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COMMENTS OF THE ASSOCIATION FOR POSTAL COMMERCE 
(January 30, 2020) 

Pursuant to Order No. 5381, the Association for Postal Commerce ("PostCom") submits 

these comments on the Annual Compliance Report (“ACR”) for Fiscal Year 2019 filed by the 

United States Postal Service (“Postal Service”) on December 27, 2019. As noted in comments 

filed in past annual compliance dockets, the information presented in the ACR illustrates several 

ongoing and recurring concerns of which the Commission has long been well aware. In short, the 

concerns PostCom has expressed in its comments on previous ACRs remain largely 

unaddressed—the Postal Service continues to make decisions that impose additional costs on 

mailers without creating corresponding efficiencies in the postal network, causing costs to both 

the Postal Service and the industry to continue to rise. Moreover, the Postal Service has once 

again failed to meet its own service standards, meaning that mailers continue to pay more for 

less. PostCom urges the Commission to remain cognizant of this dynamic as it evaluates and 

makes recommendations regarding cost coverage and workshare discounts reported in the ACR. 

I. WORKSHARE DISCOUNTS 

As PostCom indicated in its comments in Docket No. R2020-1, the Postal Service 

continues to reduce workshare passthroughs, squeezing its customers as it does so. The current 

ACR indicates that the Postal Service reduced numerous passthroughs such that, with the price 

changes in R2020-1, it now expects them to pass through less than 100% of avoided costs. See, 
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e.g., ACR at 23-24. The ACR suggests that the Postal Service has made these changes at least in 

part to protect against a finding by the Commission that the discounts are not in compliance with 

39 U.S.C. § 3622(e)(2). These changes, however, raise the question of whether the Commission 

and the Postal Service are so focused on limiting passthroughs to 100% of avoided costs that 

they are ignoring the practical realities of both the calculation of avoided costs and the 

processing and entry of mail and driving discounts to less efficient levels.  

Given the considerable leeway that the Postal Accountability and Enhancement Act 

provides with respect to the 100 percent passthrough requirement, the rigid and crude 

enforcement of this particular feature stands in stark contrast to the tremendous latitude granted 

to the Postal Service with respect to other features of PAEA (see comments on service 

performance to follow). In fact, throughout the ACR it is impossible to find any specific example 

where the Postal Service attempts to remediate non-compliant passthroughs except through the 

imposition of higher than average price increases. Thus, despite estimated passthroughs that 

exhibit considerable volatility due to methodological changes, postal inefficiency, and normal 

variation the Postal Service and the Commission continue to use only one technique – higher 

prices – to attempt compliance with one specific component of PAEA while perennial failure on 

efficiency and service performance is met with indifference and inaction.  

As we have noted in previous ACR proceedings, the calculation of avoided costs and the 

setting of workshare discounts is an inexact science, and PostCom does not contend that 

avoidable costs must be measured with absolute precision before the Commission can make a 

finding of compliance or non-compliance. But PostCom does contend that the Commission has 

not adequately accounted for this uncertainty in its past rulings.  
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In R2020-1, the Postal Service’s rate increases for letter mail entered at Sectional Center 

Facilities (SCF) exceeded the overall average rate increase for Marketing Mail. By increasing 

these rates greater than the rate of inflation, the Postal Service continues to punish mailers who 

produce the most cost-efficient mail which will induce entry of mail father upstream. The farther 

mail is entered from its destination, the worse the Postal Service’s service performance. 

Consequently, some customers, for example a retailer sending advertising content relating to a 

specific time-limited offer, will effectively not be able to reliably enter their mail at DSCF rates 

and will be forced into more expensive rate categories; in effect buying for service that – while 

still well below standards – is better than the alternative.  

USPS Marketing Mail is used for a wide variety of purposes by thousands of different 

mailers, yet the mechanistic approach heretofore favored by the Commission presumes that all 

customers can make the same cost vs service tradeoffs. In reality, customers choosing destination 

entry may be buying something different – greater service reliability – than those choosing origin 

entry.1 An unnecessarily oversimplified approach to setting worksharing discounts does not 

properly recognize that reality. Because Section 3622(e) does not establish an absolute 

requirement that workshare discounts never exceed 100 percent of avoided costs, the 

Commission should stop acting as if it does. Its decisions are discouraging efficient mail 

preparation, entry, and processing. This impact is even more adverse when one considers how 

many workshare discounts still pass through less than 100% of avoided costs. 

