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EXECUTIVE SUMMARY

This Report reviewsOEA 01 OOAT 3 AOOEAAS6O DPAOAN O AT AA
#1 1 1 EOOET 160 OAODPI 1T OEAEI EOU O DOl AGAA Al
service mandated by Title 39, section 3653, of the United States Code. It is based on
information the Postal Service is required to provide within 90 days after the close of the
fiscal year and on comments subsequently received from the public. Specific Commission
findings and directives are identified in italics in each chapter.

I <

E
AT 1

The Postal Serwe faced significant events, both internal and external, in FY 2020. The

most significant event affecting the Postal Service, and the public at large, was the CGVID

19 pandemic. The pandemic remains a public health and economic emergency. Because

Postal SOOEAA Ai b1 T UAAO PAOAI Oi AT AOOAT OEAT £EOT A
ET £FOAOOOOAOO0OANR OEAU Ai 1T OET OA O bDOI AROGO AT A
expresses its appreciation for the continuous efforts of the frontline Postal Service waks,

who are performing essential work that allows millions of Americans to minimize their

exposure to COVIEL9 by remaining at home. The pandemic negatively affected the Postal
3AOOEAABEO i DAOAOEI 1 Al » rAdidnd driplGyBe akailabiitydi A Oi OO x A
disrupting transportation, and inducing large shifts in the mail mix towards packages. At

the same time, the pandemic occurred alongside both a decennial census year and a

national election which, as a result of the pandemic, featured substantial incresssin the

number of voters voting by mail. In addition, late in FY 2020 the Postal Service undertook

voluntary large-scale operational and structural changes. Combining all these factors, there

was a notable decline in service performance, as further disssed in Chapter V.

Consistent with the approach adopted in past years, thennual Compliance Determination

(ACD) focuses on compliance issues as defined in 39 U.S.C. 88 3653(b)(1) and (b)(2). These
statutory subsections require the Commission to make detminations on whether any

rates and fees in effect during FY 2020 were not in compliance with chapter 36 of Title

39 of the United States Code and whether any service standards in effect during FY 2020

xAOA 110 1 AOG8 4EA #I1 11 EQDEIbasédOn thekaies &poprovédi OEE O
in Docket No. R20261 and all the rates in effect during FY 2020 for Competitive products.

The financial analysis that had been incorporated in ACDs prior to 2013 is expanded in the
report titled Financial Analysis of Uted States Postal Service Financial Results aneK10
Statement 202ahat will be issued later this spring The Commission will also issue a
OAPDAOAOGA OADBI OO0 T1HY22EMnual PeX@rance Rep@t@uidAR 2001
Performance Plarto fulfill it s statutory responsibilities under 39 U.S.C. 8§ 3653(c).
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A. Principal Findings: Market Dominant Rate
and Fee Compliance

In Chapter Il., the Commission identifies compliance issues related to seven discounts that
did not comply with section 3622(e). Workshare dscounts that exceed avoided costs
adversely affect Postal Service finances because they incentivize mailers to perform
worksharing that the Postal Service could have done on a less costly basis.

For the seven workshare discounts remaining out of compliaze with section 3622(e), the
Postal Service must either align the workshare discount with its avoided cost in the next
Market Dominant price adjustment or provide support for an applicable statutory
exception.

B. Principal Findings: Market Dominant Nen
Compersatory Products

In Chapter lll., the Commission identifies 10 noitompensatory Market Dominant

products: Periodicals InCounty, Periodicals Outside County, USPS Marketing Mail Flats,
USPS Marketing Mail Parcels, USPS Marketing Mail Carrier Route, Medid/Miaiary Mail,
Bound Printed Matter (BPM) Parcels, Money Orders, Inbound Letter Post, and International
Ancillary Services. The Commission notes that the Inbound Registered Mail component of
the International Ancillary Services product was the only norcompensatory component of
that product.

In the FY 2019 ACD, the Commission directed the Postal Service to include an updated

version of the FY 2019 ACD Periodicals Pricing Report in its FY 2020nual Compliance
Report(ACR)! The Commission concludes that T OEA xET 1 Ah OEA 01 O0OAI
OAOET AEAAT O O0OEAET ¢ 2APT OO T AATET ¢cAEOIT U OAODI
providing a robust narrative and workpapers containing quantitative analyses. The

Commission directs the Postal Service to providen updated version of the Periodicals

Pricing Report in its FY 2021 ACR and include an analysis of how the pricing in Docket No.

R2021-1 impacted the cost, contribution, and revenue of Periodicals in FY 2021 and

whether the new pricing improved the efficiency of Periodicals pricing in FY 2021.

For USPS Marketing Mail Flats, the Commission finds that the cost coverage issues raised in
the FY 2010 ACD have continued to worsen. Postal Service projections show that the
remedy ordered by the Commission in the ¥ 2019 ACD is likely to have a positive impact,
and the Commission directs the Postal Service to continue the abeaeerage price

1 Docket No. ACR2018nnwal Compliance DeterminatipiMarch 25, 2020, at 32 (FY 2019 ACD). The Postal Service filed its Periodicals Pricing
Report and supporing workpapers in Library Reference HSR&44. Seelibrary Reference USIFS 2044, December 29, 2028ee alsdJnited
Staes Postal Service FY 20®0nual Compliance ReppBRecember 29, 2020, FY 2020 ACR Attachment 1 at 3 (FY 2020 ACR).



Docket No. ACR2020 -3-

increases as detailed by the FY 2019 directive for another year. In the next generally
applicable Market Dominant price adjusinent, the Postal Service must propose a price
increase for USPS Marketing Mail Flats that is at least 2 percentage points above the class
average for the USPS Marketing Mail cladé&dditionally, the Postal Service must continue
responding to the requirements of the FY 2010 ACD directive by reducing USPS Marketing

-AEl &1 AOOGS AT OO0 AT A AT 1T OET OBF®@USPE Mdkketingd 1 U

Mail Parcels, the Commission finds that revenue was not sufficient to cover attributable

cost in FY 2020and requires the Postal Service to propose a price increase for USPS
Marketing Mail Parcels at least 2 percentage points above the class average for the USPS
Marketing Mail class in the next Market Dominant price adjustment. For USPS Marketing
Mail Carrier Route, the Commission also requires that the Postal Service increase USPS
Marketing Mail Carrier Route prices by at least 2 percentage points above the class average
for the USPS Marketing Mail class in the next Market Dominant price adjustment.

In FY 2@0, the Package Services class as a whole was ftompensatory, with two non
compensatory products, Media Mail/Library Mail and BPM Parcels. For Media Mail/Library
-AEI h OEA #1111 EOOGETT #ZETAO OEAO OEA 01 OO0OAI
through aboveaverage price increases is appropriate and recommends the approach
continue. For BPM Parcels, the Commission recommends that the Postal Service propose an
above-average price increase in the next Market Dominant price change. The Commission
also recommends that the Postal Service explore and implement opportunities to reduce

the unit cost of this product, and report on these results in its FY 2021 ACR.

For the Special Services product Money Orders, the Commission finds that revenue was not
sufficient to cover attributable cost in FY 2020 and urges the Postal Service to improve cost
coverage. The Commission recommends that the Postal Service propose an abeverage
price increasein the next Market Dominant price changéconsistent with 39 C.F.R. 8
3030.221).

For Inbound Letter Post, the Commission notes that the transfer of Inbound Letter Post
small packets andoulky letters from the Market Dominant Inbound Letter Post product to
the Inbound Letter Post Small Packets and Bulky Letters product ohé Competitive

product list occurred in Quarter 2 of FY 2020. However, the product was still nen
compensatory in FY 2020, with a slight improvement in cost coverage from FY 2019. The
Commission provides a detailed analysis of public Inbound Letter Post @ain Library
Reference PREL.R-ACR202011. The Commission recommends that the Postal Service
negotiate bilateral and multilateral agreements that contain rates for Inbound Letter Post
that are more compensatory than default terminal dues. The Commission alsrges the
Postal Service to undertake focused initiatives to reduce Inbound Letter Post costs without

2In November 2020, the Commission finalized rules to provide additional rate authority to the Postal Service to curb iconkoises
stemming from this and other nooompensatory products. Docket No. RM2€R, Order Adopting Final Rules for the System of Regulating
Rates and Classes for Market Domination Products, November 30, 2020 (Order No. 5763).

3 The Commission required the PostahBce to develop a plan to measure, track, and report on cost and service issues relateghafiatl
products.

x E

3A
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compromising quality of service, and to improve quality of service in order to benefit from
terminal dues bonuses. Lastly, the Commission further recomends that the Postal Service
work with the United States Department of State within the relevant Universal Postal Union
(UPU) bodies to ensure that terminal dues proposals adopted at the 2021 UPU Congress
will cover costs for Inbound Letter Post.

For the International Ancillary Services product, the Commission notes that the increase in
cost was related to the 100 percent increase in IOCS tallies, from 1 to 2. The Commission
will continue to evaluate the cost coverage of this product in future years.

C. Prinapal Findings: Competitive Products
Rate and Fee Compliance

In Chapter IV., the Commission finds that revenues for five Competitive produat&l not
cover attributable costs and, therefore, did not comply with 39 U.S.C. § 3633(a)(Z2he
Commission also deermines that every domestic product with rates of general
applicability covered its attributable cost. The Competitive products that did not cover
attributable costs are: onedomestic negotiated service agreement (NSA), GEPS 11,
International Money Transfer Service Inbound (IMTS? Inbound), International Money
Transfer Service Outbound (IMTS Outbound), and International Ancillary ServicesThe
Commission directs the Postal Service to take corrective action, including requiring new
guarterly reporting on outbound international NSAs to ensure ongoing compliance and
appropriate oversight for these contracts.

D. Principal Findings: Service Performance
and Customer Access

In Chapter V., the Commission finds that most products failed to meet their service
performancetargets for FY 2020.

1 The Postal Service met its service performance targets for five Market Dominant
products including: USPS Marketing Mail High Density and Saturation Letters, USPS
Marketing Mail Parcels, BPM Parcels, and two Special Services products.

1 Service performance results for 17 Market Dominant products did not meet their
targets including: all FirstClass Mail products, both Periodicals products, USPS
Marketing Mail High Density and Saturation Flats/Parcels, USPS Marketing Mail
Carrier Route, U8S Marketing Mail Letters, USPS Marketing Mail Flats, USPS
Marketing Mail Every Door Direct Mai» Retail (EDDMR), BPM Flats, Media
Mail/Library Mail, and several Special Services products, including Stamp
Fulfilment Services and Post Office Box Service.
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In the FY 2019 ACD, the Commission directed the Postal Service to provide specific
information developed from its First-Class Mail SingléPiece Letters/Postcards metrics as
part of its FY 2020 ACR. FY 2019 ACD at 32. The Postal Service provided analy&isg) its
root cause assessments with the impact on service performance results for this product
and other First-Class Mailand USPS Marketing Mail products.

The Commission determines that the Postal Service is out of compliance with regard to
service paformance for First-Class Mail SingléPiece Letters/Postcards, Outbound Singite
Piece International, Outside County Periodicals, and4@ounty Periodicals in FY 2020.

The Commission directs the Postal Service to continue reporting specific information

developed from its internal metrics within 90 days of the issuance of this Report and as

PAOO 1T £ EOO &9 c¢mgp !#28 4EEO UAAOBO OAOOEAA
Postal Service file with the Commission a service performance impact analy8s

initiatives that are planned for implementation on or before the issuance of the next ACD

and are reasonably foreseeable to impact service performance resu#t$he Commission

has specifically developed directives that elicit information and data regding the steps

that the Postal Service will take to restore service performance for its products in FY 2021.

E. Principal Findings: Flats Cost and Service
Issues

In Chapter VI., the Commission finds that unit costs for flats have continued to rise,
contributi on losses have continued to grow, and flats products still have not met their
service performance targetsin FY 2019, the Commission finalized rules to provide
additional information to improve transparency into cost and service performance issues
with re spect to flats, as well as to increase accountability with respect to flats operational
initiatives.® The Commission is appreciative of the responsive data provided by the Postal
Service and has focused its analysis in this docket on three primary areas) {lats financial
performance, (2) flats service performance, and (3) pinch points that impact flats
operational performance. The Commission provides recommendations for data collection
and analysis regarding ongoing and future Postal Service initiativeesigned to reduce
flats costs, improve flats service performance, and/or improve flats operations. The fact
that in FY 2020 flatshaped mail products collectively had a cumulative negative
contribution of more than $1 billion highlights the urgency and inportance of
improvement on this issue.

4This is the sixth consecutive year that the Commission has determined that the Postal Service is out of compliance dhithseryaze
performance for Firs€Class Mail Singleiece Letters/Postcards. This is the first year that the Commission has made this determination for
Outbound Singléiece International, Outside County Periodicals, arddanty Periodicals.

5 This directive does natpply retroactively to the proposal pending before the Commission in Docket No. N2&24 Commission will pursue
information related to this proposal through the discovery processes of 39 C.F.R. part 3020.

6 Docket No. RM201&, Order Adopting Final las on Reporting Requirements Related to Flats, May 8, 2019 (Order No. 5086).
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CHAPTERINTRODUCTION
A. Statutory Context

Two sections of Title 39 of the United States Code (U.S.C.), as amended by the Postal
Accountability and Enhancement Act (PAEA)require ongoing, systematic reports and

asessments of the financial anaperational performance of the Postal Service. The first

provision, 39 U.S.C. § 3652, requires the Postal Service to file certain annual reports with

the Commission, including an ACFBee39 U.S.C. 8 3652(a). The second prows, 39 U.S.C.

s opuoh OANOEOAO OEA #I1iiEOCOEIT Ol OAOGEAx OEA
ACD regarding whether rates were not in compliance with applicable provisionsf Title 39

and whether any service standards were not met. 39 U.S.GB6&53(b). Together, these

provisions establish the ACR and the ACD as integrated mechanisms for providing ongoing
accountability, transparency, and oversight of the Postal Service.

The Commission has again decided to report separately on the Postal SerGic@ A£ET AT AEAI
condition and its performance plans and program performancélt will issue both its

financial analysis and its analysis of the performance plans and program performance,

required by 39 U.S.C. § 3653(d), in the second quarter of 2021. This AiGEuses on the

requirements of 39 U.S.C. 8§ 3653(b)(1) and (b)(2).

For regulations governing rates and fees, Congress divided mail categories and services
between Market Dominant and Competitive products. Sections 3622 and 3626 of Title 39
pertain to rates and fees for Market Dominant products; section 3633 pertains to
Competitive products.

In Chapterll., the Commission evaluates the workshare discounts for Market Dominant

products to determine compliance with 39 U.S.C. § 3622(e). Chapteralso includes a

discussion about preferred rate requirements and the price cap. Chapt#t. focuses on

I OEAO AT i PI EATAA EOOOAO OAI AGAA O - AMEAO s$i1i
covers compliance issues related to the rates and fees of Competitive guzts. In Chapter

V., the Commission discusses service performance, customer access, and customer

satisfaction.

“Pub. L. 109135, 120 Stat. 3198 (2006).

8 SeeNotice Regarding the Postal Service FY 202@ual Performance Repand FY 202Annual Performance Pladanuary 5, 2021 (Order
No. 5803).

9 The Commission addresses only rates and fees that have been challenged by Commenters, or otherwise present compliance issues.
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In ChapterVI., the Commission evaluates cost and service issues for fidtaped mailpieces
(flats).10

There are three appendices to the FY 2Q2ACD Appendix A contains Commissiostirected
undertakings in this ACD. Appendix B contains a list of Commenters. Appendix C contains
an index of acronyms and abbreviations.

B. Timelineand Review of Report

The Postal Service must file the ACR no later th@0 days after the end of each fiscal year.

(i.e, 90 days after September 30). The Commission must complete the ACD within 90 days

of receiving the ACR. The Postal Service filed the FY 2020 ACR on December 29, 2020; thus,
the Commission must issue this ACBo later than March 29, 2021.

C. Focusofthe ACR

In accordance with 39 U.S.C. § 3652, the ACR must provide analyses of costs, revenues,
rates, and quality of service sufficient to demonstrate that during the reporting year all
products complied with all apgicable requirements of Title 39. Additionally, for Market
Dominant products, the Postal Service must include product information, mail volumes,

and measures of quality of service, including the speed of delivery, reliability, and the levels
of customer sdisfaction. For Market Dominant products with workshare discounts, the
Postal Service must report the peiitem cost it avoided through the worksharing activity
performed by the mailer, the percentage of the peitem cost avoided that the workshare
discount represents, and the pefitem contribution to institutional costs. 39 U.S.C.

§3652(b).

D. OtherReports

In conjunction with filing the ACR, the Postal Service must also file its most recent
Comprehensive Statement on Postal Operatiots FY 2021Performane Plan and its FY
2020 Performance Report39 U.S.C. § 3652(Q).

E. Commission Responsibilities

Upon receipt of the ACR, the Commission provides an opportunity for public comment on

OEA 071 OOAI 3AOOEAAB8O OOAI EOOEI T O8ongide fob 8 3 8 # 8
making a written determination as to whether any rates or fees were not in compliance

with applicable provisions of chapter 36 of Title 39 or related regulations, and whether any
service standards were not met. 39 U.S.C. § 3653(b). If the Corssion makes a timely

written determination of non-compliance, it is required to take such action as it deems
appropriate. 39 U.S.C. § 3653(c).

101n Docket No. RM2018, the Commission established new rules to require the annual submission of comprehensivaiitio regarding
the cost and service performance of fishtaped mailSeeOrder No. 5086. Pursuant to 39 C.BBR050.50, the Postal Service submitted the
required information in its FY 2020 AGReLibrary Reference USIFS 2045, December 29, 2020.

S]
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F. ProceduralHistory

On December 29, 2020, the Postal Service filed its FY 2020 ACR, covering the period from

October 1, 2019, through September 30, 202BeeFY 2020 ACRThe ACR included an

extensive narrative and a substantial amount of detailed public and nepublic information

contained in library references. The library references include the Cost and Revenue

Analysis (CRA), the International Cost and Revenue Analysis (ICRA), cost models

supporting workshare discounts, and volume information presented in billing
AAOAOI ET AT 008 4EA 1 EAOAOU OAAEAOAT AAO Al O ETA
$1T AOI AT 606 OdACR, Hich 8oatains & larief description of each set of folder

materials, a summary of material changes in methodology, and a discussion of

obsolescence in accordance with 39 C.F.R. § 3050!12.

The Postal Service concurrently filed its 202@nnual Reportand Comprehensive Statement
of Postal Operationas part of Library Reference USRBY20-17 to the FY 2020 ACR

On December 30, 2020, the Commission issued an order establishing Docket No. ACR2020
to consider the ACR, appointing a Public Representative tepresent the interests of the
general public, and establishing February 1, 2021, and February 12, 2021, as the deadlines
for comments and reply comments, respectively?

