketing Mail Automation MAADC Presort Letters.  
Modification 1 results in all other price categories decreasing slightly (less than 1 percent) due to a 
reduction in the Cost and Revenue Analysis (CRA) Proportional Adjustment Factor.  For example, the 
CRA Proportional Adjustment Factor in the USPS Marketing Mail Letters mail processing cost model was 
1.303, and in the Proposal 8 model, with the Modification 1 toggle turned on, the CRA Proportional 
Adjustment Factor is 1.296.  Compare Docket No. ACR2017, PRC-LR-ACR2017-4, March 29, 2018, 
“FY17 USPS MM Letters Cost Model PRC.xlsx,” tab “PRESORT LETTERS SUM,” cell D26 with “Prop 8 
MM letter costs.xlsx” (with the Modification 1 toggled turned on), tab “PRESORT LETTERS SUM,” cell 
D27 with “Prop 8 MM letter costs.xlsx.” 
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opposed to the outgoing secondary scheme.  In First-Class Mail, the mail processing 

unit cost for MAADC Letters increases 5.8 percent, and for USPS Marketing Mail it 

increases 5.4 percent.14 

Modification 2.  The Commission approves Modification 2.  This modification 

more accurately accounts for mechanical rejects that flow from the DIOSS to manual 

operations.  The FY 2017 letter cost avoidance models omitted mechanical rejects from 

the DIOSS to manual operations, and Modification 2 corrects that omission. 

Modification 2 decreases the amount of delivery point sequenced mail in the 

models, which in turn increases the unit delivery cost for impacted categories.  The 

largest impact is for non-automation price categories — specifically, in USPS Marketing 

Mail, non-automation Machinable Mixed AADC Letters unit delivery cost increases 7.6 

percent.15  The driver of this increase is a 2.7 percentage point decrease in delivery 

point sequenced mail for the price category.16  Modification 2 also increases the unit 

delivery cost for First-Class Mail non-automation letters by 9.2 percent, driven by a 2.7 

percentage point decrease in delivery point sequenced mail. 

Modification 3.  The Commission approves Modification 3.  The Commission 

applies the criteria described in Order No. 1320 and concludes that the proposed 

benchmark is theoretically correct, empirically based, measureable, and verifiable.  The 

new benchmark estimates the unit cost of the subset of non-automation MAADC Letters 

that are most likely to convert to automation MAADC Letters by applying a barcode.  

The Commission determines that this benchmark more accurately isolates the value of 

the barcode on automaton mail, and thus is theoretically correct and empirically based. 

                                            

14 These impacts are calculated by having only the Modification 1 Toggle turned on in “Prop 8 
FCM letter costs.xlsx” and “Prop 8 MM letter costs.xlsx.” 

15 Compare Excel file “Prop 8 UDCmodel17 DPS Update.xlsx,” tab 1.Table 1 with PRC-LR-
ACR2017-4, Excel file “PRC-LR-ACR2017/4,” tab 1.Table 1. 

16 Compare “Prop 8 UDCmodel17 DPS Update.xlsx,” tab 3.SummaryBY with PRC-LR-
ACR2017/4, Excel file “PRC-LR-ACR2017-4,” tab 3.SummaryBY. 
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As the Postal Service demonstrates, the mail included in the current benchmark 

(Machinable non-automation MAADC Letters) is more local than automation MAADC 

Letters.  Petition, Proposal Eight at 5.  The Postal Service proposes to control this 

non-workshare difference by holding downflow densities constant in both mail 

processing cost estimates.  The Commission concludes that the Postal Service has 

accurately calculated the unit mail processing cost of the new benchmark within the 

USPS Marketing Mail Letter cost model. 

The Commission confirms that the Postal Service correctly estimates the unit 

mail processing cost of the proposed benchmark in the USPS Marketing Mail Letter cost 

model.  The Postal Service’s ability to model the proposed benchmark demonstrates 

that the benchmark is measureable and verifiable. 

Modification 3 impacts the avoided cost and passthrough calculations for USPS 

Marketing Mail Automation Mixed AADC Letters.  In the FY 2017 ACD, the discount was 

$0.013, the avoided cost was $0.001, and the passthrough was 1,300 percent.  

FY 2017 ACD at 25.  The combined impacts of Modification 1 and 2 increase the 

avoided cost by $0.006 to $0.007, and decrease the passthrough to 186 percent.  

Responses to CHIR No. 1, question 4.b.  The effect of Modification 3 reduces the 

avoided cost for the discount by $0.001, which results in a passthrough of 217 percent.  

Petition, Proposal Eight at 6. 

VI. ORDERING PARAGRAPH 

It is ordered: 

For purposes of periodic reporting to the Commission, the changes in analytical 

principles proposed by the Postal Service in Proposal Eight are approved. 

By the Commission. 
 
 

Stacy L. Ruble 
Secretary 