1 See, e.g., Docket No. N2012-1, Direct Testimony of Kevin Neels on Behalf of the Public Representative at 11-13 
(explaining that consumers “readily account for quality differences between alternative offerings” when making 
purchasing decisions and, therefore, assessments of price changes over time must account for differences over time 
in the quality of what is being sold); see also Docket No. N2012-1, Advisory Opinion on Mail Processing Network 
Rationalization Service Changes at 154 (“The Commission is cognizant of the basic economic principles expressed 
by witnesses Neels and Crew concerning the relationship between price and quality.”).  
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A. Passthroughs Less Than 100% Must Be Considered and Balanced With 
Those That Exceed 100% of Avoided Costs 

The Commission’s rules require the Postal Service to “identify and explain discounts that 

are set substantially below avoided costs, and explain any relationship between discounts that are 

above and those that are below avoided costs” in its notice of price changes. Order No. 4215 at 

11 (citing 39 C.F.R. § 3010.12(b)(6)). Yet in the ACR dockets, the Postal Service and 

Commission focus only on those discounts that pass through more than 100 percent of avoided 

costs and effectively ignore passthroughs that in some cases are well below 100 percent of 

avoided costs. This imbalance adds to the risk that the Postal Service will continually reduce 

passthroughs in ways that lead to less efficient mail entry and processing. 

For example, the discount for Automation AADC Letters is 1 cent, while the Postal 

Service’s estimated cost avoidance is nearly double that amount resulting in a passthrough of 

52.6% (USPS Exhibit FY19.3). The workshare passthrough for Automation 5-Digit Letters is 

only 86.2 percent. While better than the passthrough for AADC Letters, the lack of attention on 

these passthroughs is concerning. These discounts are not discussed at all in the ACR even 

though they are just as, and in some cases significantly more, inefficient than the discounts the 

Postal Service justifies in the ACR. 

Postal prices should encourage mailers to participate in worksharing and ensure that mail 

is delivered at the lowest total combined cost. Those incentives fail when the discount is 

insufficient to drive a change in behavior, a result that is inevitable when workshare discount 

passthroughs are consistently below 100%. 

The Commission’s requirement that the Postal Service analyze, report on, and provide 

detailed justifications for every passthrough that exceeds 100% causes the Postal Service to err 

on the side of reducing passthroughs well below 100%. This reduces the flexibility of the Postal 
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Service to price efficiently in response to market forces while simultaneously undermining the 

purpose for providing workshare discounts. For instance, since 2016 our comments have noted 

that: 

Through its price signals and operational decisions, the Postal Service has been 
driving mail upstream to less efficient operations. This has caused costs, through 
no fault to the mailing industry, to continue to increase as the USPS chases 
efficiencies that either do not exist or no longer exist due to decreased economies 
of scale and lost volumes. 

See Initial Comments of the Association for Postal Commerce, Docket No. ACR2017, at 2. So 

long as the Commission continues to focus on passthroughs that exceed 100% of avoided costs 

to the exclusion of those that pass through less than 100% of avoided costs, it will continue to 

discourage efficient pricing. 

As an example, the Postal Service notes that FY2019 passthroughs for DNDC 

dropship letters were 104.8 percent, or 4.8% above the efficient 100 percent level.  ACR at 19.  

However, once the R2020-1 prices take effect, this passthrough will decrease to 95.2 percent, or 

4.8% below the efficient 100 percent level.  Id. at 20.  While this change will “bring the DNDC 

Dropship Letters passthrough into compliance with the statue,” it will not make the discount any 

more efficient than it currently is.  Id.  It simply shifts the benefit of the moderate pricing 

inefficiency from mailers to the Postal Service, while at the same time discouraging dropship 

entry at the DNDC.    

Similarly, the Commission continues to ignore the plain text of PAEA by 

requiring the Postal Service to reduce discounts that pass through more than 100% avoided costs 

when “reduction or elimination of the discount would impede the efficient operation of the Postal 

Service.”  39 U.S.C. § 3622(e)(2)(D).   As PostCom has repeatedly explained to the 

Commission, a discount justified by this exception is legal—the statute exempts such discounts 

from the requirement that they pass through no more than 100% of avoided costs.  There is, 
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therefore, no legal justification for requiring the Postal Service to reduce such discounts.  Nor is 

there a logical reason for doing so, as the justification for the level of discount is that reducing it 

would impede the efficient operation of the Postal Service. 