On January 11, 2021, United Parcel Service, Inc. (UPS) filed a motion for accessrtain
non-bOAl EA 1 EAOAOU OAZAOAT AAOG &£EI AA AO DPAOO 1T E
Report14 On January 19, 2021, the Postal Service filed a response, urging UPS to withdraw

its request for access to some of the library references, specificaftyaterials with

information related to third -party postal operators® The Postal Service attached to its

response correspondence expressing concern from several of those operaté¥S.he

#1 11 EOOETT COAT OAA 50360 1 10FTT A O AAAARAOGO 11

1 Library Reference USIES2@9, December 29, 2020 (Roadmap Document).
2 ibrary Reference USIFS2017, December 29, 2026Y 2020 Annual Repprt

13 Notice of Postal Service's Filingfafnual Compliance Repamd Request for Public Comments, Decembe28@0 (Order No. 57963ge
asoyc Cw pyH OWIHydzZaZ NBE ¢ HAHMO® hy WFydzZd NBE pXI HnumMI (GKSY20HYYA&ZEdA2Yy S3
Performance Repodnd FY 202Berformance PlarseeOrder No. 5803.

4United Parcel Servitce Ly OdQa a2 A2y whlujlidi8asedials Yitler Protér®/a @onditiéns, BaduAry 11, 2021, at 1 (UPS

Motion for Access).

5 yAGSR {GFdSa t2adlt {SNBAOS wSalLkRyas (2 ! -HublibGdieriadinderPiotectijeS NIIA 08 Ly Od
Conditions, January 19, 2021 (Response to UPS Motion for Access).

16 Response to UPS Motion for Access, AttachmeitisThe Postal Service also filed a motion for leave to file a supplemental response

including two additional letters frorforeign postal operators objecting to the UPS Motion for Access. Motion of the United States Postal

{SNBAOS F2NI [ SH@S (2 CAtS {dalJ SYSyilt wS$SalLlR y a-Bublic MaterighslUadsrR t | NOSt { S1
Protective ConditionsJanuary 25, 2028pealsq yAGSR {GF GSa t2ad+tf { SNBAOS {dzllJ SYSyidlt wSaLkRy
Requesting Access to Nétublic Materials Under Protective Conditions, January 25, 2021.

17 Order Granting Motion for Access, JanuaryZ®1 (Order No. 5829).
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G. Methodology Changes

The FY 2@0 ACR generally employs the methodologies used most recently by the
Commission unless the Commission has approved a change in methodoldggeFY 2@®0

ACR at 45. In this proceeding, the Postal Service relies upogight approved methodology
changes!8 The Postal Service discusses the effect of methodology changes to FY 2020 ACR
library references in the Roadmap DocumenSeeRoadmap Document at 8486.

H. ProductAnalysis

The Postal Service provides an analysis of each Market Dominant guet, including special
services and international NSAs active during FY 20. This analysis includes a discussion
of workshare discounts and passthroughs for Market Dminant products, required by

39 U.S.C. § 3652(b). The Postal Service also provides daraCompetitive products and
discusses the data with references to standards unde©3J.S.C. § 3633 and 39 C.F.R.
§3035.107. Last, the Postal Service discusst#gee Market Dominant market tests
conducted in FY2020. FY 2020 ACR at 72.

In addition, the @mmission posts the most current workshare cost avoidance models on
its website. The Commissiorusedthose modelsin its preparation of this ACD.

I. ServicePerformance

The ACR also included information regarding service performance, customer satisfaction,
and consumer access, as required under 39 U.S.C. § 3652(a)(2) and 39 C.F.R. § B¥55.
2020 ACRgsectionlll.

J. Confidentiality

Commission rules require the Postal Service, when it files ngoublic materials with the
Commission, to simultaneously file an apptiation for non-public treatment. 39 C.F.R.
§3011.200. The application for norpublic treatment must clearly identify all non-public
materials and fulfill the burden of persuasion that the materials should be withheld from
the public.1d. 8§ 3011.201.The FY 2020ACR included such an application with respect to
certain Competitive and international Market Dominant productsFY 2020 ACR,
Attachment 2.

18Docket No. RM20192, Order on Analytical Principles Used in Periodic Reporting (Proposal Seven), January 6, 2020 (Order No. 5395); Docket
No. RM20185, Order on Analytical Principles Used in Periodic Reporting (Proposal OnejyJefil2020 (Order No. 5405); Docket No.

RM20206, Order on Analytical Principles Used in Periodic Reporting (Proposal One), May 19, 2020 (Order No. 5515); Docket N&. RM2020
Order on Analytical Principles Used in Periodic Reporting (Proposal Tw@), 2080 (Order No. 5583); Docket No. RM2@20rder on

Analytical Principles Used in Periodic Reporting (Proposal Nine), August 17, 2020 (Order No. 5637); Docket NAIRMIZEZMN Analytical
Principles Used in Periodic Reporting (Proposal Foymje®&er 23, 2020 (Order No. 5693); Docket No. RM2D200rder on Analytical

Principles Used in Periodic Reporting (Proposal Three), September 25, 2020 (Order No. 5697); Docket Nl RKa2@200n Analytical

Principles Used in Periodic Reporting (Psaid-ive), September 28, 2020 (Order No. 5700).
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UPS submitted a motion for access to library references concerning these products. The
motion included a lig of non-public library references to which UPS requested access,
specified that access was necessary for the purpose of filing comments in this ACR, and
provided the requisite statements of protective conditions and signed certifications from
each individual for whom UPS sought accesSeeUPS Motion for Accesat 1-2.

In response, the Postal Servicerged UPS to withdraw its request for materials that include
information related to third -party foreign postal operators.Response to UPS Motion for
Access a1. The Postal Servicestated that the disclosure of the norpublic information
would placethe data of these thirdparty postal operators at an unfair competitive risk.Id.
at 2.

4EA #1T 11 EOOETT EEOOO &I O1T A OEAO Hesreséekingi OET 1
access to norpublic information. Order N0.5829 at 7-10; 39 C.F.R. § 31..301. The

Commission also found thathe Postal Service and thirgparty concerns are mitigated by

the numerous protective conditions and prohibitions on improper distosure of nonpublic

information. Order No. 5829 at 1213.4 EA #1711 1 EOOEI 1 OOAOAA OEAO OA
public materials would significantly restrict the ability of interested persons to comment

IT OEA 01 OOAI 3AO0O0OEAAZ QM AI3N0RIABAN LA AQN AA B AGE OE
ET OAOAOO ET OEA &£ET AT AEAT OOAT OPAOAT AU 1 £ OEA

claims of commercial harmbOEA #1 1 I EOOET 1T COAT OAMN.a618.380 11 OE
K. Requests folAdditional Information
Twenty-six# EAEOI AT 80 )1 &£ Oi AGETT 2ANOAOGOO j#() 20Q

Request (CIR)were issued with respect to the ACR from January 8, 2021, to Mar2h,
2021. The Postal Service responded to the CHIRSs, often filing supplemental information in
support of the responses?

Steve Hutkins(Hutkins) filed a motion for issuance of information request£° The Postal
Service opposed the motiordl Subsequent CHIRs were issued based biutkinsdmotion.22

UPS filed a motion for issuance of information requests alanuary 21, 2021.23
Subsequently, a CHIR was issued based on this moti@HIR No. 9.

BESHEENI f 2F GKS t2adlft {SNBAOSQA /1 Lw NBA&LR yEGNMotioh 8KB United States LI YA SR 6 8
Postal Service for Late Acceptance of Responses to Questionst,3,5 YR y 2F [/ KFANXIFYQa LYF2NXIGA2Yy wSl dz
2F GKS tz2adalt {SNODAOSQa Y2dAazya F2NI LGS | OOSLIGIFyOS A& INIYyGSRO

20 Motion for Issuance of Information Request, January 19, 2021.

21 Answer of the United States Postal Service in Ofipas2 y G2 {0S@S 1 dzilAyaQ az2iA2y FT2NJ La&ddd yOS 27

2See, e Y / KFANNIYQE LYTF2NYIGA2Y wSljdzSaid b2d cX WHydzZad NBE Hydinghnum o6/ 1 Lw
Under Seal, February 1, 202H(R No. 9).

23Motion of United Parcel Service, Inc. for Issuance of Information Request to the United States Postal Service, Jan@ary 21, 20
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CHAPTER MARKET DOMINANT
PRODUCTS: PRICINGRRREMENTS

A. Introduction

The PAEA introduced three pricing requirements for Market Dominant products: a
classlevel price cap based upon changes in the consumer price index for all urban
consumers (CPJU), 39 U.S.C. § 3622(d)(2)(A), a cap on workshare discouritk,
§3622(e)(2), and a cap on preferred ratesd. § 3626 (a)(4) to (7). Chapterll. discusses
these requirements.

B. The Clas$.evel Price Cap

The Commission approved price adjustments that went into effect during FY 2020, which
complied with the price cap provision, in accordance with 39 C.F.R. § 3030.1228.

C. Workshare Discounts

Workshare discounts provide reduced pricegor mail that is prepared or entered in a

manner that avoids certain activities the Postal Service would otherwise have to perform.
These discounts are based on the estimated avoided costs that result from the mailer
performing the activity instead of thePostal Service. 39 U.S.C. § 3622(e)(2) directs the
Commission to ensure that workshare discounts do not exceed the costs the Postal Service
avoids as a result of the worksharing activity. The statute provides four exceptions to this
requirement. See39 US.C. 88 3622(e)(2)(A) to (D).

As it has in past years, the Association for Postal Commerce (PostCom) expresses the view
OEAO OOEA #1111 EOOEIT AT A OEA 01 OOAT 3AOOEAA
[percent] of avoided costs that they are igaring the practical realities of both the

calculation of avoided costs and the processing and entry of mail and driving discounts to

1 A0OO AEEEANBATOG GGG AT6G3B 60E A x h

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 pricesz to attempt compliance
with one specific component of [the] PAEA while perennial failure

24 SeeDocket No. R2020, Order on Price Adjustments for USPS Marketing Mail, Periodicals, Package ServBpscah@ervices Products
and Related Mail Classification Changes, November 22, 2019 (Order No. 5321).

25 Comments of the Association for Postal Commerce, February 1, 2021, at 2 (PostCom Comments); Comments of the Assamsation for P
Commerce, January 30020, at 2.

A
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on efficiencyand service performance is met with indifference
and inaction.

PostCom Comments at 2. PostCom maintains that section 3622(e) does not establish an
absolute requirement that workshare discounts may never exceed 100 percent of avoided
costs, and that by erdrcing this policy, the Commission is discouraging efficient mail
preparation, entry, and processingld. at 3. PostCom states that passthroughs less than 100
percent must be considered and balanced with those that exceed 100 percent of avoided
costs.ld. at 3-5. PostCom also argues that there is no legal justification for requiring the
Postal Service to reduce excessive workshare discounts which are justified pursuant to

39 U.S.C. § 3622(e)(2)(D) based on operational efficiendy. at 5.

The Commission aalyzes workshare discounts to determine whether they comply with

applicable statutory provisions. Section 3653(b)(1) of Title 39, requires the Commission to

AAOA EOO AAGAOIETAGEITO i1 OEA OAOAO Al A EAAO
prices in effect in FY 2020 were the prices approved in Docket No. R2020 Therefore, the

discounts evaluated for compliance in FY 2020 are the Docket No. R202@rices. The

Commission finds that workshare discounts that were not greater than the associated

avoided costs were in compliance for FY 2020.

The Commission reiterates that section 3622(e) of Title 39 specifically prohibits only

workshare discounts that exceed avoided costs (unless a statutory exception applies); the

statute does not prohibit worksharediscounts that are set below avoided costs.

Nevertheless, as the Commission has previously acknowledged, although passthroughs set

below 100 percent may be lawful, they send inefficient pricing signals to maile#s.

Passthroughs set as close as possible160 percent of avoided costs promote pricing

efficiency, lower the total combined costs for mailers and the Postal Service, and encourage

OEA OAOAT OEIT AT A CcOi xOE 1T &£ OEA 01 OOAI 3AOOEA

In instances where the Commission finds @it discounts set above avoided costs are
nonetheless lawful because they promote operational efficiency (39 U.S.C. §
3622(e)(2)(D)), the Commission encourages the reduction of those discounts to promote
pricing efficiency. If the operational efficiency reslts in cost savings to the Postal Service,
the Postal Service should quantify the impact of the operational efficiency in its cost
avoidance models.

The Commission recently adopted new worksharing rules that require the Postal Service to
improve the pricing efficiency of workshare discountsSeeOrder No. 5763at 198-225; see
also39 C.F.R. 88 3030.28& seq.The rationale for the changes to the worksharing rules,
along with relevant exceptions, have been extensively discussed in Order No. 5763. The
Postal Service and several commenters discuss the application of the new rules as they

26 See, e.gDocket No. ACR201&nnual Compliance Determinatiodlarch 29, 2018, at 15 (FY 2017 ACD); Docket No. ACR20L8)
Compliance Determinatiompril 12, 2019, at 13 (FY 2018 ACD); FY 2019 ACD at 13.
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relate to certain products2’ However, in thisReport, the Commission reviews the
workshare discounts according to the statutory provisions and Commission regulations in
effect during FY 2020, and where appropriate, encourages the Postal Service to set
discounts as close as possible to avoided costs.

Accordingly, the sections below review for each class of mail workshare discounts that are
greater than the avoided costs assaated with the discounts.

1. FirstClass Mall

One FirstClass Mail workshare discount exceeded the avoided costs of the corresponding
mailer worksharing activity in FY 2020: Automation Mixed Automated Area Distribution
Center (AADC) Letters. Table 11 identifies that passthrough.

Table 11
FirstClass Presorted Letters/Cards
Workshare Discounts and Benchmarks

FY 2020
Type of Worksharing E$d°f' Avoided ‘I;’ostt_?l St(_arvice
ek ear voide ustification
( ) Discount | Cost ($) Passthrough Under 39 U.S.C.
%) §3622€)(2y°
FirstClass Mail Automation Letter8arcoding & Presorting
Automation Mixed AADC Letters | 0061 | 0052 @ 117.3% | None

Source: Library Reference PRRACR202¢3.

a. Automation Mixed AADC Letters

In FY 2020, the passthrough for Automation Mixed AADC Lets was 117.3 percent.

FY2020 ACR at 9. This passthrough was 107.5 percent in FY 2019. FY 2019 ACD at 14. The

01 OOAlT 3A0O0OEAA OOAOAOG OEAO Or OYEEO ET AOAAOA x
avoidance, which fell from 6.7 centsto 5.2 cents,afld E1T A 1T £ ¢¢81 DPAOAAT 0856
at9. The Postal Service does not provide a justification for this passthrough, pursuant to

39 U.S.C. 8622(e)(2). However, the Postal Service states that it intends to recommend to

the Governors that this discount be ealigned towards its cost avoidance in the next Market

Dominant price caseld.

Both PostCom and the Public Representative comment on the Automation Mixed AADC
Letter workshare discount passthroughPostCom Comments at 4; PR Comments at 93.

27 See, e.gFY 2020 ACR at®/, 18; PostCom Comments at 4; Comments of the National Association of Presort Mailers, February 1, 2021, at
2-4 (NAPM Comments); Comments of Pitney Bowes Inc., February 1, 202L(Ritr2ey Bowes Comments); Public Representative Comments,
February 22021, at 9691 (PR Comments). The Public Representative filed a Motion of the Public Representative for Late Acceptance of
Comments, February 2, 2021 (PR Motion). The PR Motion is granted.

28 Section 3622(e) of Title 39 provides exceptions to the genegalirement that workshare discounts must not exceed avoided costs.
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Ol xAOAO pnn PAOAAT O OOEOEAOAO OEA DPOAA
that USPS maintains an asymmetrical view of worksharing that is at odds with Order

VX @080 Camnénisiati4. The Public Representative notes that the Postal Service

AT A0 11 0 PpOI OEAA A OOAOOOI OU EOOOEAEAEAAOEIT AO
regulations, effective this month, to either reduce this passthrough by 20 percent in the

nextMarkeO $1 1 ET AT O OAOA AAOAh 1O ZAZEI A A xAEOAO A
93. For this reason, he states that the Postal Service does not need to take any further

action to reduce this excessive passthrough at this timéd.

PostComsugggsO OEAO OEA 01 OOAI 3AOOEAASO0 EI OAT CETI1
E A

)
AOAAEI

The Commission finds thahe Automation Mixed AADC Letters discount exceeded avoided
costs in FY 2020. The Commission finds that no further action is required for the Automation
Mixed AADC Letters discount as the Postal Service intends to realign it with cost avoidance in
the nextMarket Dominant price case.

b.  Workshare Discounts that Passthrough less than 100
Percent of Avoided Costs

National Association of Presort Mailers (NAPM), National Postal Policy Council (NPPC), and

Pitney Bowes comment on FirstClass Mail workshare discountsvith passthroughs below

100 percent of avoided cost$? NAPM comments that, when passthroughs are significantly

AAT T x pnm DAOAAT Oh - AEI 3AOOEAA 001 OEAAOO | -3
work they are performing for the [Postal Service], ad the [Postal Service] is not fully

ET AAT OET ¢ POADPAOAOGEITT 1T &£ OEA 11 00 NBPEAGRE AT O |
maintaining that a discount with lower passthroughs, such as-Bigit Automation,

OAT AT OOACAO OEA EIT AkvEdiadek Adifidenthods@l@peraiions, anddtET N E O
PDAT AT EUAO i1 OA AEEEAEAT O POEOAOA 1 AEI DPOAPAO
"TxAO OOAOGAOG OEAO Orf EYi PI AT AT OAGETT 1T &£ OEA 1
Service encourage more efficienail preparation, reduce its own costs, and improve its

financial stability by requiring that the 5-Digit Automation Letters workshare discount is

i T OAA A1 T OAO OI OEA &£O0i1 AiI OO0 AOI EAAA8O6 O0EOT A

In this proceeding, the Commission ewates workshare discounts for compliance with
applicable statutory provisions. The Commission finds the discounts for fitass Mall,

except for Automation Mixed AADC Letters discount discussed above, were less than avoided
costs and were thus consistewith 39 U.S.C. § 3622(e) in FY 2020.

2. Periodicals

In FY 2020, only two Outside County Periodicals workshare discounts exceeded the
avoided cost of the corresponding mailer worksharing activity. Table 12 identifies those
two passthroughs.

22NAPM Comments at-2; Reply Comments of the National Postal Policy Council, February 12, 2021, at 3 (NPPC Reply Comments); Pitney
Bowes Comments at 2.
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Table 2
Periadicals Workshare Discounts Exceeding Avoided C8sts

FY 2020
_ Endof- Postal Service
Type of Worksharing Year | Avoided | . | Justification
Discount | Cost ($) 9" Under 39 U.s.C.
($) §3622(e)(2%*
Periodicals Outside Countyrresorting (dollars / piece)
Machinable Nonautomation-Bigit/Sectional Center Facility 0.056 0.055 101.8% ESCI
(SCF) Flats
Machinable Automation -®igit/SCF Flats 0.048 0.046 104.3% ECSI

The Postal Service justifies these discounts on the basis of 39 U.S.C. § 3622(e)(2)(C), which
authorizes workshare discounts greater than avoided costs if provided in connection with a
subclass that consists exclusively of mail matter with educational, cultural, scientific, or
informational (ECSI) value. FY 2020 ACR at 29.

No comments were receivd about these excessive discounts.

The Commission finds that the Machinable Nonautomatio®R)it/SCF Flats and Machinable
Automation 3-Digit/SCF Flats discounts were adequately justified pursuant to 39 U.S.C. §
3622(e)(2)(C) in FY 2020.

3. USPS Marketing al

Six USPS Marketing Mail workshare discounts exceeded the avoided costs of the
corresponding mailer workshare activity in FY 2020. These six workshare discounts are in
the Parcels and Carrier Route products, which are identified in Table3 and discused
individually in this section.

30The Periodicals pricing structuréfdrs from the other Market Dominant classes, in that it includes piece, pound, bundle, and container
elements.Seelibrary Reference PRERACR202% for a comprehensive display of all Periodicals prices and worksharing relationships for
FY2020.

31 Secton 3622(e) of Title 39 provides exceptions to the general requirement that workshare discounts must not exceed avoided costs.

32The Public Representative noted that excessive passthroughs for Periodicals are consistent with 39 U.S.C. § 3622(¢hx )k
did not address them in his comments. PR Comments at 91 n.159.
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Table I3
USPS Marketing Mail Workshare Discounts Exceeding Avoided €osts

Postal Service
Endof- Justification
Year Avoided Current Under 39 U.S.C. §
Product Discount ($) Cost ($) Passthrough | 3622(e)(2}*
USPS Marketing Mail Parcels
Network Distribution Center (NDC)
Machinable Barcoded Parcels 0.412 0.362 114%| None
Mixed NDC Machinable Barcoded Parcels 0.049 0.043 114%| None
Mixed NDC Irregular Barcoded Parcels 0.049 0.043 114%| None
NDC Marketing Parcels 0.362 0.301 120%| None
Mixed NDC Barcoded Marketing Parcels 0.049 0.043 114%/| None
USPS Marketing Mail Carrier Route
Destination Sectional Center Facility (DSCF
Carrier Route Letters 0.029 0.027 107%/| None

Source: Library Reference PRRACR20241.

Pitney Bowes suggests that workshare discounts for AADC Letters andDigit Automation
Letters should be set closer to their avoided costs, noting that these discounts are currently
set below their avoided costs. Pitney Bowes Comments at2 Pithey Bowes notes the new
workshare rules will require the Postal Service to set workshare discounts consistent with
efficient component pricing (ECP}5> Pitney Bowes additionally suggests the waiver process
under the new rules should only be used under exceptionalrcumstances. Pitney Bowes
Comments at 3.

.10- Al O OOPDPI OO0 OEA 071 OOAI 3AOOEAAGO OOA i
at 2-3. NAPM notes that workshare discounts set below 100 percent of their avoided costs
discourage mailers from making mvestments in mail preparation technologiesid. NAPM

hopes that the new rules on passthroughs will reduce Postal Service costs and add value

through activities performed by mail service providersld. at 4.

33In FY 2020, all USPS Marketing Mail commercial and nonprofit discounts wereSesal.g.Docket No. R20138, Order on Standard Mail
Rate Adjustments and Related Mail Cla@sifii A 2y / KI y3S4a3X 5SOSY0oSNI MmmMX HuamuHE G y O0hNRSNI b2o
Y2YLINBTFALG RA&O2dzy & FINB AYLISNVA&AAAOES dzyf Sad adzZJaRGSRE0E ddi KRNA R BRI
anothersece y 2F (GKS adGl ddziSdpe 60AGFHGAZ2Y 2YAGGSROO ®

34 Section 3622(e) of Title 39 provides exceptions to the general requirement that workshare discounts must not exceed @stsided c

specific relevance in this section are 39 U.S.C. § 3622(e)(2)(B), whichprovidgy SEOSLIiA2Y AT GGKS | Y2dzyid 2F GKS
® & Aa ySOSaalbNR (2 YAGAIIGS N GS aK201 & 6 | yR rovidds amexaeptionif 6 S LIK I
GKS GNBRdAzOGA2Y 23aNJ2SeyAlY Agy2ldaf AR2 YA Y2LFS RISK 1 KRGA STFAOASY G 2LISNI A2y 2F (K

35 Seed.; see als@9 C.F.R. §8§ 3030.280 through 286 (showing new rules for workshare discounts).
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071 66#1T1 Al O 00CCAOGOOdefifahiod en@yin@ayd buyidg0O AET 1 OET
something differentz greater service reliabilityz OE AT  OEIT OA AET T OET ¢ 1 OEC
PostCom Comments at 3.

The Commission encourages the Postal Service to set all workshare discounts as close as

possible to avoided cosisT 1T OAAO O1 OAT A AEZZEAEAT O POEAEIT C
contain both a floor and a ceiling on future passthroughs, which will require the Postal

Service to set workshare discounts closer to their avoided c#sts.

a. Parcels

As shown in Table H3, five workshare discounts for Marketing Mail Parcels exceeded
avoided costs in FY 2020. These are NDC Machinable Barcoded Parcels, Mixed NDC
Machinable Barcoded Parcels, Mixed NDC Irregular Barcoded Parcels, NDC Marketing
Parcels, and Mixed NDC Barcodédarketing Parcels. These discounts are discussed below.
All remaining discounts offered for Parcels were less than avoided costs, and thus were
consistent with 39 U.S.C. 8§ 3622(e).

(1)  Mixed NDC Machinable Barcoded Parcels, Mixed NDC
Irregular Barcoded Parce$, and Mixed NDC Barcoded
Marketing Parcels

Mixed NDC Machinable Barcoded Parcels, Mixed NDC Irregular Barcoded Parcels, and
Mixed NDC Barcoded Marketing Parcels each had a passthrough of 114.0 percent in

FY 2020, an improvement from 131.7 percent in FY 209. FY 2020 ACR at 17. In Docket
No.R2021-1, the Postal Service reduced each of these discounts such that their
corresponding passthroughs are 95.3 percent after implementation of these rates, using
the most recently available FY 2020 costéd. The Posta Service asserts that, accordingly,

no further action is necessary to bring these passthroughs into compliance with the statute.
Id. The Postal Service did not identify any statutory exception to justify these excessive
passthroughs.

The Public Represe’A OEOA T 1T OAO OEAO OEA 01 OOAT 3AOOEAAG
for Mixed NDC Machinable Barcoded Parcels in the next Market Dominant rate case or seek
appropriate waiver would comply with 39 C.F.R. 88 3030.283 through 3030.284, and

39 C.F.R. 8 303@86. PR Comments at 94.

The Commission finds the Mixed NDC Machinable Barcoded Parcels, Mixed NDC Irregular
Barcoded Parcels, and Mixed NDC Barcoded Marketing Parcels passthroughs were not
adequately justified pursuant to 39 U.S.C. 8§ 3622(e)(2) in FY 202 to the discount
approved in Docket No. R2021L, which is set below avoided costs, the Commission finds that
no further action is necessary to bring these passthroughs into compliance in FY.2021

36 See39 C.F.R. § 3030.283 (restricting workshare discounts above 100 percent) andr3% G(30.284 (restricting workshare discounts below
85 percent).
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(2) NDC Machinable Barcoded Parcels and NDC Marketing
Parcds

NDC Machinable Barcoded Parcels and NDC Marketing Parcels had passthroughs of 113.8

percent and 120.3 percent, respectively. FY 2020 ACR at-18. The Postal Service notes

both discounts saw increases in their avoided costs in FY 202d. In Docket NoR2021-1,

the Postal Service set each of these discounts such that their corresponding passthroughs

are projected to be 117.4 percent and 157.5 percent, respectivelg. The Postal Service

intends to realign these discounts with their avoided costs in theext Market Dominant

rate case or seek appropriate waiver under 39 C.F.R. § 3030.286.The Postal Service did

not identify any statutory exception to justify these excessive passthroughs.

4EA OOAI EA 2APOAOCAT OAOEOA 1 itnted @ reGueidigéne OEA 071 OO
passthrough to below 100 percent in the next market dominant rate case or seek a waiver

O1 AAO OEA TAx 0OOI AO AAAEOEITAI T U OAOEOEEAO OE
commitment to reducing excessive passthroughs by 10 pezat. Id. at 95. He concludes that

no further action is necessary at this timeld.

The Commission finds that NDC Machinable Barcoded Parcels and NDC Marketing Parcels
were not adequately justified pursuant to 39 U.S.C. § 3622(e)(2) in FY 2020. The Coommiss
expects the Postal Service to reduce this passthrough in the next Market Dominant price
adjustment in compliance with 39 C.F.R. 88 3030.280 through 3030.284, or to seek a waiver
under 39 C.F.R. § 3030.286

b. Carrier Route

One workshare discount for Carmer Route exceeded its avoided costs in FY 2020:

1 DSCF Dropship Letters

In FY 2020, the passthrough for Carrier Route DSCF Dropship Letters was 107.4 percent,
down from 133.3 percent in FY 2019. FY 2020 ACR at 18. In Docket No. R2@2fhe Postal
Service leduced this discount such that its corresponding passthrough will drop to 88.9
percent.ld. The Postal Service asserts that, accordingly, no further action is necessary to
bring this passthrough into compliance with the statuteld. The Postal Service dichot
identify any statutory exception to justify this excessive passthrough.

Noting the reduction in the passthrough caused by the rate change, the Public
Representative concludes that no further action is necessary at this time. PR Comments
at 95.

The Conmission finds that the Carrier Route DSCF Dropship Letters passthrough was not
adequately justified pursuant to 39 U.S.C. § 3622(e)(2) in FY 2020. Due to the discount
approved in Docket No. R2021, which is set below avoided costs, the Commission fimals t
no further action is necessary for Carrier Route DSCF Dropship Letters to bring this
passthrough into compliance in FY 2021.



Docket No. ACR2020 -19-

4. Package Services

No Package Services workshare discounts exceeded the avoided costs of the corresponding
mailer worksharing activity in FY 2020 and, therefore, all discounts were consistent with
39 U.S.C. § 3622(e) in FY 2020.

The Commission finds the discounts for Package Services were less than avoided costs and
were thus consistent with 39 U.S.C. § 3622(e) in FY 2020. The Gsimmcommends the
Postal Service for using its pricing flexibility to ensure full compliance of this class in FY 2020.
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CHAPTER. MARKET DOMINANT
PRODUCTS: OTHER RBNIEFEE
COMPLIANCE ISSUES

A. Introduction

Commenters raise other rate and fee compliece issues, including norcompensatory
products and pricing issues related to cost coverage.

This chapter begins with an analysis of nortompensatory products organized by class. It
also includes a discussion of other issues raised by commenters.

B. Non-Compensatory Products
1. Periodicals

a. Introduction

The Periodicals class is comprised of two productn-County3” and Outside County.

Revenue for both of these products was insufficient toover attributable costs in FY 2020.

In FY 2020, the cost coverage of theeRodicals class continued its steady and persistent

decline. The overall class cost coverage fell to an-&ilihe low of 56.9 percent. Below, the

Commission discusses the FY 2020 financial results for Periodicals in more detail and then
reviews the Postal3 AOOEAASO OAOET AEAAT O O0OEAET C 2API 00
directive. In addition, the Commission discusses Periodicals cost and service issues in

ChapterVI.

The Commission encourages the Postal Service to improve the cost coverage of Pecais
by reducing costs and implementing price changes to send efficient price signals.
Therefore, in FY 2021, the Commission will continue to require the Postal Service to report
on its efforts to reduce costs, as discussed in Chaptél. The Commission so directs the
Postal Service to file, in the FY 2021 ACR, a FY 2021 Periodicals Pricing Report that
analyzes the impact of the Docket No. R2021 price adjustment.

37 The InCounty product is typically used by smaller circulation weekly newspapers for distribution within the county of publication.
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b. Previous ACD Directives

The Periodicals class has consistently failed to cover costs, aheé Commission has
repeatedly encouraged the Postal Service to improve Periodicals cost coverag&eginning
with the FY 2015 ACD, the Commission has directed the Postal Service to file a Periodicals
Pricing Report that analyzes how pricing decisions impdcost, contribution, and revenue.
FY 2015 ACD at 224.

In FY 2015, the Commission also directed the Postal Service to develop a plan to measure,
track, and report on cost and service issues related to flshaped products.d. at 181. The 3
Postal Servicd O OAOBPIT T OA O OEA &9 ¢mpu AEOAAOEOAN
rulemaking, is discussed in more detail in Chaptev|. of this Report.

C. FY 2020 Financial Results

The cost coverage for Periodicals decreased from 64.0 percent in FY 2019 to 56.9 percent
in FY 2020. As Figure IHL illustrates, Periodicals cost coverage continues to decline,
resulting in a cumulative negative contribution of almost $8.2 billion from FY 2007 to
FY2020. Note that the contribution in FY 2016 (blue bar) is the cumulative negae
contribution from FY 2007 to FY 2016 and the cumulative negative contribution continued
to accumulate from FY 2016 to FY 2020.

38 Seeg.g, Docket No. ACR200®8nnual Compliance Detwrination, March 29, 2010, at 75 (FY 2009 ACD); Docket No. ACR20LQ)
Compliance Determinatiptarch 29, 2011, at 94 (FY 2010 ACD); Docket No. ACR20i1A] Compliance DeterminatioMarch 28, 2012,

at 105106 (FY 2011 ACD); Docket No. ACRZ01r2ial Compliance DeterminatipMarch 28, 2013, at 997 (FY 2012 ACD); Docket No.
ACR2013Annual CompliancBetermination, March 27, 2014, at 45 (FY 2013 ACD); Docket No. ACR201dyal Compliance Determination
March 27, 2015, at 481 (FY 2014 ACMpcket No. ACR201Annual Compliance Determinatiddarch 28, 2016, at 581 (FY2015 ACD);
Docket NoACR2016Annual Compliance Determinatiddarch 28, 2017, at 448 (FY 2016 ACD); FY 2017 ACD at 50; FY 2018 ACD at 46;
FY2019 ACD at 25.
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Figure 141
Periodicals Annual and Cumulative Contribution and Cost Coverage, FY¢E¥1802¢°
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Source: Library Referea PREC.RACR20265.

Unit revenue for the Periodicals class as a whole decreased from 25.8 cents in FY 2019 to
25.6 cents in FY 2020. FY 2020 ACR at 28. However, unit attributable ébgticreased from
40.3 cents to 44.9 cents during the same period.Seelibrary Reference PRE.R-ACR2020

5. The 0.8 percent decrease in unit revenue coupled with the 11.5 percent increase in unit
cost caused unit contribution to decline in F2020. Id. Figure 1lF2 details the unit cost,
revenue, and contribution for Periodicads as a whole from FY 2016 to FY 2020.

39 Complete F2007 to FY 2020 Periodicals data can be found in Library ReferenddRPAR&20245.

40|n this Report, attributable cost means incremental c&steDocket No. RM2018 3 h NRSNJ / 2y OSNYy Ay 3 | yAGSR t I NDSt
Changes to Postal Service asMethodologies (UPS Proposals One, Two, and Three), September 9, 2016, at 125 (Order No. 3506). The
attributable cost for years before FY 2016 reflect the accepted methodology for those years and has not been recalculated.

41 The changes in unit attribable cost for Outside County Periodicals are discussed in detail below.
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Figure 142
Periodicals Unit Cost, Revenue, and Contribution, FY 26¥6202¢?
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d. Comments on Periodicals

OAOET AEAAT O O11 061 A6 AT A OEA OAOGOI OET ¢ Al x1 xAO
AO pnys (A OOAOAOG OEAO OrDYAOOEAOI AO Ai PEAOGEO
County Periodicals since that product lost $730 miltin in FY 2020 compared to the $49

million lost in the same period by In# T OT OU O0AIGET AEAAI 086

e. Commission Analysis

Since FY 2007, Periodicals volume declined 54.5 percent, total revenue declined 53.2

percent, total attributable cost declined 31.8 percentand the Periodicals class accumulated

negative contribution of almost $8.2 billion.SeeLibrary Reference PRE.R-ACR20205. In

its review of the PAEA, the Commission noted thatneAT | DAT OAOT éhtinudtoAOOA O ¢
hinder the achievement of Objective 1rfaximize incentives to increase pricing efficiency),

Objective 5 (assure adequate revenues, including retained earnings, to maintain financial

OOAAEI EOQUQqh AT A |/ AEAAOGEOA ¢y j XOOAAI EOE AT A T A
As detailed in Figure 11}2, from FY 2A.9 to FY 2020, unit revenue decreased by 0.8 percent

and unit attributable cost increased by 11.5 percent. The widening gap between unit

revenue and unit attributable cost resulted in a lower unit contribution and an increasing

42 Complete FY 2007 to FY 2020 Periodicals data can be found in Library ReferehBAERC025.

“3Docket No. RM2013, Notice of Proposed Rulemaking for the System for Reguladiteg Bnd Classes for Market Dominant Products,
December 1, 2017, at 85 (Order No. 4258).
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total negative contribution for Periodicals. To understand the contribution shortfall of
Periodicals, the Commission analyzes Periodicals costs and Periodicals prices.

(1)  Unit Costs and FY 2020 Operational Initiatives to
Reduce Costs

In FY2020, the Outside County product constituted 88 percent of all Periodicals volume
and 94.4 percent of total Periodicals attributable cost? Figure I1I-3 shows that Outside
County Periodicals unit attributable cost increased by 5.25 cents from FY 2019 to FY 2020.

Figure 143
Change in Outside Counferiodicals Unit Attributable Cost&,FY 2016FY 202¢f

60
50
2029 42.77
39.67 .
. @ [ l
@
S 30
© 4.68 3.60 4.13
20
10
0
2016 2017 2018 2019 2020
Fiscal Year

H Mail Processing m Delivery m Transportation ® Other
Source: Library Reference PRERACR2026.

In FY 2020, the unit attributable costs increased for mail processing, delivery, and other
costs4” Because Periodicals is comprised of flaahaped mail the operational changes and
initiatives designed to reduce flatshaped mail costs described by the Postal Service as
required by 39 C.F.R. § 3050.50 relate to PeriodicasAs discussed further in ChapteW!I.,
the Postal Service has been unable to quantithe expected impact of those operational

4“SeePRALRACR202p = 9EOSt FTAE{S 4C, Hnwun /1o tSNA2RAOIf ADEf AE®E

45The figures in this tab do not include piggybacks. A majority of the other costs are piggybaitkethé processing, delivery, and
transportation.