The Commission’s misguided approach to this section is evident in the Postal 

Service’s approach to the barcoding discount for Mixed AADC Letters.  While the Postal 

Service claims that the “passthrough continues to meet the justification in section 

3622(e)(2)(D)”—that is, that reducing the passthrough would impede the efficient operation of 

the Postal Service—the Postal Service relates how the passthrough will be reduced by over 70 

percentage points when the R2020-1 prices take effect.  ACR at 20.  If the current discount is 

justified by 3622(e)(D), this radical reduction will necessarily lead to more inefficient operations.  

Furthermore, the new discount will pass through only 85.7% of avoided costs, which is not even 

efficient from a pricing perspective. 

II. FLATS PERFORMANCE CONTINUES TO DECLINE 

The shortfall from Standard Mail flats declined slightly to $746M in FY 2019, from 

$753M in FY2018.  But with overall flats volume declining by 4.1 percent (ACR at p 19), the 

shortfall, if measured on a per piece basis, would still be increasing. The Postal Service reports 

that although it “remains committed to taking measures to improve the product’s cost coverage, 

it is not able to provide an estimated timeline for phasing out the Flats subsidy.” (ACR at p 27).  

Of course, the only specific measure identified to improve cost coverage is to continue with 

above average price increases that are obviously not having the intended effect. The history of 

cost coverage for Marketing Mail Carrier Route illustrates the folly of the Commission-endorsed 

approach taken by the Postal Service:  

Table 3: Carrier Route Cost Coverage 
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Carrier 
Route

(per piece)

Revenue
$

Attributable 
Cost $

Cost 
Coverage 

ACR2009 $0.231 $0.160 144.0%

ACR2010 $0.236 $0.165 142.5%

ACR2011 $0.238 $0.177 134.8%

ACR2012 $0.246 $0.189 130.4%

ACR2013 $0.250 $0.187 133.4%

ACR2014 $0.263 $0.188 140.2%

ACR2015 $0.270 $0.206 131.1%

ACR2016 $0.270 $0.196 137.5%

ACR2017 $0.261 $0.210 124.1%

ACR2018 $0.263 $0.242 108.5%

ACR2019 $0.262 $0.263 99.7%

In ten years, a product that once had a healthy cost coverage has been submerged and is 

now non-compensatory. It should be pointed out that during this time, despite a significant 

growth in co-mailing activity by the mailing industry, per unit revenues have grown. The 

problem is that during this period, unit attributable costs have increased 64%. If costs continue to 

increase at a rate exceeding 6 percent annually, price changes are at best pointless and arguably 

accelerating a vicious cycle. In fact, it is increasingly apparent that the Postal Service is either 

unable or unwilling to respond to flats volume changes by removing costs from its network; that 

in effect these costs are fixed. USPS would arguably be better off holding prices constant to limit 

volume losses rather than driving additional volume from an inflexible and inefficient network.   

A. Reporting Requirements Are Insufficient to Resolve Flats Issues 

In prior dockets, PostCom has commended the Commission for its attempts to force the 

Postal Service to confront its failings with regard to flats, while simultaneously noting that those 

efforts have failed utterly. Year after year, the Postal Service presents increasingly disappointing 

performance on flats. Alas, FY2019 is no different. The Postal Service has provided exhaustive 
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information on its performance in response to Commission Rule 3050. (FY19.45.3050.50 Public 

Content), including narratives cataloging the Postal Service’s methodologies and offering 

hypotheses explaining volume declines.  

With an even greater focus on flats data, and ten years after the Commission’s original 

flats directive, one might have hoped that USPS would begin turning a corner. That has not 

happened. On average, per-unit attributable costs for flats products increased by 4.6 percent in 

FY2019. In Docket No. RM2018-1, PostCom argued that “in the absence of sanctions, [] the 

annual cycle of disappointment will continue until flats are driven from the mail system 

entirely.” It remains to be seen what action the Commission will take now that USPS has 

provided this additional data, but we reiterate our concern that the annual compliance process has 

failed in this area. In fact, there is now an additional risk to mailers. To the extent that the Postal 

Service must expend additional resources collecting and supplying information on flats 

performance, the overall costs of the Postal Service – which are ultimately borne by mailers – 

will increase. If there are no corresponding improvements in productivity or performance, the 

Commission’s actions will further compound an already acute problem. 