46 Complete FY 2007 to FY 2020 Periodicals data can be found in Library ReferehBEARRC024.
47 Other costs included in Figure3linclude cost segments 1, 2, 8, 11, 12, 13, 15, 16, 17, 18, 1®and 2
48 Seelibrary Reference USIES 2645, December 29, 2020.
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initiatives and changes'® SeeChapterVI. Therefore, the Commission is unable to determine
the impact of these initiatives on the costs of Periodicals. However, the Commission notes
that despite these initiativesthe costs of handling Periodicals continue to increase.

All of the Commission recommendations pertaining to reducing flats costs in Chagterf

this Report apply to Periodicals. In Chaptet., the Commission reiterates its longstanding

finding that despite numerous cost reduction initiatives designed to reduce-8atped mail

AT 600Oh OEAOGA Ai OO0 Ai1 OET OA O OEOA8 4EA #11i
continued inability to reduce costs for Periodicals. The Commission also contirules t

concerned with the lack of progress the Postal Service has made in its ability to quantify the

cost savings of its initiatives. Without knowing the impact of its initiatives on the costs of

Periodicals, it will be difficult for the Postal Service teduce those costs.

(2)  Periodicals Pricing Efficiency

In the FY 2019 ACD, the Commission directed the Postal Service to include an updated
version of the Periodicals Pricing Report in its FY 2020 ACR. FY 2019 ACD at 32. The
updated report was to include an anbysis of how the pricing in Docket No. R202Q
impacted the cost, contribution, and revenue of Periodicals in FY 2020 and whether the
new pricing improved the efficiency of Periodicals pricing in FY 2028

The Postal Service states that the most signifinichanges to Periodicals pricing in Docket
No. R20201 were the pricing signals for preparation of mail in sacks and trays. Periodicals
Pricing Report at 3. The Postal Service originally sought to insulate small mailers from
significant rate increases bypricing sacks below modeled cost, but over time, the Postal
Service gradually increased the price of sacks so that the relative prices gave customers
incentives that are better aligned with the costs incurredld. The Postal Service also
observes that pridng incentives aimed at increasing carrier route pallets increased the
proportion of mail with carrier route preparation. Id. The Commission notes that although
mail processing costs for these pieces decreased by a small amount, other cost increases
and ashift in the mail mix to less presorted categories resulted in no noticeable
improvement in cost coverage for Periodicals mail as a whole.

4EA 01 OOAT 3AOOEAA OAPT OOO OEAO OEA Al 1 OAETAO
states that less mail qualified for SCF/Flats Sequencing System (FSS) Facility pallets and
more mail was prepared on mixed area distribution center (MADC) pallets and in sackd.
The Postal 8rvice asserts that when mailed volume declines, density declines, and in turn
the volume qualifying for more finely presorted containers declines as welld.

49The Docket No. RM204¥regulations require the Postal Service to provide new information and report on cost savings initiatives. The Postal
Service is required to provide this information with FY 2021 ACR.

501d. The Postal Service filed this updated report as Library ReferenceFY2B8!, December 29, 2020, Update to Periodicals Pricing Report
(Periodicals Pricing Report).
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AEA OAOEI AEAAT O 0OEAEI C 2API OO6 OOAOAO OEAO Or
hasseen a relative decline in mail presorted to carrier route, while the proportion of 5D,

o$h 11$# AT A -1 $# bOA @l adTAPodtalIenvice EohcludeS hat x 1 8 &
the shift in the aggregate preparation profile of Outside County Periodicals frohigh

density preparation towards lower density preparation resulted in a slight increase in the

unit mail processing costs because lower density preparation incurs more piece handlings.

Id. at 6.

In FY 2016, mailer presortation of Carrier Route Outsid€ounty Periodicals peaked at 64.6
percent. As Figure 1144 illustrates, mailer presortation of Carrier Route Outside County
Periodicals decreased each year from FY 2016 to FY 2020.

Figure IH4
Change in Outside County Periodicals Mail Mix, FY 26:46202°1
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The Periodicals Pricing Report discusses the recent shift away from higher levels of
presortation due to declining subscriber bases and lower density of publications. The
Postal Service states that the vaime of Periodicals mail has continued to decline for
decadeshput the magnitude of the decline for FY 2020 stands oud. at 1. In addition to the
production and supply issues related to the COVHDO pandemic, the Postal Service asserts

51 With the implementation of Docket No. R2045prices, some mailpces that were previously Carrier Route were required to be prepared at
the FSS level between FY 2015 and FY 2017. Hence, the Carrier Route and FSS pieces are aggregated to demonstrate wheathegree t
mailers prepared Outside County Periodicals maliBgeFY 2018 ACD section 111.B.2



Docket No. ACR2020 -27 -

that the demand fo delivery of Periodicals has declined due to consumer preferences for

editorial content, alternative delivery channels, and the cost of production inputdd. at 2.

The Commission notes the continued EODAOEOU AAOxAAT OEA o1 O0OAI
that appear to encourage ®igit presortation and discourage Carrier Route presortatior?

Most Outside County Periodicals volume is presorted to Machinable Automatior&git or

Carrier Route Basic. Figure b details changes in passthroughs for CarridRoute Basic

and Machinable Automation 5Digit piece presorting from FY 2016 to FY 2020.

Figure 45
Carrier Route Basic and Machinable AutomatiofDigit Passthroughs
are Less than 100 Percent
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Source: Library Reference PRRACR2026%5.

The Commissbn encourages the Postal Service to set prices that yield passthroughs closer
to 100 percent which would promote Periodicals pricing efficiency. Discounts are most
efficient when they are set at their corresponding avoided costs. Passthroughs set under
100 percent generally reflect a situation where the discount offered to mailers is less than
OEA 01 OOAI 3AOOEAAGO AOT EAAA Al 008

Inefficient pricing signals may contribute to Periodicals revenues not covering costs if the
price does not incentivize mailers tgprepare Periodicals mailings efficiently. Continued
improvement of the relationship between discounts and avoided costs should signal to the

52SeeFY 2013 ACD at 21; FY 2014 ACD at 15; FY 2015 ACD at 18; FY 2016 ACD at 19; FY 2017 ACD at 22; FY 2018 ACD atl®).FY 2019 ACD
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mailer the mail preparation method that is most efficient for both the Postal Service and
the mailer53

Onthewhd Ah OEA #1111 EOOEIT AiT1T Al OAAO OEAO OEA ol
2ADT OO0 T AATET ¢cAEOIT U OAOPTITAO OI OEA #1 i1 EOOEI
narrative and workpapers containing quantitative analyses. By performing a quantitative

analysis ofchanges in cost, contribution, and revenue after implementation of new prices,

the Postal Service has begun to make progress in analyzing the pricing efficiency of

Periodicals. Such analysis provides a useful tool for the Postal Service to more fully

understand potential impacts of new prices on cost, revenue, and contribution. In future

rate adjustments, the Postal Service should rely on this analysis to aid in increasing

Periodicals pricing efficiency.

The Commission directs the Postal Service to proadaipdated version of the Periodicals
Pricing Report in its FY 2021 ACR. The report must include an analysis of how the pricing in
Docket No. R2021 impacted the cost, contribution, and revenue of Periodicals in FY 2021
and whether the new pricing improed the efficiency of Periodicals pricing in FY 2021.

2.  USPS Marketing Mail Flats

a. Introduction

In FY 2020, USPS Marketing Mail Flats experienced its worst cost coverage since the

product was established in FY 2007. In the FY 2019 ACD, the Commission requizqatice

increase for USPS Marketing Mail Flats at least 2 percentage points above the class average.

FY 2019 ACD at 43. Despite this and other past directives, the Postal Service has failed to

Ei POi OA OEEO DPOI AOAOGO Al O phased@d heAsgblidyl O O EA
received by USPS Marketing Mail Flats. Therefore, the Commiss@rce again directs the

0T OOAT 3AOOEAA O ET AOAAOGA 5303 -AOEAOQEI C - AE
price adjustment by at least 2 percentage points aboube class average. In addition, the

Commission also encourages the Postal Service to improve the cost coverage of USPS

Marketing Mail Flats by achieving cost reductions for this product. To that end, the

Commission will continue to require the Postal Seiee to report on its cost reduction

efforts with regard to flat-shaped mail products, as discussed in Chaptgt. of this Report.

b. Background FY2010, F2015, F2018, and FY 2019
Directives

The Commission has issued four specific directives related to tloest coverage of USPS
Marketing Mail Flats, which are discussed in further detail below. The FY 2010 directive
focused both on improvirg revenues and reducing cost3-he FY 2015 directive was issued
after continued cost increases, and focused on improvingporting with regard to cost
reduction efforts. The FY 2018 and FY 2019 directives built on the previous directives, and
added focus on improving revenues as a result of continued cost coverage declines. These

53SeeFY 2009 ACD at 76; FY 2010 ACD-a79BY 2011 ACD at 1080; FY 2012 ACat 100101; FY 2013 ACD at-23; FY 2014 ACD at-18;
FY2015 ACD at I9; FY2016 ACD at 320, FY 2017 ACD at-28; FY 2018 ACD at-28; FY 2019 ACD at 31.
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directives also continued reporting on costeduction efforts as part of the FY 2015
directive.

(1)  FY 2010 Directive

In the FY 2010 ACD, the Commission determined that the prices in effect for USPS

Marketing Mail Flats in FY 2010 did not comply with 39 U.S.C. § 101(d), which requires the

costs of postdoperations to be apportioned to postal users on a fair and equitable basis.

Fy¢cmpmn ! #%$ AO pmne8 4EA #1111 EOCOETI T AEOAAOAA OEA
cost coverage through a combination of abovaverage price adjustments (consistent with

price cap requirements) and cost reductionsld. In addition, the Commission directed the

Postal Service to provide the following information in each subsequent ACR:

9! AAOAOEDPOEIT 1T &£ 1 PAOAOGEIT Al AEATCAO AAOEC
fiscal year and an estimation of the financial effect of such changes;

1 A description of all costing methodology or measurement improvements made in
the previous fiscal year and the estimated financial effects of such changes;

1 A statement summarizing the historcal and current fiscal year subsidy for the Flats
product, and the estimated timeline for phasing out this subsidy.

Id. at 107.

Inits FY 2012, FY 2013, and FY 2014 ACDs, the Commission found that the Postal Service
made progress towards addressing the sues raised in the FY 2010 ACD, and concluded
that no additional remedial actions beyond those prescribed in the FY 2010 directive were
required.>4

(2) FY 2015 ACD Directive

In FY 2015, the Commission found that sufficient progress was no longer being made, and

required the Postal Service to develop a plan to measure, track, and report on cost and

service issues relatedto latOEADAA DOT AOAOO8 &9 c¢cmpuv !'#% AO »p
response to the FY2015 directive is discussed in more detail in Chaptev|. of this Report.

In FY 2016 and FX2017, the Commission found that no progress was made toward

addressing the FY2010 ACD directive. FY 2016 ACD at 57; FY 2017 ACD at 59.

(3) FY 2018 ACD Directive
)T &9 ¢mpyh OEA #7111 EOOEIT AElidgTabure@Edply OEA 01 O
with the FY 2010 directive required further corrective action. FY 2018 ACD at #@1. The
Commission implemented the FY 2018 directive based aost coverage declines,
substantial unit cost increases, inadequate unit revenue increasesnd other alarming
metrics.Id.AO xnm8 4EA #1 i1 EOOEIT &£ O A OEAO OEA 0160
using reasonable assumptions, when the USPS Marketing Mail Flats product will cover
AT OO0Oh 1T O xEAO OEA Ei PAAOOPOORBEACWERITEOGBDEDR
Additionally, the Commission noted that the Postal Service had chosen to increase USPS

54SeeFY 2012 ACD at 116; FY 2013 ACD at 54; FY 2014 ACD at 47.
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- ACEAOGET ¢ - AE1 &1 AOOS DPOEAMNGheCbmmissionbnEd ET Al 1 U
again found the situation with regard to Flats tdoe a violation 0f39 U.S.C. § 101(d)d.
at72.

In its FY 2018 directive, the Commission required the Postal Service to propose a price
increase for USPS Marketing Mail Flats that is at least 2 percentage points above the class
average for Marketing Mdliin the next Market Dominant rate adjustmentld. The
#1 11 EOOETT Al 0 OANOEOAA OEA 01 OOAI 3AOOEAA
FY2010 and FY2015 directives.Id.

(4) FY 2019 ACD Directive

In FY 2019, the Commission found that USPS Marketing Miliats continued to violate
39 U.S.C. § 101(d), and directed the Postal Service to continue to take corrective action.
FY2019 ACD at 42. The Commission once again required the Postal Service to propose a
price increase for USPS Marketing Mail Flats thatas at least 2 percentage points above
the class average for Marketing Mail in the next Market Dominant rate adjustmenndl. at 43.
The Commission also required the Postal Service to continue responding to the
#1 1 1 EOORDID &8nd FYROA5 directives. Id.

C. FY 2020 Results

In FY 2020, USPS Marketing Mail Flats had a cost coverage of 63.3 pergefss shown in

Figure 111-6, cost coverage for USPS Marketing Mail Flats has steadily declined since

FY 2015, when the cost coverage was 80.3 percemitibrary Reference PRE.R-ACR202064.

YT &9 c¢me¢mh 5303 - AOEAOET C - AEI &1 AOOGS AT 6O A
points to its lowest value everld. Negative contribution increased by $35.7 million in FY

2020, in stark contrast to FY 2019, when negative corbution decreased slightly.ld. This

increase in negative contribution is troubling, given that volume plunged 16.2 percent

between FY2019 and FY2020. Id. The cumulative contribution loss from USPS Marketing

Mail Flats from FY 2008 through F2020 has ¢timbed to a negative $7.5 billionld.

(@}

B¢KS /2YYAAadRWDE ORBOAEOR®A2Yy RAFFSNE FTNRBY (KS t2aidlt {SNBAOSQa OFfC
includes fees in the revenue for each produeel ibrary Reference PRERACR20241.
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Figure 146
USPS Marketing Mail Flats Cost Coverage and Contribution, FYGEY18026P
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4EA o071 OOAT 3AOOEAA AOAOEAA GarHildme HeklAcOnirao A ET A
and in flat-shaped mail pieceé x EEAE AAOOAA Of AEl DOT AAOGOET ¢/
A EAOOAO OAOARROARIat 15 BpediiCatypthe #@stal Service asserts that:

From FY 2009 to FY 2020, Flats volume decreased from hilion
pieces to 3.2 billion pieces; AFSM 100 annual Total Pieces Fed
(TPF) decreased from 24.4 billion to 10.1 billion; and aggregate
AFSM 100 productivity has fallen from 3,114 pieces per work hour
(excluding flat preparation operations) to 2,096 piecs per hour.
Because setup and breakdown activities are largely invariant to
processed volume, the continued volume declines necessarily lead
to higher unit mail processing costs.

Id.at15p @8 4EA 01 OOAIT 3 A OO-RadliAg, whictOshifts AiccesAodddidd OEAO  (
High Density, is a secondary influence contributing to the volume decline in Flats . . .
[because] [t]he continued increase in camailing and shifting of volumes to finer presort

5 Complete USPS Marketing Mail Flats data for FY 2088 2019 can be found in Library Reference ERACR20191.
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levels . . . leaves fewer pieces in Flats and Carrier Routereby putting upward pressure
on Flats and Carrier RoutepePEAAA | AET DPOaAKOOETI ¢ Al 600806

d. Postal Service Responses to FY 2010 aRd1IBYACD
Directives

In response to the FY 2010 ACD directive, the Postal Service notes that four methodology
changes affected USPS Marketing Mail Flats in FY 2020. FY 2020 ACR at 23. These
methodological changes are summarized in Table {l. If these methodological changes
were in place during FY 2019, unit attributable cost in FY 2019 would have been 2.7 cents
lower, as shown in Table IH1. Accounting for this methodology change, the yeaver-year
increase in unit attributable cost for USPS Marketing Mail Flats in FY 2020 was 8.7 cents,
rather than the 6.0 cents shown by a direct comparison of the reported itrattributable

cost for each yearSee idat 24.

Table I#1
USPS Marketing Mail Flats Cost Methodology Changes FY 2020

Docket No. | Explanation Cost ipact (cents)

Revised the cost attribution procedures for
RM20196 Special Purpose Routes -0.2

Updated inputs into the analysis used for the allocati
RM202D-1 of facility-related costs 0.1

Updated the city carrier regular
RM20207 delivery time variabilities -0.5

Changed the hOffice Cost System (IOCS) methodolc
for sampling city carrierbased on the
RM202010 IOCS cluster concept 2.1

Net Impact -2.7

Source: FY 2020 ACR at22B3

The Postal Service reports that it is unable to provide an estimated timeline for phasing out

the subsidy.ld. at 25-26. The Postal Service explains that it proviet a description of o

I PAOAOCET T Al AEAT CAO AAOGECT AA the sepatafe ePolting &1 AOOB
that it was required to comply with pursuant to 39 C.F.R. § 3050.50(%.

In Response to the FY 2019 ACD Directive, the Postal Service proposed,tae

Commission approved, a 3.553 percent price increase for USPS Marketing Mail Flats in
Docket No. R20211.58

5 Seelibrary Reference USPES2on p T/ KF LJGSNJ L ® ¢KA& Aa GKS A yoIRdiectvai A 2y NBIjdzA NSR o6& @

58 SeeDocket No. R2021, Order on Price Adjustments for FiSlass Mi#, USPS Marketing Mail, Periodicals, Package Services, and Special
Services Products and Related Mail Classification Changes, November 18, 2020, at 261 {@blieMNo. 5757).
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e. Comments on USPS Marketing Mail Flats

The Public Representative notes that cost coverage has been declining since FY 2013. PR
Comments at 68. Id also notes that volume has declined precipitously since FY 2008,
particularly in the last fiscal year.See idat 70.

The American Catalog Mailers Association (ACMA) highlights that rates have increased
faster than consumer price index (CPI) factor pries in recent years?® They argue cost
coverages will continue to decline as rates for flats increase. ACMA Comments at 2. ACMA
points out that nonprofit mail continues to occupy a growing portion of USPS Marketing
Mail Flats, putting downward pressure on uit revenues.ld. at 4. ACMA also notes the
compound annual growth rate for USPS Marketing Mail Flats and USPS Marketing Mail
Carrier Route unit costs have grown faster than letters over the last 22 yeaSee idat 7.

ACMA compares the difference in costetween 5-Digit Automation Flats and Carrier Route.
They note that this cost difference has grown from 9.7 cents in 2007 to 23.4 cents in
FY2020.1d. at 8. ACMA conjectures that the difference in cost is not reflective of the fact
that 5-Digit Automation Flats receives one sort whereas Carrier Route does néd. ACMA
also points out thatunit costs for 5-Digit-Automation Flats have increased in cost pools that
are assumed to be 100 percent volume variable, and that increases in such cost pools
should hawe no effect on unit costsld.

PostComa®A OO0 OEAO OE Ais dtlieufshlé or Bnilind o Aedpor@ ® flass 8
OT1 60l A AEAT CAO AU OAITOGET C AT OO0806 01 00#1 1 #1
rates for USPS Marketing Mail Flats should be ldeconstant to avoid further increases in
unitcosts.ld.at7.4 EAU AOCOA OEA woldldaguably bd Feteddf Aoklingd8 8 8
prices constant to limit volume losses rather than driving additional volume from an
ET £ AGeAl A AT A ®I AEZEAEAT O T AOxI1 OE860

f. Commission Analysis

The Commission first analyzes the cost coverage and unit contribution of USPS Marketing

-AET &1 AOO AT A OEA 01 OOAI 3AOOEAAB8O DPOI COAOGO
Second, the Commission computes the intrelass subsidyprovided to USPS Marketing Mail

Flats by other products within the USPS Marketing Mail class. Third, the Commission

evaluates changes in the produelevel volume distribution of flat-shaped USPS Marketing

Mail. Fourth, the Commission examines USPS Markefin - AET &1 AOOGS8 AT 6000 EI
reviewing actual unit cost results, and changes in major cost segments. Fifth, the

#1 11 EOOETT AOAI OAOAO AEAT CAO ET OT EO OAOAT OAO
for USPS Marketing Mail Flats following the FX010 ACD. Finally, the Commission once

ACAET AEOAAOO OEA o071 OOAI 3AOOEAA O1 EIipOi OA O
price increase that is at least 2 percentage points above the class average in the next

Market Dominant price adjustment.

59|nitial Comments of the American Catalog Mailers Association (ACMA)aReBr 2021, at 2 (ACMA Comments). ACMA filed a Motion of the
American Catalog Mailers Association for Late Acceptance of its Initial Comments in Docket No. ACR2020, February 2 A20@1i¢ACM
The ACMA Motion is granted.
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(1) FY 202D Cost Coverage and Unit Contribution

In this section, the Commission analyzes the overall progress the Postal Service has made

at improving the cost coverage and unit contribution for USPS Marketing Mail Flats. Cost
coverage and unit contribution are bothfunctions of cost and revenue; therefore, the

Commission discusses trends in cost and revenue in this section. In Sections 3 and 4 below,
OEA #7111 EOOEIT AT AT UUAO Al 00O AT A OEA o1 OOAI
revenues and the Postal SsOEAAG O A&£A 000 O1 ET AOAAOA DPOEAAC
Despite the FY 2010 ACD directive to improve cost coverage, the cost coverage for USPS
Marketing Mail Flats fell to 63.3 percent in FY 202Qibrary Reference PRE&.R-ACR20204.

The FY 2020 cost coverage is now the loweecorded cost coverage for USPS Marketing

Mail Flats since it was designated a product. This is the sixth consecutive year that cost

coverage declined. As shown in Figure HT, the unit contribution of Marketing Mail Flats

was-24.4 cents in FY 2020, 4.9 cent decline from FY 2019. As Figure 1l also shows, the

Postal Service was successful at increasing unit revenues by 2.7 percent, or 1.1 cents, in FY
2020. However, this slight increasavas eclipsed by an increase in unit attributable cost of

6.0 cents. This most recent unit contribution is the lowest ever for USPS Marketing Mall
Flats.

Figure 47
USPS Marketing Mail Flats Unit Revenue, Attributable Cost, and Contribution,
FY 2016FY 2020
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The Commissin finds that the Postal Service has been unsuccessful atimproving the cost
Al OAOACA 1T &£ 5303 - AOEAOEIT C -AEI &I AOO AO OANO
and FY 2019 ACD Directives.

(2) Intra-Class CrossSubsidy

The Commission next analyzes the ineasingly negative impact that USPS Marketing Mail

Flats has on other products within the USPS Marketing Mail class. In the FY 2@X0D, as

part of its finding of noncompliance, the Commission analyzed the intrelass subsidy

received by USPS Marketing Mahlats, specifically from USPS Marketing Mail Letters, and

£ 01T A OEAO OEA OAOAO &£ O 5303 -AOEAOET C - AEI
AT OO0 Al OAOACA OET OOZAI 1T OEAO AOOAAT AA s AEI AOO
The Commission issuedhe FY 2010 ACD directive with the intent of allowing the Postal

Service to reduce the contribution gap between these products.

However, as Figure I8 shows, despite the FY 2010 ACD Directive, the contribution gap
between USPS Marketing Mail Lettersnal USPS Marketing Mail Flats has continued to
increase at an accelerated rate. In FY 2010, the contribution gap between USPS Marketing
Mail Letters and USPS Marketing Mail Flats was 16.8 cents. InZ020, the contribution

gap between these two products inreased to 33.2 cents. From FY 2010 to 2020, the
contribution gap between USPS Marketing Mail Letters and USPS Marketing Mail Flats has
nearly doubled.

60 SeeFY 2010 ACD at 1408; Docket No. ACR204®, Order on Remand, August 9, 2012,-a0§Order No. 1427%ee also United States Postal
{SNBo® o t 2a6eraF.3uw 1B (0. TivZDY2).

61 Order No. 1427 at 8. The contribution gap is calculated as the differeatween the unit contribution made by USPS Marketing Mail Letters
and the unit contribution made by USPS Marketing Mail Flats.
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Figure 148
USPS Marketing Mail Flats and Letters Unit Contribution
and Contribution Gap FY 20¢BY 2020
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Since the Commission issued the FY 2010 directive 10 years ago, cost coverage has
plummeted 18.5 percentage points to 63.3 percent; the cumulative negative contribution

over the years FY2008 through FY 2020 totals $7.5 billion; and the unit contribution of

USPS Marketing Mail Flats has decreased by 22.2 cents. During the same period, the overall
cost coverage for USPS Marketing Mail Letters only fell by 10 percentage points while the
unit contribution for USPS Marketing Mail Letters increased by 2.4 percent.

The Commission finds that USPS Marketing Mail Flats continue to violate 39 UB)C(d8.

The Commission finds that USPS Marketing Mail Flats possesses an unacceptable deficient
cost coverage thiacontinues to constitute an intreclass subsidy, unfairly burdening other
mailers within the USPS Marketing Mail class.

(3) Changes in thé’roduct-Level Mail Mix

The Commission notes, as part of its analysis for USPS Marketing Mail Flats, that changes in
the mail mix have occurred in recent years. Figure H9 shows the distribution of USPS
Marketing Mail Flats, Carrier Route Flats, and High Density/Saturation Flats volumes. High
Density/Saturation Flats have continued to occupy an increasing share of flahaped
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Marketing Mail. The Postal Service opines this trend is due to the increase inmailing,
which shifts mail toward finer presort levels. FY 2020 ACR at 16. While all three products
experienced volume decreases in absolute terms in FY 2020, USPS MankekMail Flats
volumes declined 16.2 percent whereas Saturation Flats only declined by 9.3 percduit.

Figure IH9
Volume Distribution of USPS Marketing Mail Flats, Carrier Route Flats, and High
Density/Saturation Flats FY 20&B6Y 2020
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Source: Librar Reference PRIRACR2024@!.

The increasing volume share of High Density/Saturation Flats leaves fewer mailpieces in

both USPS Marketing Mail Flats and Carrier Route Flats. The Postal Service argues that this

trend makes it difficult for it to contain costs for these two already norcompensatory
products because costs for operations set up and tear down (which the Postal Service
refers to as fixed costs) are now being spread over fewer mailpieces. The Commission
notes that the Postal Service should utile trends in the mail mix that have occurred in
recent years as a factor in its operational decisions.

(4)  Unit Costs and FY 2019 Operational Initiatives to
Reduce Costs

&OT T &9 ¢mpw O &9 ¢ngnh 5303 -AOEAOQET C
cents, or 9.9 percent. From FY 2010 to FY 2019, unit costs have increased 21.6 cents, or
48.2 percent. As camailing increases, the pieces remaining in USPS Marketing Mail Flats
face upwardpressure on their mail processing costs. Figure HLO shows that il

- AEI
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processing increased more, in absolute terms, than any other major cost segment for USPS
Marketing Mail Flats in FY 2022

Figure IH10
Unit Cost of Major Cost Segments FY 2019 and FY 2020
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The Postal Sevice has been unable to estimate the impact of its cost reduction efforts in
general, let alone isolate those impacts to specific products. In Chapté, the Commission
reviews the operational changes and initiatives the Postal Service has identified fitat -
shaped mailpieces in general, including USPS Marketing Mail Flats. Flats mail processing
costs are also examined in greater detail in Chapt&fi.

AEA #1171 EOOEIT ££ET A0 oddvction effditdwith regad o USPSAOOE A A G
Marketing Mail Flats have been unsuccessfin.ChapterVl, the Commission explains its N
Al 1T OET OAA Ai 1T AAOT O xEOE OEA 071 OOAI 3AOOEAAGO
initiatives to reduce costs for flashaped mail products, including USPS Marketing Mddts.

(5)  Unit Revenue and AbovéAverage Price Adjustments
$AOPEOA OEA #1711 1 E OO FEthelcdmOlatilvelsipitfall in Conthtiolidr OE OA O
USPS Marketing Mail Flats from FY 2008 through FY 2020 has grown to $7.5 billion. As

discussed above, the Ptal Service has been woefully unsuccessful at reducing the costsof
5303 - AOEAOEIT C - AEI &I AOO8 )1 OEEO OAAOEITThHh O

62 Mail processing unit cost increased 5.2 cents per piece from $0.328 to $0.380, or 15.9 percent. Transportation unieasstlioc? cents
per piece from $0.042 to $0.049, or 16.6 percent. Mail processing costs increased nearly seven times as much in absolote teem
percentage increase in transportation unit costs was slightly larger.
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efforts to improve cost coverage through price increases. First, the Commission looks at the

changesin unit revenues since the FY 2010 ACD directive. Second, the Commission reviews

OEA 071 OOAI 3AOOEAA8O POEAA AAEOOOI ADIOACDEI O 53

directive. Third, the Commission reviews the estimated impact of the Docket No. RZ01

DOEAA AAEOOOI AT O 11T 5303 -AOEAOEI C -AEI &I AO0O
(@) Changesn Unit Revenues

The Postal Service has proposed aboarerage price increases for USPS Marketing Mail
Flats in each Market Dominant price adjustment site the Commission issued the FY 2010
ACD directive. However, because of changes in the mail mix, ab@werage price increases
for this product have not translated into aboveaverage unit revenue increases. Figure Hl
11 shows the actual unit revenues of PS Marketing Mail Flats, as well as the estimated
unit revenues if unit revenues had increased consistent with the change in the customer
price index for all urban consumers (CRU) each year following the FY 2010 ACD directive.

Figure 1411

USPS Markéng Mail Flats Actual Versus Estimated Unit Revenue
FY 201QFY 2020

46.0

44.0

Revenue (cents)
w N »
® o N
o o o

w
o
o

34.0

32.0
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

= Actual Flats Unit Revenue Estimated Flats Unit Revenue Adjusted by CPI-U

Source: Library Reference PRRACR20241.

As this graph shows, a price increase for a specific product does not always translate into
an equal increase in unit revenues because of hahifting within rate categories and
among other products within the class. Therefore, the Postal Service must remain
cognizant of mail mix changes when proposing prices, and do its best to meet the
requirements of the price cap while maximizing unit reenue increases within the product.
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Estimated Impact of Docket No. R20211 Price
Adjustment and Other Scenarios

In FY2020, the Postal Service proposed, and the Commission approved, a price increase of
3.553 percent for USPS Marketing Mail FlatSeeOrder No. 5757 at 20. This increase was
2.044 percentage points above the class averadd. Price adjustments from Docket
No.R2021-1 took effect in January 2021; hence, the actual impact from these price
adjustments will not be seen until FY 2021 data becomevailable.Id. at 115-16.

. AOAOOEAIT AOOh EI

OEEO UAAO0G60O

' #%$ DOI AAAAET Ch

provide estimates of the impact of this price increase for USPS Marketing Mail FI&J.able
[I1-2 shows the contribution estimates providal by the Postal Service for FY 2021. These
estimates show the negative contribution for USPS Marketing Mail Flats decreasing by
$55.1 million as a result of this price increase, assuming costs remain constant.

Table 142

USPS Marketing Mail Flats FY 2021
Estimated Contribution

Estimated USPS Marketing Mail| Improvement Over Base Yea
Flats FY 2020 Contribution (Millions)
(Millions)
No FY 2021 Price Adjustment (Base Year) ($733.4)
Docket No. R2021 Price Adjustment ($678.3) $55.1

Source: Library Refence PRCRACR2024@!.

Based on these projections, the Commission reaffirms its finding from th20B9 ACD that
the Postal Service has the capability to propose an abaverage price increase for USPS
Marketing Mail Flats that will improve unit revenes and contribution in a meaningful way.

(6) FY

2020 Directive

10O A OAOGOI O T &£ CEDTORAOOAI USABGOEADEAR AEAEINl EODEI
directive to increase the cost coverage of USPS Marketing Mail Flats, and because the

product continues to volate 39 U.S.C. 801(d), the Commission directs further corrective

action. The Commission makes this determination based on its past ACD findings, as well as

the analysis above that shows continued cost coverage declines, substantial unit cost
increases,insufficient cost reductions, inadequate unit revenue increases, and persistent

AAAT ETAO8 4EA #11 icBS®OOET 160
cross-subsidy has grown within the USPS Marketing Mail class; the Postal Service hasrb

OT AAT A O 1T AAOCOOA OEA Ei PAAO
and minimal aboveaverage price adjustments historically have been insufficient to
outweigh unit cost increases. The Postal Service has been unable to provikde

A N £ A N A s oa oA

T £ 1T DAOAOEIT T AI

8/ KIFANXIY Q& Ly MW NandiNotke/of RilifgjUdreiSéal, February 4, 2021, question 9 (CHIR No. 11).

E
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Commission with insight into the impact of cost reduction initiatives undertaken in
FY2020.

The Commission determines that once again requiring a price adjustment for USPS

Marketing Mail Flats of at least 2 percentage points above the class averagam

APDPOl POEAOA OAI AAU CEOAT OEEO DPOiI AOAOGGO Al OO
tool the Commission has used to some positive effect. Postal Service forecasts show that it
anticipates further positive impact on contribution as a result of he Docket No. R20241

price adjustment$4 The Commission, therefore, deems it appropriate to require a 2

percentage point aboveaverage price increase for USPS Marketing Mail Flats in the next

Market Dominant price adjustment. At the same time, the Commissi recognizes that

DOEAA ET AOAAOGAOG AITTTA xEil 110 OAD{d.GheEl OEA
full solution must come from a combination of revenue increases and cost reductions, and

the Postal Service must continue to pursue such cost rechions.

The Commission acknowledges the concerns of PostCom and ACMA that further price
increases will likely drive away additional volume, but no other practical solution to
improve cost coverage has been offered.

USPS Marketing Mail Flats is particulay emblematic of the problems that can occur when

a non-compensatory product continues to exist for a prolonged period. Since 2008, this
product has contributed negative $7.5 billion to the institutional costs of the Postal Service.
The Commission has idected the Postal Service to address these issues repeatedly to no
avail. This is the same remedy that the Commission ordered for USPS Marketing Mail Flats
in FY 2018 and FY 2019, and the Commission continues that approach this year.
Compliance with thisdirective will also satisfy the requirements of 39 C.F.R. § 3030.221.

The Commission finds that the issues raised in thB¥0 ACD regarding USPS Marketing

Mail Flats have continued to worsen. From FY 2010 to2B20, the cost coverage for USPS

Marketing Mail Flats has decreased 19 percentage points. In addition, the Postal Service

remains unable to predict, using reasonable assumptions, when the USPS Marketing Mail

&1 AOO POI AGAO xEI 1 AT OAO A1 6Oh 10 xslig OEA EI
ET EOEAOEOAOG8 )1 OEA 1 AAT OEi Ah OEA AAOOAI EI PA
on revenues will not be seen until FY 2021 data is available. However, based on projections

which show the likely impact on revenues to be positive, the Casion finds it appropriate

to continue the FX2018 and FY 2019 directives for another year. In the next generally

applicable Market Dominant price adjustment, the Postal Service must propose a price

increase for USPS Marketing Mail Flats that is at ledgtercentage points above the class

average for the USPS Marketing Mail class. stated above, the Postal Service must remain

cognizant of mail mix changes when adjusting prices and do its best to meet the requirements

of this directive and the price caghile maximizing unit revenue increases within the

product. Additionally, the Postal Service must continue responding to the requirements of the

64 Responses of the United States Postal Serviceto Questians 1 2 F  / KF ANXIF Yy Q& LYy FT2NXVI A2y wSljdzSad b2do w
(Response to CHIR No. 11).
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&9 otut !#%$ AEOAAOEOA AU OAAOAEI C 5303 -AOEAO
documentation of those efforts in future Annual Compliance Reports. Moreover, the Postal

Service must continue to comply with the FY 2015 directive, as further discussed in Chapter

VI.of thisReport.

3. USPS Marketing Mail Parcels

a. Introduction

As with USPS Marketing Mail Flat&)SPS Marketing Mail Parcels have a long history of

deficient cost coverage. As part of its FX019 ACD directive, the Commission required that

OEA 01 OOAI 3AOOEAA ET AOAAOA O0AOAAI 06 DPOEAAO A
average in the next Mrket Dominant price adjustment, which the Postal Service di¢¢.The

actual results of the Docket No. R2021 price adjustment will not be seen until FY 2021

data becomes available. Fortunately, the cost coverage and contribution for USPS

Marketing Mail Parcels improved dramatically in FY 2020. However, the Commission

remains concerned about the cost coverage for this product.

b. FY 2020 Results

In FY 2020, USPS Marketing Mail Parcels had a cost coverage of 76.5 percent, up 20

percentage points from FY 20136 The Postal Service explains that revenue per piece

increased 3.3 percent while unit cost declined a remarkable 23.1 percefitFY 2020 ACR

atpt8 4EA 01 OOAI 3AOOEAA 11 0A0 OEAO EO A 111xA
prices for USPS Marketing MaParcels by at least 2 percentage points above the class

average.ld. at 14-15. In Docket No. R20241, the Postal Service proposed, and the

Commission approved, a price increase of 16.791 percent for this product. Order No. 5757

at 20, Table V1. In DocketNo. R20201, the Postal Service proposed, and the Commission

approved, a price increase of 3.913 percent for this product, 2.053 percentage points more

than the average for USPS Marketing Mail. Order No. 5321 at 9, Tablellll

C. Comments on USPS MarketingiMParcels

The Public Representative confirms the price increase for USPS Marketing Mail Parcels was
far above the class average. PR Comments at 68. He notes that the planned price increase
for USPS Marketing Mail Parcels in Docket No. R2021s 16.8 pecent.Ild. He hopes these
price increases will help USPS Marketing Mail Parcels cover its costs in FY 20a1.