III. USPS PRODUCTIVITY REMAINS A SIGNIFICANT PROBLEM 

In FY 2019, the Postal Service’s total factor productivity (TFP) index declined by 0.3 

percent and remains at its lowest level since FY2012 (Annual Report at 35). Labor productivity 

declined by the same percentage (Annual Report at 35). These indicators capture how efficiently 

the Postal Service uses its resources in carrying out its mission. Productivity that is net negative 

over the past seven years is clear evidence of chronic inefficiency. The Annual Report section on 

productivity also outlines a number of strategic initiatives (Annual Report at 37), yet there is no 
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indication that any of these initiatives will have a positive impact on productivity in the short 

run. 

IV. THE IMPORTANCE OF TRANSPARENCY IN REPORTING 

As was the case last year, and the year before that, the Commission takes up the ACR 

while previous ACR dockets remain open. The duration of these proceedings and the fact that 

they have yet to lead to significant improvement in many areas remains a great concern to 

PostCom and its members. While the conduct of these proceedings may satisfy the 

Commission’s statutory obligation to determine compliance with PAEA, as an inquiry into 

important operations and service issues they leave much to be desired. As in previous years, the 

Postal Service grudgingly offers required information that is often incomplete, heavily edited and 

or redacted, and lacking contextual information that might lead to clarity and insight. In fact, the 

Postal Service appears to be using the ACR to bolster its arguments in RM2017-3 rather than to 

seek meaningful improvements. The most glaring and galling example of this continues to be the 

Postal Service’s indifference to the fact that flats costs are demonstrably out of control. The 

Commission has contributed to the inefficiency of these proceedings as well by failing to impose 

any kind of sanction on the Postal Service for declining to address relevant issues. 

The mailing community must participate in the ACR process to maintain pressure on the 

Postal Service to meet its targets. The ACR process imposes significant costs on the interested 

parties yet allows the Postal Service to avoid any and all accountability for improving 

performance. PostCom notes the continued issuance of Chairman’s Information Requests 

(CHIR) in this proceeding as helpful in identifying missing and potentially helpful contextual 

information. As a general principle, PostCom endorses all efforts to increase the transparency of 

the ACR process with regard to identifying relevant cost and cost avoidance estimates, 
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operational performance data, and service information. But CHIRs should not be left open for 

years, well after the rates underlying the ACR in question have changed and compliance has 

been determined. It is one thing to require periodic reports from the Postal Service on matters. 

But if a serious issue has been identified, the Commission should open a new docket, 

aggressively pursue an answer, and order any relief it finds appropriate. 

Furthermore, PostCom reiterates its earlier suggestion that the Commission encourage 

USPS to share much more unedited information. As the Postal Service’s Informed Visibility (IV) 

platform expands, it creates millions of data points daily. USPS is collecting information on 

mailpieces and employee activity that could provide a wealth of information on USPS operations 

performance, yet much of that data is shielded from this inquiry. Given that some of USPS 

service and productivity problems appear intractable, we suggest that open access to raw 

information collected through IV—with appropriate safeguards to hide the identity of individual 

employees or customers—would benefit all parties. 

V. CONCLUSION 

PostCom respectfully offers the foregoing comments on the FY 2019 ACR. As noted 

above, the Postal Service continues to use its existing infrastructure in an inefficient manner and 

to inflict cost increases on mailers in a manner that does not reduce overall costs. PostCom 

respectfully requests that the PRC encourage the Postal Service to make better use of the data in 

its possession, particularly IV data, to analyze ways in which it can improve its processes and its 

pricing practices. 
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Respectfully submitted, 

/s/ Matthew D. Field 
Matthew D. Field  
Ian D. Volner  
VENABLE LLP 
600 Massachusetts Ave., NW 
Washington, DC 20001 
(202) 344-8281 
mfield@venable.com
idvolner@venable.com
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