65FY2019 ACD at 44; Order No. 5757 at 20, Takle V

6 SeeUnited States Postal Service FY 28h8ual Compliance ReppRecember 27, 2019, at 16 ®imd ! / wO @ ¢KS [/ 2YYA & aA2Y Q3
O02@SN) 3S OFtOdzg I GA2y RAFFSNE T NBetausé SCommigsidn-includgs3eddantiie Se@siue rehod dzf | G A 2y ¢
product and the Postal Service does not.

87 The unit cost for both mail processing and delivery functions declined significants for USPS Marketing Mail Parcel.iS&el ipéy
Reference RGLRACR2024!.
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d. Commission Analysis

In FY 2020, USPS Marketing Mail Parcels did not produce sufficient revenues to cover its
attributable costs. The Commission &s previously directed the Postal Service to utilize its

intra-class pricing flexibility to eliminate the intra-class crosssubsidy received by this

product. FY2010 ACD at 108. In the F2019 ACD directive, the Commission required that

the Postal Service T AOAAOA O0AOAAI 66 POEAAO AU AO 1 AAOGO
average, and the Postal Service implemented a price increase far greater than the

#1171 EOOET 1 6 Ocs ThdaddtGefresAlts df thcket No. R2021 price

adjustment will not be seen until FY 2021 data become available. However, both the cost

coverage and the contribution of USPS Marketing Mail Parcels have improved. The

#1 11 EOOETT AT Al UUAO OEA G20tGvardimprédviogxBsA A6 O D OT C
coverage for USPS Marketiniglail Parcels below. First, the Commission reviews the Postal

3 A O O E R#26 gerfofntance with regard to cost coverage for USPS Marketing Mail

0AOAAI 68 3AAT T An OEA #7111 EOOEIT OAOEAxO OEA o
- AOEAOGET ¢ - A Edsts. GirallyAhd Camminisson dirédts the Postal Service to

Ei POi OA OEEO DPOI AOGAOGEO AT OO AT OGAOACA AU ET AOA
above the class average in the next Market Dominant price adjustment.

The Commission reviews trends inunit revenue, unit cost, weight, and volume. Table HB

displays the unit revenue, unit attributable cost, unit contribution, volume, and average
weight-per-piece for USPS Marketing Mail Parcels from FY 2016 through FY 2020.

%8 FY2019 ACD at 44; Order No. 5757 at 20, Takle V
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Table 143
USPS Marketing il Parcels Financial Comparison, FY 2(A% 2026
Percent
Change Percent
FY 2016 Change
to FY 2019 to
FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 | FY 2020 FY 2020
Unit Revenue $1.20 $1.16 $1.24 $1.31 $1.35 12.8% 3.3%
Unit
Attributable
Cost $1.86 $1.79 $2.12 $2.30 $1.77 -4.8% -23.1%
Unit
Contribution $(0.66) $(0.64) $(0.88) $(0.99) $(0.42) -36.8% -58.0%
Volume 44,767 40,582 34,650 36,861 36,715 -18.0% -0.4%
Average
Weight Per
Piece (ounces) 6.134 5.634 5.971 6.447 6.401 4.4% -0.7%

Source: Libraryd®erence PRCRACR20241.

As demonstrated in Table IH3, unit attributable cost decreased 53.3 cents while unit
revenue increased 4.4 cents, resulting in a total unit contribution 6#1.7 cents. The unit
revenue and average weight per piece were stromgcorrelated from FY 2016 to FY 2020.
This relationship occurs because changes in average weigber-piece are drivers of
changes in unit revenue.

Figure 111-12 shows the annual cost coverage for USPS Marketing Mail Parcels. In FY 2020
cost coverage folUSPS Marketing Mail Parcels climbed to 77 percent, the highest cost
coverage for this product since FY 2012. Contributing to this dramatically increased cost
coverage was a decline in unit attributable cost of 23 percent. The largest contributor to
these st savings was a reduction in unit mail processing costs of 28 percefit.

89 Complete FY 2008 to FY 2020 USPS Marketing Mail Parcels data can be found in Library Refel&€ RIRRE! .
70 Seelibrary ReferencelSPS-Y 202, December 29, 2020; Docket No. ACR 2019, Library Referencé&YWBRSDecember 27, 2019.
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Figure 1412
USPS Marketing Mail Parcels Cost Coverage, FYCEXY12020
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)T OEEO UAAOGO !'#%$ DOI AAAARbsdtaCServide totpogide x AO EOO
estimates of the impact of the Docket No. R2021 price increase for USPS Marketing Malil
Parcels. CHIR No. 11, question 10. Table-dlishows the improved contribution estimates
provided by the Postal Service for FY 202@.This analysis shows that the cost coverage for
USPS Marketing Mail Parcels is estimated to improve by $9.0 million as a result of this price
increase, assuming costs remain constant.

Table 114
USPS Marketing Mail Parcels FY 2021
Estimated Contribution

Estmated USPS Marketing Mail Parcels | Improvement Over Base
FY 2021 Contribution Year
(Millions) (Millions)
No FY 2021 Price Adjustment
(Base Year) ($13.6)
Docket No. R2021 Price
Adjustment ($4.7) $9.0

Source: Library Reference RRRACR20241.

*Complete FY 2008 to FY 2020 USPS Marketing Mail Parcels data can be found in Library Refel&e RFRRa .

2SeeResponse to CHIRND mMm3I jdzS&aiGA2y mnd ¢KS /2YYAaarzyQa 02ad O20SN) 3S OFt Odz
percent) because the Commission includes fees in the revenue for each product and the Postal Service does not.
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The Commission continues to be concerned about the repeated failure of USPS Marketing

Mail Parcels to cover its costs. The Commission commends the steps the Postal Service has
OAEAT O EIi DOl OA OEEO DPOI AOAOGGO AT OO AT OAOACA
that there is an ongoing cost coverage shortfall that has existed for a significant period of

OEi A8 'O OEEO OEIi Ah OEA #1011 EOOEITT AT1TAI OAAO
those of USPS Marketing Mail Flats, do not comply with 39 U.S.C0%(d) because they do

not apportion the costs of postal operations to postal users on a fair and equitable basis. As

such, the Commission deems it necessary to continue its FY 2020 directive to increase USPS

- AOEAOCET ¢ - AE1 0 AOAA tagedoiris@itoveAhd clabstaveradeA OO ¢ DAO
Compliance with this directive will also satisfy the requirements of 39 C.F.R. § 3030.221.

The Commission finds that FY 2020 revenue for USPS Marketing Mail Parcels was not
sufficient to cover attributable costs. As thiUSPS Marketing Mail Flats, the actual impact

AOT I OEA 1100 OAAAT O POEAA ET AOAAOADIO xEEAE x
directive, will not be seen until FX021 data is available. Nevertheless, based on projections
which show the likely impact on revenue to be positive, the Commission finds it appropriate to
continue the FY2019 directive In the next generally applicable Market Dominant price
adjustment, the Postal Service must propose a price increase for USPS Marketing Mail Parcels
that is at least 2 percentage points above the class average for the USPS Marketing Mail class.
In addition to aboveaverage price increases, the Postal Service should continue to expend a
reasonable amount of resources given the size of the product to explodemplement
opportunities to further reduce the unit cost of USPS Marketing Mail Parcels and report on
those opportunities and results in the FY 2021 ACR.

4. USPS Marketing Mail Carrier Route

a. Introduction

In FY 2020, USPS Marketing Mail Carrier Route had@st coverage below 100 percent for
the second time since the product was established. Unit attributable cost has been
increasing steadily over the past 4 years, while unit revenue has decreased. The
Commission is extremely concerned that USPS Marketing M@arrier Route appears to be
moving in the same direction as USPS Marketing Mail Flats and USPS Marketing Mail
Parcels. The Commission accordingly requires that the Postal Servinerease USPS
- AOEAOCET ¢ - AE1l #AOOEAO 271 OAnddiceduEtiAchtdy a1 OEA
least 2 percentage points above the class average. The Commission expects that further
DOEAA ET AOAAOGAOG xEIl EAI B DPOAOGAT O OEEO bOI AOA
further into negative territory.
b. FY 2020 Results

In FY2020, USPS Marketing Mail Carrier Route had a cost coverage of 96.0 percent, down

from 99.7 percent in FY 2019. F2020 ACR at 12. The Postal Service states that revenue

per piece increased by 1.0 percent and cost per piece rose by 5.0 percent, while wodu

dropped by 20.6 percent between FY 2019 and FY 202d. at 1314. The Postal Service

points to three reasons for a reduction in cost coverage in FY 2020: tOVID19

DAT AATEA AAOOAA OECTI EEZEAAT O AAAT ET AO ®é - AOEA
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have continued to favor online advertising over prinf and cemailing has moved volume
from USPS Marketing Mail Carrier Route into High Density Flatd. at 13.

The Postal Service cites an increase in delivery costs as the cause for the increasein u
AOOOEAOOAAT A Ai OO0 &A1 O 5303 - AOEAOETI BOAAGRO#A
city carrier in-office unit costs and rural carrier unit costs rising 1.1 cents and 0.8 cents,
respectively8ld.AO pt18 4EA 01 OOAI ity B-Affx®&ehilchstsiwer&igher OEAO O
this year due in part to a costing methodology change regarding sampling of city carriers in
OEA 1T £&#EAARSG AT A OEAO AAAT ET ET C Oidl 6i A AAOOAA

c. tz2adlt {SNBAOSQa tfly G2 LYLJ

A CHR was issued asking the Postal Service to provide a plan to improve cost coverage for

USPS Marketing Mail Carrier Route. CHIR No. 11, question 7. In response, the Postal Service
stated that costing methodology changes accounted for 64 percent of the obged increase

inCarrA O 217 OOA OT1 EO thd obsér@t inchehsA in héuhitcosdigr USPS 8

Marketing Mail Carrier Route should not be viewed as an occasion to search for new plans

IO ETEOEAOEOAO ET OAODI 1T OA8 drhePdstaEseriicd AsoO1  # () 2
pointed out that postal operations and broader operational initiatives are generally

structured around mail shape, rather than individual productsid. The Postal Service states

that it plans to further increase Carrier Route price above the USPS Marketing Mail class

average if revenue is not sufficient to cover attributable cost in FY 202M.
d. Comments on USPS Marketing Mail Carrier Route

The Public Representative notes that this is the second consecutive year when USPS

Marketing Mail Carrier Route did not cover its attributable cost. PR Comments at 70. He

PpT ET OO0 100 OEAO OfrEYT A PAOETA T A2 1TT1U £ 060 U
AOT T pct DPAOAAINGt 7071. He popes Ahar A duls@riial pricencrease

approved in Docket No. R20241 will help ensure this product covers its cost in FY 2021d.

at 73.

e. Commission Analysis

As Figure 1113 shows, unit contribution for Carrier Route has been falling since FY 2016.
Since FY 2016, unit revenue decrsad 0.8 centsg3 while unit cost increased 6.7 cents.

73The Postal Service decreasedr{@a Route prices by over 3.0 percent in Docket No. R20Dbcket No. R201Z, Order on Price
Adjustments for Firs€lass Mail, Standard Mail, Periodicals, and Package Services Products and Related Mail Classification Changes, November
15, 2016, at 29Qrder No. 3610)
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Figure 1413
USPS Marketing Mail Carrier Route
Unit Revenue, Attributable Cost, and Contribution,

FY 2016FY 2020
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Source: Library Reference PRRACR20241.

Figure 111-14 displays the steady deline in cost coverage for USPS Marketing Mail Carrier
Route. Since its peak of 151.2 percent in FY 2008, cost coverage has dropped 55.0
percentage points. The cost coverage for USPS Marketing Mail Carrier Route has steadily
decreased since FY 2016 by arvarage of 10.3 percentage points each year.

74 Complete FY 2008 to FY 2020 USPS Marketing Mail Carrier Route data can be found in Library RefdrBA®RZRCE!.
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Figure 1414
USPS Marketing Mail Carrier Route Cost Coverage,
FY 2008FY 2020
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Source: Library Reference PRRACR20241.

(1)  CostReductionEfforts

In ChapterVI. of this Report, the Commission reviews theperational changes/initiatives
the Postal Service has identified to reduce costs for flshaped mailpieces in general,
including USPS Marketing Mail Carrier Route. However, as explained in Chaptér the
Postal Service is still unable to quantify thempact of any of its operational initiatives or
operational changesSeeChapterVl., infra.

(2) Estimated Impact of Docket No. R2021 Price
Adjustment

The Postal Service estimates a contribution improvement of $47.0 million as a result of the
price adjustmentin Docket No. R20211. Response to CHIR No. 11, questi8nThis
estimate assumes no increase in costs over 920 levels.
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Table 145
USPS Marketing Mail Carrier Route FY 2021
Estimated Contribution

Estimated USPS Marketing Mail Carri¢ Improvement Over Base
Route FY 202Contribution Year
(Millions) (Millions)
No FY 2021 Price Adjustment (Base Year) $(60.4)
Docket No. R2021 Price Adjustment $(13.3) $47.0

Source: Library Reference RRRACR20241.

(3) FY2019 Directive

The Commission is extremel concerned about the steady decline of cost coverage for USPS
Marketing Mail Carrier Route.The Commission recognizes that the COI® pandemic,

shifts in advertiser preferences, and increases in emailing have contributed to significant

volume lossesHowever, this is the second consecutive year that USPS Marketing Malil

Carrier Route has not generated enough revenue to cover its attributable cost. The Postal
3AOOEAA8O PI AT O 111U AAAOAOO OEEO EOOOA EE
endl £ &9 ¢m¢p EO ET AAANOAOA8S 4EA 01 OOAI 3AO0OO0OEA,
coverage through cost reductions, but the Postal Service has not quantified any efforts to
OAAOGAA #AOOEAO 21 Gé&BhapierVA inftadthe Eimission, therfarer 8

deems it necessaryo make its FY 2020 directive to increase USPS Marketing Mail Carrier

21 OOAG O DPOEAAO AO 1 AAOGO ¢ PAOAAT OACA PIET OO A
than a recommendation Compliance with this directive will also satisy the requirements

of 39 C.F.R. § 3030.221.

The Commission finds that FY 2020 revenue for USPS Marketing Mail Carrier Route was not
sufficient to cover attributable cost. The Postal Service has not provided a specific plan to
reduce Carrier Route costs Y 2021. Cost coverage for USPS Marketing Mail Carrier Route
has declined further below 100 percent for the second consecutive year. The Commission finds
it appropriate to require an above average price change for FY 2021. In the next generally
applicableMarket Dominant price adjustment, the Postal Service must propose a price
increase for USPS Marketing Mail Carrier Route that is at least 2 percentage points above the
class average for the USPS Marketing Mail classddition to aboveaverage price inceases,

the Postal Service must continue to explore and implement opportunities to further reduce the
unit costs of flatshaped mail products, including USPS Marketing Mail Carrier Roate

further discussed in Chapterl. of thisReport.
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5.

In FY 2020, Media Mail/Library Mail had a cost coverage of 79.3 percent, a 7.8 percentage
point increase compared with FY 2019SeeFY 2020 ACR at 31; FY 2019 ACR at B. 2020

-51-

Media Mail/Libray Mail

was the fourteenth consecutive year that Media Mail/Library Mail did ot generate

sufficient revenue to cover attributable costs. In FY 2020, the cost coverage for Package
Services generally fell to 92.5 percent. The Media Mail/Library Mail product is one of two
products in the Package Services class with a cost coveragedwell00 percent. Table 16

contains the cost coverage of each Package Services product between FY 2016 and FY

2020.

Table 1146
Package Services Cost Coverage,
FY 2016FY 2020

Package Alaska | Bound Printed| Bound Prited | Media Mail /

Services Overall Bypass Matter Flats | Matter Parcels| Library Mail
FY 2016 102.3% 170.0% 160.6% 104.6% 75.2%
FY 2017 103.5% 193.4% 151.1% 110.5% 75.7%
FY 2018 102.6% 175.8% 148.9% 109.0% 76.7%
FY 2019 96.9% 155.9% 143.7% 106.1% 71.5%
FY 2020 92.5% 147.6% 125.5% 93.8% 79.3%

Source: Library Reference PRRACR202®.

Table IlI-7 contains the revenue, attributable cost, and the cost coverage of Media
Mail/Library Mail since 2016.

Table 7
Media Mail/Library Financial Results Information,
FY 2016FY 2020

Volume Revenues
(Millions) (Millons) | Attributable Cost (Millions)| 05t ©overage
FY 2016 75.0 $266.6 $354.3 75.2%
FY 2017 76.5 $267.1 $352.7 75.7%
FY 2018 79.0 $276.4 $360.4 76.7%
FY 2019 80.1 $284.0 $397.0 71.5%
FY 2020 97.8 $349.4 $440.6 79.3%

Source: LibrariReference PROCRACR202®.
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The Postal Service has consistently increased the prices for Media Mail/Library Mail faster
than the prices for Package Services as a class. Docket No. R2D#icluded a price

increase for Media Mail/Library Mail that was ower two times as large as the Package
Services class as a whole. FY 2020 ACR at 31. The Postal Service states that it intends to
continue to improve the cost coverage of Media Mail/Library Mail through abovaverage
price increasesld. Table I1I-8 shows the history of price increases for Media Mail/Library
Mail under the PAEA. This table demonstrates that the Postal Service has consistently
increased the price of Media Mail/Library Mail above the level of the average price increase
for the Package Serviceslass, but also highlights the many examples where the price
increase was very close to the class average increase.

Table 148
Media Mail/Library Mail
Price Adjustment vs. Package Services Price Adjustment Authority

Docket No. Media Mail/Library Mail Pice Package Services Price
Adjustment Adjustment
R20081 4.538% 2.875%
R20092 7.468% 3.800%
R20112 1.964% 1.740%
R20123 2.581% 2.115%
R20131 3.469% 2.567%
R201310 2.061% 1.453%
R20154 2.197% 1.787%
R20171 1.135% 0.973%
R20181 1.993% 1.960%
R20191 2.954% 2.522%
R202061 1.993% 1.892%
R20211 3.579% 1.460%

Source: Library Reference PRRACR202@®.

The Public Representative observes thdhe cost coverage of Media Mail/Library Mail in

FY¢cmgn OEO EECEQKA OEAAOEIOOG ABE A UAAOO86 02 #I
ET ACAAOGA ET O1 101 A &£ O -AAEA - AEI T, EAOAOU - AE
learning during the COVIDp w D AT AAT EA6 AO xAll AO A OEI O1 OA1l
processing costs and uih purchased transportation costs.ld. He also notes that the Postal
BAOOEAAB O $I1-Afidedncreabedf 3519 maygent for Media Mail/Library Mail

was above the class average price increase of 1.460 percddtat 82. However, he points

outthaO OAAAAOOA Al i1 00 All DPOEAA AAEOOOI AT O AOGO
under the cap was given to [Media Mail/Library Mail], another product that also failed to

cover costs in FY 2020 (namely, BPM Parcels), did not receive any price adjustmentd at 1 8 &
d.at82-pyo8 &1 O OEEO OAAOI T h EA OAT ATl OOACAr OFY OEA
average price adjustments for [Media Mail/Library Mail] in the future, [while] striv[ing] to
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propose price increases for [Media Mail/Library Mail] and BPM Parde so that both o
DOl AOCAOO AAT 1T AEA EI pOIIdDA83AT OO0 ET AT OO Al OAOA

Media Mail/Library Mail did not cover its attributable costs or make a contribution to
institutional costs in FY 2020. The Commission has previously recognized that Media
Mail/Li brary Mail has educational, cultural, scientific, or informational value to the
recipient of the mail matter.See, e.gFY 2019 ACD at 66. The Postal Service has indicated
that it intends to continue to apply aboveaverage price increases to Media Mail/lbrary
Mail. FY 2020 ACR at 31.

The Commission finds that the FY 2020 revenue for Media Mail/Library Mail was not
sufficient to cover attributable costs. The Commission recommends that the Postal Service
apply an aboveaverage price increase to Media Mallibrary Mail in the next rate case while
balancing the need for BPM Parcels to also receive an aksoerage price increase.

6. Bound Printed Matter Parcels

The second product in the Package Services class to not cover its attributable costs, Bound
Printed Matter Parcels (BPM Parcels), had a cost coverage of 94.0 percent in FY 20290,
notable decline from its cost coverage of 106.1 percent in FY 2019. Table9lshows the

cost coverage of BPM Parcels since FY 2016.

Table 1149
Bound Printed Matter Parcelsd3t Coverage
FY 2016FY 2020

Fiscal Year (\I\jlci)l::i)r::) Revenue (Millions) Atm(tl)\:;ﬁgi)c ost Cost Coverage
FY 2016 250.0 $289.7 $277.1 104.5%
FY 2017 277.6 $298.6 $270.3 110.5%
FY 2018 294.8 $318.7 $292.4 109.0%
FY 2019 285.9 $314.7 $29%6.7 106.1%
FY 2020 260.6 $289.3 $307.9 94.0%

Source: Library Reference RRRACR202®.

4EA 01 OOAT 3AOOEAA Agbl AET O OEAO OEEO AAAIETA
OEAO xAO 110 I AGAEAA AU Al ET AGAA®GRostRll OT EO O
3AOOEAA 11 0AO0 OEAO OA OECI EEZEAAT O PI OOGEITT 1T &
rulemaking dockets where costing methodology changes were approved by the

#1 1 1 E OOEe threedulemaking dockets were Docket No. RM2016 (Proposal Ong,

Docket No. RM20261 (Proposal Nine), and Docket No. RM20200 (Proposal Three). The

0l OO6AI 3AO0OOEAA OEAT AOOAOOO OEAO Ofr AYO A OAOGO

SFY 2020 ACR at 30.

6 Responses of the United States Postal Service to Questongs 1 2 ¥/ K| A NI | y Qsi NoLly Jariaigv1p, 2002 guesticd 14dzS
(Response to CHIR No. 1).
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[BPM Parcels] unit costs were estimated to increase by $0.142 in FY 2020. $htne bulk of
the observed CRA increase in unit costs can be attributed to methodology changes rather
OEAT 1T PAOAOGETI# AT AiTAEOETT 086

The Public Representative notes that after cost coverage of BPM Parcels hovered between
104.5 percent and 119.1 percenfor years FY 2014 through FY 2019, it sunk to 93.8

DPAOAAT O ET &9 ¢mnem8 02 #1111 Al-&v@agdpdiceingense( A AOO
of 1.741 percent that BPM Parcels received in FY 2020 was reasonable considering that the
product was coveringco® O ET DPOET O UAAOOho AOGO 11 OAO OEAO
propose any increase in price for FY 2021d. at 79. Accordingly, he agrees with the Postal
3AO0OEAAB8O ET OAT OEI T O OOAAIT I | KPlpricicre®é&td ' 1 OA
BPMParceb O1T Ei DOT OA EOO AT OO0 AT OAOACA AT A OAOAT
ET AOAAOGA T Au AA O11T 1 AOA 001 OAOGOI O ET A bl OE
Id. at 79-80.

The Commission finds that FY 2020 revenue for BPM Parcels was not sufticieover
attributable costs. The Commission recommends that the Postal Service propose a price
increase for BPM Parcels that is above the class average for the Package Services class. In
addition to an aboveaverage price increase, the Postal Service ddaontinue to expend a
reasonable amount of resources proportionate to the size of the product to explore and
implement opportunities to reduce the unit cost of BPM Parcels and report on those
opportunities and results in the FY 2021 ACR.

7. Money Orders

The Money Orders product provides the customer with an instrument for payment of a
specified sum of money, with a maximum value of $1,000. Historically a product that
reliably covered costs until FY 2016, this product has exhibited inconsistent financial
results in recent years. Table IH10 shows the cost coverage for the Money Orders product
from FY 2016 to FY 2020.

Table 11110
Money Orders Cost Coverage
FY 2016FY 2020

Fiscal Year Revenue (Millions) Attrlbu_te_tble ! Cost Coverage
(Millions)
FY 2016 $156.7 $171.7 91.3%
FY 2017 $152.4 $156.4 97.4%
FY 2018 $158.5 $146.7 108.1%
FY 2019 $162.9 $154.5 105.5%
FY 2020 $153.3 $156.9 97.7%

Source: Library Reference PRRACR2024.
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FY 2020 presented unprecedented challenges to the Money Orders producatiesulted in

its cost coverage dropping to 97.7 percent. FY 2020 ACR at 33. The Postal Service explains

that this decline was caused by a decrease in revenue with a simultaneous increase in cost
compared to the previous fiscal year. Response to CHIR Npquestion 12. The decrease in

OAOAT OA OOAI I AA mEOI I OOEA AAAOCAAOA 1T £ Ax8w- E
/Il 1 1A D@ Bostal Service further explains that it saw the face value of its transactions

increase, which led to an increase in debiard transaction costs. FY 2020 ACR at 3&l.

With debit card expenses accounting for 18 percent of the attributable cost of Money

Orders, the rise in those expenses led to a unit increase of roughly 5 cents per transaction.
Response to CHIR No. 1, quest 12.

The Public Representative notes that for the first time since FY 2016 to FY 2017, Money

| OARAOO xAO O1 AAT A OI AT OGAO EOO Ai 0008 02 #1111
cost coverage of Money Orders, the Postal Service initiated the pricenease of 3.215

percent in Docket No. R202p h 6 1 1T OA OEAT O x+evelric®itdkeasd 6rA OA C A
Special Servicedd A0 yu8 4EI OCE EA OACOAAO xEOE OEA oI
speaking, the price increase approved in Docket No. R2021shauld improve the cost

AT OAOACA T &£ -11TAU /1 OAAOOhe EA T AOAOOEAI AGO 1 A
consumer behavior changed in the recent year and whether and how the Postal Service will

address the implications resulting from the shiftsinco®@ Oi AO AAEAOET OQd.EA EO
4EOOh EA AT 1T Al OAAO OEAO OEAOA AOA OAT OAOO xEA
Al OAOACA x1T O1 A T £EOAO OEA AEEKRAO T £ OEA OEE&OD

;
¢

The Commission finds that FY 2020 revenue for MoDegers was not sufficient to cover
attributable cost. The Commission recommends that the Postal Service propose an
aboveaverage price increase for Money Orders moving forwécdnsistent with 39 C.F.R.
§3030.221) In addition to aboveaverage price incrases, the Postal Service should expend a
reasonable amount of resources proportionate to the size of the product to explore the
reasons behind any shift in consumer behavior contributing to the decrease in revenue for
Money Orders, and report on the ressilof this investigation in the FY 2021 ACR.

8. Market Dominant International Malil

Market Dominant international mail is currently comprised of six products: Inbound Letter
Post, Outbound SingléPiece FirstClass Mail International, International Ancillary Sevices,
International Reply Coupon Service, International Business Reply Mail Service, and
Inbound Market Dominant Multi-Service Agreements with Foreign Postal Operators 1. In
FY 2020, the Commission approved the transfer of three productsibound Market
Dominant Exprés Service Agreement 1, Inbound Market Dominant Registered Service
Agreement 1, and Inbound Market Dominant PRIME Tracked Service Agreement to the
Competitive product list”” The Commission simultaneously approved the transfer of the
Australian Postal CorporationUnited States Postal Service Bilateral Agreement and the
Canada Post CorporatiofUnited States Postal Service Bilateral Agreement from the

77 SeeDocket No. MC202@3, Order Approving Transfer of Market Dominant Negotiated Service Agreements to the Competitive Product List,
February 19, 2020 (Order No. 5437).
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Inbound Market Dominant Multi-Service Agreements with Foreign Postal Operators 1
product to the Inbound Competitive Multi-Service Agreements with Foreign Postal
Operators 1 product.SeeOrder No. 5437. In FY 2020, the Commission also approved the
transfer of international small packets and bulky letters from the Market Dominant

Inbound Letter Post product to the Competitive Inbound Letter Post Small Packets and
Bulky Letters product, as well as associated International Registered Malil, effective January
1, 202078

In FY 2020, Inbound Letter Post and International Ancillary Services did not cover their
attributable costs. Two components of International Ancillary Services, International
Registered Mail (Quarter 1 only) and Outbound International Return Receipt, did not cover
their costs.

a. Inbound Letter Post

(1) Background

Inbound Letter Post consists of inboand mail for which foreign postal operators reimburse
the Postal Service at terminal dues for the delivery of foreigorigin mail.”® Terminal dues
are prices set by the Universal Postal Union (UPBPIn Quarter 1 of FY 2020, Inbound
Letter Post was comprisedf format P/G (letters and flats) and format E (small packets and
bulky letters) items. In Quarter 2 through Quarter 4 of FY 2020, Inbound Letter Post was
comprised solely of format P/G items, following the transfer of format E items to the
Competitive Inbound Letter Post Small Packets and Bulky Letters product on the
Competitive product list81

The Commission reviews the compliance of the Inbound Letter Post product on an annual
basis. The Inbound Letter Post product has never covered its attributable dend the
Commission has consistently recommended that the Postal Service take actions to improve
the cost coverage of this product?

8SeeDocket Nos. 201917 and CP20t0pp > hNRSNJ DN} ydAy 3 t2adGlt { SNBAOSQa az2iliAzy | yR
Packets and Bulky Letters, December 19, 2019, at 1 (Order No. 5822)isdocket No. MC20127, Order Conditionally Approving Transfer,
January 9, 2019 (Order No. 4980).

7 Postal Regulatory Commissiddraft) Mail Classification Schedule, effective on January 25, 2021, availdtitp:Atvww.prc.gov/mail-
classificatiorschedulgMCS), Section 1130. The Inbound Letter Post product refemsernational mail that is not classified as Parcel Post,
Express Mail Service (EMS), or Global Express Guaranteed. It consists of inbound International pieces (originatingreutdideedfStates
and destined for delivery inside of the United S&téhat contain only documents, and encompass letters (to include aerogrammes and
postcards) and large letters. Until January 1, 2020, Inbound Letter Post included small packets containing goods we&ghidilqgrams.

80 The UPU is a United Nationgesialized agency comprising 192 member countries, including the United States. Member countries negotiate
international agreements governing the exchange of international mail, including applicable rates for the delivery ofiamarnzail.

Terminal des are also referred to as default UPU rates, because they apply in the absence of an agreement between or among postal
operators establishing other rateShe UPU terminal dues system is based on the following classification of letter post items: fesmet|P

letters containing documents), format G (large letters containing documents), and format E (bulky letters containing de@ndemall

packets containing goods or documents and goods).

81 SeeOrder Nos. 4980 and 5372. The Inbound Letter Post $taekets and Bulky Letters product was compensatory in FY 2020. Notice of the
United States Postal Service of Revisions to Certain Pages of the FY 2020 Annual CompliancEfRegpofebruary 22, 2021, at 7 (Errata to
Certain Pages of the FY 2020 ACR)

82See, e.gFY 2019 ACD at 59, FY 2018 ACD at 85, FY 2017 ACD at 69, FY 2016 ACD at 67, FY 2018 ACD at 70, and FY 2014 ACD at 54.
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(2) FY 2020 Financial Results

In FY 2020, revenue for Inbound Letter Post did not cover its attributable cost. Cost
coverageincreased from 78.5 percent in FY 2019 to 83.3 percent in FY 2080T otal
contribution improved from -$164.0 million in FY 2019 to-$44.7 million in FY 202084

4EA 01T OOAT 3AOOEAA AOOOEAOOAO OEA )T AT OT A , RO
OONEA DPOEAET C OACEI Ahd AO EO THeRGtalBSérvicodta® UAA O
OEAO EO OAEA 110 AAOAOIET A OEA DPOEAAO f+PAEA A
0 I O ghee Postal Service explains that these prices are set accordiogs UPU terminal

dues formula established in the Universal Postal Conventiold. at 7-8.

4EA 01 OOAT 3AOOEAA Al 61 AOOAOOO OEAO EO EAO O
including the Department of State, which has lead responsibility for represgation of the

51 EOAA 30A0AO0 ET OEA 505h O7 Ei DOl GhatdT 6O AT O
4EA 01 OOAT 3AOOEAA 11 OAO OEAO OEAGBadiEEl OO0 O
rates for Eformat items (generally packets and bulky lettersip to 4.4 pounds) beginning

ET * Ol Uldg ng EA 8@BI6O0OAT 3 AOOEAA AOOOEAO OOAOAO Ol
groundbreaking change, the Postal Service transferred inboundfarmat items to the

competitive product list in January 2020, and thus #ormat items are no longer part of the

- ACEAO s$i i ETATO ) T AT Olt. he Pdstal Gdnize ibleitat, theteford, O A O 8 &
OOEA AT1 OOEAOOETT A O OEA )T ATOI A 31 A1 0AAEA
the overall contribution calculation fOT I AT i PAOE Q& OA OAOOEAAO8O

, AOOIl uh OEA o071 OOAT 3AOOEAA OOAOAOG OEAO EO EO
O AA ATT A O1 OAEOA OEA Al 00 AT OAWAQAThd £ )1 Al
01 OOAT 3 A OOE ArkrogteBsarittAsAedadd |aedidZDELAwhen the next UPU
Congress is scheduled to convene to consider increases in the rates for letter and flat
£l O AOO AACEIJI4EIAC 0HTOOAr ¢ GRAOOEAA OOAOAO OEAO E
efforts to improvA AT 0O AT OAOACA 11 )T AT ONldh , AOGOAO 01 60

CHIR No. 1 asked the Postal Service to explain in detail the steps it has and will take to
actively pursue efforts to improve cost coverage on Inbound Letter Post at the UPU
Congress®® The Pogal Service was also asked to provide estimated Inbound Letter Post
cost coverage for Calendar Year (CY) 2022 to CY 2025, by UPU country group and as a
whole, under the UPU Congress terminal dues proposals. CHIR No. 1, question 36.b. The
Postal Service preided non-public responses describing these steps and estimated cost
coverage. Response to CHIR No. 1, questions 36.a., 36.b.

83FY 2019 ACD at 58; Library Reference FRCR2020a M X 9 E O SLRACRR2GBM @EWAEZ ¢ (o6 aZdI614. FT2N t NBaSy il

8 FY 2019 ACD at 58; Library Reference IFRRCR2020a M X 9 E O SLRACRRRGBM @EWAEZ ¢ G+ o6 a5F Gl ¢cF2NJ t NBaSy il
$32)/1000.

8/ KIFANXVIYQ&E LYTFT2NXYIFGAZ2Y wSljdzS&d b2d mMZ Wl ydzd NE mMmMZ HaumE |jdzS&aiAz2y oc
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(3) Comments on Inbound Letter Post

Only the Public Representative commented on Inbound Letter Post. The Public
Representative acknowedges an improvement in cost coverage for Inbound Letter Post
from FY 2019 to FY 2020. PR Comments at 61. He also notes that revenue per piece and
cost per piece for Inbound Letter Post decreased between FY 2019 and FY 20d80at 62.
He avers that the aproximately 61 percent decrease in Inbound Letter Post volume

AARAOxAAT &9 ¢npw AT A &9 ¢mnm¢gmnm OxAO DPOEI AOEI U AOD
the Competitive product list in January 20208

The Public Representative acknowledges that the loss d8%3 million on Inbound Letter . A
01 00 ET &9 ¢mgm EO OOOAOOAT OEATT U 1 AOGO OE O

Al
AAROxAAT &9 ¢mpg AT A &9 ¢mpwh Al AH&vevereECEOI U
OAT OAOO OEAO OEEO PDOITAIOA CE IxEDOT OAT HA® All @@ OAT d/
because the Postal Service does not set its own rates for the Inbound Letter Post product.

PR Comments at 64.

AEA 01 OOAT 3AOOEAA OAOPITAAA OEAO EO OEO xAlIl
improve the cost coverage for Inbound Letter Post is on the horizon, as discussed
Al OAxEAOA E#® OEEO Al AEAOS8SG

(4) Commission Analysis

The 60.9 percent decrease in Inbound Letter Post volume in FY 2020 was related to the
transfer of format E pieces to the Competitive prduct list in Quarter 2 of FY 2020Inbound
Letter Post volume decreased from 560.5 million pieces in FY 2080 218.9 million
pieces in FY 20209 The 72.3 percent reduction in format E volume within the Market
Dominant Inbound Letter Post product, from 43..7 million pieces in FY 2019 to 119.6
million pieces in FY 2021 is largely proportional to the quarters in FY 2020 for which
format E pieces were not included within the Inbound Letter Post producSee id

861d. In ts Errata to Certain Pages of the FY 2020 ACR filed after the comment deadline, the Postal Service revised InbounthicitierePos
from 219.2 million pieces to 218.9 million pieces. This decline in volume still results in an approximate 61 percasededndound Letter
Post volume from FY 2019 to FY 2(2€eFY 2019 ACR at 7, Tablade alsdErrata to Certain Pages of the FY 2020 ACR at 4.

87 PR Comments at 62. In its Errata to Certain Pages of the FY 2020 ACR filed after the comment ded&dista) Bervice revised the FY 2020
loss on Inbound Letter Post to $44.7 million, which is less than every year since FY 2012. Errata to Certain Pag@920tA€RYat 4; PR
Comments at 63, Chartd}/ The Postal Service also revised the FY 2020ueyaettributable cost, cost per piece, unit contribution, and cost
coverage for Inbound Letter Post.

88 Reply Comments of the United States Postal Service, February 12, 2021, at 2 (Postal Service Reply Comments).
89FY 2019 ACR at 7, Table 1.
% Sed ibrary Rference PRERACR202a M= 9 E O SLRACRRRGBM GEWAES ¢ (Gl o6 &5FdGF F2NJ t NBaSyidl GAazyss

91 Seel ibrary Reference PRRACR2020a M S 9 E O SLRACRRORGBM @EWAES ¢ Gl o &5 GF F2NJ t NSASYyldl GA2y ¢
format E valme and cell H16/1000 for 2020 format E volumesee alsd.ibrary Reference USIES2041, (revised) February 22, 2021, Excel

FAES 4C,mn L. [t {KILS o6& !t! DNRdZIOWSPDPH OHHOPHMPEE AE FamafiB 6 &Ly o 2dzyR
volume and cells (H7+H10+H13+H16)/1000 for FY 2020 format E volume.



Docket No. ACR2020 -59-

More notably going forward, between FY 2019rad FY 2020 format P/G volume declined by
22.9 percent, from 128.8 million pieces in FY 2019 to 99.3 million pieces in FY 2020The
decline in format P/G volume could be partially due to the lack of air transportation
capacity from other countries to the Wited States and the suspension of international mail
service to the United States from some foreign postal operators during the COVID
pandemic. FY 2020 ACR at 67.

The Commission recognizes the improvement in Inbound Letter Post cost coverage from
78.5percent in FY 2019 to 83.3 percent in FY 2028.The Commission also acknowledges
the improvement in the contribution of Inbound Letter Post from-$164.0 million in

FY2019 to -$44.7 million in FY 2020% However, the Commission notes that format P/G
cost mverage declined by 13.7 percentage points, from 99.9 percent in FY 2019 to 86.2
percent in FY 2020, whilecost coverage for format E volume improved from 76.4 percent
in FY 2019 to 82.5 percent in Quarter Lof FY 20204 EA #1011 EOQOET 180 AT Al UC
financial data suggests that the improvement in Inbound Letter Post cost coverage from
78.5 percent in FY 2019 to 82.1 percent in Quarter 1 of FY 2020 was largely due to
improved financial performance for format E volume, which will not be included in the
product in future fiscal years A more in-depth analysis of volume, revenue, and cost trends
for the Inbound Letter Post product by UPU country group and shape is in Library
Reference PRL.R-ACR202011.96

I O AEOAOOOAA ET 3AAOQEéfhilurg th netyekesablisreEghalit)g T OOAI
of service targets for Inbound Letter Post resulted in the Postal Service receiving less than

the maximum compensation available under the terminal dues system, which would have

Ei POT OAA OEA DOI AtAdD@ktioA’ OO AT OAOACA

92Seel ibrary Reference PRRACR2020a M X 9 E O SLRACRRORGGEM @EWAEZ ¢ (1o &a5F0GF F2NJ t NBaASyidl GAz2yzs
format P/G volume, and cell H15/1000 for FY @@@mat P/G volumesee alsd.ibrary Reference USIES2041, (revised), February 22, 2021,

9EOStf FAES 4C,un L. [t {KFLS o6& !'t! DNRdZIOWSOTDOH DPHH OHOWEIMRE X € G 6 6L\
P/G volume and cells (H6+H912+H15)/1000 for FY 2020 format P/G volume.

93 SeeFY 2019 ACD at SealsoLibrary Reference PRRACR202M M £ 9 E O SLIRACRRRGBM @EWAE S ¢ (o6 a5 GF F2NJ t NJ
S14 for FY 2020 Inbound Letter Post cost coverage.

9% SeeFY 2019 ACH: 58;seealsoLibrary Reference PRRACR202a M X 9 E O SLIRACRRORGBM @EWAEZ ¢ GF o &5 GF F2NJ t N
(H32¢ S32)/1000.

% Seel ibrary Reference PRRACR2020 ML 9 E O SLRACRRORGM @EWAES ¢ (1} 60 &5 Hs(RA5 aldeSNS far fdat B/G G I G A2y T ¢
cost coverages in FY 2019 and2B20, respectively, and cells R16 and S16 for format E cost coverages in FY 2019 and FY 2020, respectively.

%1n Docket No. RM2018, the Commission revised its periodic reporting requirementified in 39 C.F.R. part 305keDocket No. RM2018

2, Order Amending Rules for Periodic Reporting, September 28, 2018 (Order No. 4836). These revised annual reportingetties Pegtal

Service to provide Inbound Letter Post revenue, volumejlaitable cost, and contribution data by UPU country group and by shape. Order

No. 4836 at 13, 2%ee39 C.F.R. 8050.21(l). The Postal Service filed the required Inbound Letter Post data by UPU country group for FY 2016

and by UPU country group and shdpeFY 2017 through FY 2020 in Library Reference-B8E® M® ¢ KS / 2YYA aaA2y Qa Fylf&aj
Letter Post, included in Library Reference RRBCR2024.1 is based on data reported in Library Reference iSR2841, (revised) February

22,2021

TS t2adlt {SNPAOSQA FlLAtdzNBE G2 YSSG GKS !'t! SadGlof ACOKIRR ljdzZ t AGe 2F
Commission noted that the failure to meet the service target led to a reduction in revenue for this product. FY 200222CD at
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The Commission reiterates its concern that the UPU pricing regime results in

non-compensatory terminal dues, but notes the positive impact of the transfer of format E

EOAI O O OEA #1 i PAOEOEOA bDPOI AOALCOMESIGh 11 OEA
emphasizes that, absent the selleclared rates for format P/G items that now apply to

format E items, domestic mailers are still subsidizing the entry of Inbound Letter Post by

foreign postal operators who use the same postal infrastructe but bear none of the

burden of contributing to its institutional costs. Id. Because UPU terminal dues were not

equivalent to domestic postage rates in the destination country in FY 2020 for format P/G

items and for format E items in Quarter 1, the Commssion has found them discriminatory.

See id.

Furthermore, the Commission notes thaterminal dues are only available to designated
operators, and that nondesignated operators that provide international mailing services
are not able to access these termal dues for inbound mailpieces to the United States. The
Commission recommends that the Postal Service work to ensure that terminal dues and
self-declared rates are nondiscriminatory.

The Commission finds that revenue for Inbound Letter Post was notcseiffi to cover
attributable cost in FY 2020. The Commission recommends that the Postal Service negotiate
bilateral and multilateral agreements that contain rates for Inbound Letter Post that are

more compensatory than default terminal dues. The Commissilso urges the Postal Service
to undertake focused initiatives to reduce Inbound Letter Post costs without compromising
guality of service, and to improve quality of service in order to benefit from terminal dues
bonuses. Lastly, the Commission recommeihds the Postal Service work with the

Department of State within the relevant UPU bodies to ensure that terminal dues proposals
adopted at the 2021 UPU Congress will cover costs for Inbound Letter Post.

b.  Quality of Service Link to UPU Terminal Dues

(1) Background

As in FY 2019, the Postal Service again failed to maximize revenue for Inbound Letter Post

for FY 2020. Under the UPU Quiality Link Measurement System (QLMS), terminal dues can

be adjusted 5 percent downward if the Postal Service does not achieve the U&dtiablished

annual service performance target; they can also be adjusted 5 percent upward if the Postal

Service achieves or exceeds the targ&lin CY 2019 and January through October of

CY2020, the Postal Service did not achieve the annual targét.The0 T OOAT 3 AOOEAASO
service performance results also show deterioration from CY 2019 to CY 2020. The

%8 FY 2019 ACD at 38Y 2018 ACD at 85Y 2017 ACD at 68; FY 2016 ACD at 66.

% United Postal Union, Regulations to the Convention, Final Protocol, Artide®8®erne 2017, available at
https://www.upu.int/UPU/media/upu/files/UPU/aboutUpu/acts/ndPermanentActs/actNonPermanentRegulationsConventionFinalProtocolEn.
pdf.

10Sed ibrary Reference USFS3@t ony 5SOSYOSNI HDE HnunX t5C FAESa dabhbt! . [ L/ 't! v{
v{ [AY]l tSNF hOlGHnHn®LRT P&
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Postal Service reports (under seal) the amount of its forfeited revenue due to not meeting
the UPU service performance target in FY 20201

In its FY 2020Service Performance Report, the Postal Service acknowledges that service
performance for Inbound Letter Post lagged behind service performance for domestic mail
in each International Service Center (ISC) area for mail dispatched from the same
processing @nter, even though, in theory, the service performance of both categories
should be comparable based on similar start the clock windows, arrival times in each plant,
available processing times, operations involved in processing, and common logisti€3The
Postal Service attributes the overall service performance decline for Inbound Letter Post to
the initiation of international peak volume season in October 2019 and the onset of the
COVID19 pandemic in March 2020, along with issues related to staffing arabailability of
transportation across the network103 The Postal Service states that Inbound Letter Post is
integrated into domestic letter flows after having passed through international processing
and customs, and that the performance reductions for domestletters and flats also
occurred with inbound international letters and flats. Response to CHIR No. 5, question 2.b.

YT $TAEAO .18 ' #2cnpwh OEA 01 OOAT 3AO0OOEAA OOA
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were on hold for much of FY 2019 as management resources were focused on preparing

the Postal Service for the withdrawal of the United States as a member country of the UPU,

in order to ensure operational continuity104 The Postd Service noted that satisfactory

resolution within the UPU allowed the United States to remain a member and indicated

OEAOh CIETC &£ OxAOAh OOAOI OOAAOG &I AOBOGAA 11 OE

reassigned to service improvement projects sucA O O E ED6cket NoAACR2019,

Response to CHIR No. i that docket, the Postal Service specifically stated that it planned

001 Ai 1 OET OA OEA EAAT OE £E A Ald.mQulyR2d2d, déPodtdl A ET EO
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Service updated the CommissiorEAO OEA 04 AOi ET A1l $0AO0 3AT OA )
BECIA "1 AAE "A1 &6 001 EAAO OOAT AET O 11 EITIT AR A
xEl 1 OAOOI A OEA@® PAOOEAOI AO POI EAADO8S
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Quarter 1. Response to CHIR No. 5, question 3. The Postal Service further informs the

lo1Sedl ibrary Reference BSFY28bt ons t5C FAE S dab-hboh ®[IRFTE NS X b BB WBTSND @S | { t {
9EOSt FAES da/KLwomdvadociloydbt dwSalLl2yaSocel of SAaPEf aEXZE (16 av ot1 v{]|

102Segl jibrary Reference USIFS 2629, December 29, 2020, PDF 6l -tidn { SNIJA OS t SNF 2 NB(FY 20D SendickJ2 NI PLIRFZ & |
Performance Report).

103Responses of the United States Postal Serviceto Questons 1 2 ¥ / K ANX I Yy Q& Ly T2 N)YI ( Aquebtions@.5.dzSa0 b2 |
2.b. (Response to CHIR Np. 5

104 Docket No. ACR2019, Responses of the United States Postal Service to Quastibnsad ¥/ K ANXF Yy Qa Ly T2NXIFGA2Yy wSljc
2020, question 6 (Docket No. ACR2019, Response to CHIR No. 2).

105Docket No. ACR2019, Third Response of the UBitetbs Postal Service to Commission Requests for Additional Information for the FY 2019
Annual Compliance Determination, July 23, 2020, at 2 (Docket No. ACR2019, Third Response.)
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Commission that it has started working with the UPU and the Intemtional Post

Corporation (IPC) to learn more about the reporting system used in the Global Monitoring

System (GMS) to identify the root causes of low performance scores for letter post mail by
investigating process flows through the Radio Frequency Idenidation Scan (RFID)

tracking system with missed scandd. According to the Postal Service, beginning in Quarter

2 of FY 2021, weekly meetings on Inbound Letter Post service performance have been

OAEAAOI AA ET ATTEOI AGET 1T xE®AKkI DEGO O4RNDI EIAD B
Black Belt project.ld.

The Postal Service describes four initiatives it is currently pursuing to improve service
performance for international services!o6 These include: (1) achieving measured targets
for Tour Turnover between toursfor all operational categories during shift changeovers;

(2) enhancing Measured Machine utilization performance compared to
machine/operational capabilities; (3) use of measured ISC Run Plan Generators (RPG)
machine run performance against plan; and (4)igual service/operational failure analysis
(Grid Analysis).ld. According to the Postal Service, these initiatives started in Quarter 1 of
FY 2021, when direct training with the UPU and the GMS system occurred, in order to
develop the capacity to identifythe root causes for failure points in mail processing and
transportation. Response to CHIR No. 5, question 6. The Postal Service states that, in FY
2021, it will: (1) continue tracking Inbound Letter Post in Informed Visibility (1V); (2)
continue training with the UPU and IPC to learn more about their systems to conduct
further research about failed and successful scanning; (3) continue ongoing

AT 11 OTEAAQGETT O AAOxAAT OEA 01 OOAT 3AOOEAAGO )
UPU, IPC, and the Postal SEMM A6 O %l CET AAOET ¢ ' Ol 6P O1 001 OAI
existing RFID scanners and add scanners to address gaps in process flows; (4) use a Run
Plan Generator analysis to correct operational process flow failures, especially in relation
to the offloadingof Inbound Letter Post and process and distribution centers (P&DCs); and
(5) continue to develop filters specific to International Mail in 1V in relation to its existing
domestic mail flow reporting system in order to identify actual failure points relatedo
international letters more effectively. Id. question 7.

(2) Comments

Only the Public Representative commented on Inbound Letter Post (and Outbound Single

Piece FirstClass Mail International) service performance, as measured in the International

Mail Measuement System (IMMS). PR Comments at 2b. These comments are discussed

in Chaptervd / OAOAT 1T h OEA 0OAI EA 2APOAOGAT OAGEOA AT
not only address prepandemic deficiencies of longstanding, it must also continue to

responA O OEA AAAAA AEAI T AT CAO POAOGAT GAA AU OEA

In its reply comments, the Postal Service responds@EA 0 OAl EA 2ADPOAOAT OAOI
recommendation that immediate attention be given to improving international FirstClass

z A £ A 2 A

Mail ServiceAU OOAOET ¢ OEAO OOEEO EO Al OAAAU xAl1 1l Ol

106 jbrary Reference USIES20H St 5 C -29 Sefvie Pardrmance Refio LIR ¥12;{DockefiNo.gACR2019, Third Response, question
1.



Docket No. ACR2020 -63-

at 8. The Postal Service reiterates its recognition that the performance for international
pieces not only failed to meet targets but also lagged behind domestic product
performance.ld. The Postal Service also cites several of the measures it is taking to
improve international service performance that it previously described in the ACRd. at &
9.

(3) Commission Analysis

The Commission concludes that the service performance forbound Letter Post declined
in FY 2020. While the Postal Service forfeited revenue for not meeting its UPU service
performance target, the amount of forfeited revenue in FY 2020 was less than in FY
2019.107 The Commission finds that this was due to lower Inband Letter Post volume to
which the quality-of-service penalties applied.

4EARA #1171 EOOEIT AAETT x1 AACAO OEA 071 OOA1 3A0OO0EA
initiatives to improve service performance for Inbound Letter Post in FY 2021. The

Commission al® agrees with the Public Representative that the Postal Service must

address longstanding issues that have impacted not only service performance for Inbound

, AOOAO 01 OOh AOO Al 01 OEA DPOI AOAOGEO £ET AT AEAI

The Commission directs the Postal Servic@tovide both Service Performance Measurement
(SPM) and QLMS CY 2020 and CY 2021 reports for Inbound Letter Post, aggregations of
weekly failure reports, and an analysis of the failures and steps being taken to improve service
performance in the FY 2021 A& The Commission also directs the Postal Service to state in its
FY 2021 ACR whether it forfeited revenue in CY 2020 and CY 2021 based on its QLMS results
for the Inbound Letter Post product. If the Postal Service forfeited revenue in CY 2020 and CY
2021,the Commission directs the Postal Service to provide the forfeited amounts for CY 2020
and for CY 2021 based on all results available to date and explain how this amount is
calculated based on service performance results.

Additionally, the Commission dicts the Postal Service to file a report within 90 days of
issuance of this ACD that includes the following: service performance reports for CY 2020 and
all available reports forCY2021; a status update on projects and initiatives to improve

service perfomance identified in the FY 2020 Annual Compliance Report and Responses to
CHIR No. 5, questions 3to 7, includingtd AOT ET Al $OAO 3AT OA )i DOl OA
Sigma Black Belt Project, and their effectiveness in improving service performance based on
available metrics; root cause failures identified through coordination with the UPU and IPC
and steps that have been taken to address them; and the amount of Inbound Letter Post
forfeited revenue due to not meeting UPU service performance targets in CY &020

CY2021. The Commission further directs the Postal Service to provide an update to this report
no later than 180 days after the issuance of this ACD.

17 Docket No. ACR2019, Library Reference JSRSbt ons t 5C FAf Sbtdhm bt NBTHOSLOWRF ¢ 5SOSYOGSNI HT 2
ACR2020, Library Reference US®P3bt oH X 9EOBOGv a®6Siay ®bhwwdwSalLl2yasS ¢l of SAPEf AaEZE (106 &
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C. International Ancillary Services
(1) Background

International Ancillary Services consists of InternationalCertificate of Mailing,

International Registered Mail, International Return Receipt, and Customs Clearance and
Delivery Fee. MCS Section 1510. In Q2 of FY 2020, Inbound International Registered Mail
was transferred to the Competitive product list. Order Ms. 4980 and 5372. The
International Ancillary Services product as a whole did not cover its attributable cost in

FY 2020 because two components Inbound International Registered Mait% and

Outbound International Return Receipt did not cover their attributable costs. F\2020
ACR at 34.

The Postal Service explains that there was an increase in costs associated with Inbound
International Registered Mail in FY 2020ld. Additionally, the Postal Service opines that the
additional payment per item for Inbound Regstered Mail increased to 1.3 Special Drawing
Right (SDR}%in CY 2020, which would have helped improved cost coveradd.

For Outbound International Return Receipt, the Postal Service cites an increase in window
costs due to an increase from one IOCSltain FY 2019 to two tallies in FY 2020d. The
Postal Service points out that prices for the Outbound International Return Receipt product
increased from $4.10 to $4.15 on January 26, 2020, and increased to $4.25 when the new
prices under Docket No. R202-1 took effect, which should improve cost coveragéd.

at 34-35.

(2) Comments

Only the Public Representative commented on International Ancillary Services. The Public
Representative notes that International Registered Mail was also necbompensatory in

FY2019 and that, in the FY 2019 ACD, the Commission urged the Postal Service to continue
efforts to limit cost increases for International Registered Mail and to take steps to improve

EOO OAOOEAA DAOAEN Oi ATAA OOET 1 OAdvedue@iderOAAARAEOD
the UPU supplementary remuneration program [, and] work with the Department of State

Oi TAcCi OEAOA EECEAO OAOAOGG6 A1 O OEA pPOiT AOAOS8SG
atptq8 (A DI ET OO 160 OEAO ET OEA clé8yimlicatert ! # 2
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increase in cost for Inbound International Registered Mail was due to the COVID
pandemic.ld.) T AAAEQOET T h EA OACOAOOstikepudabi®ieA 01 O
Al 111 x OEA #1 11 EOOGEIT OAATIT T AT AAGETT O0O1 1
International Registered Mail at UPU Congress [scheduled for] August 2020 because the
UPU Congress was postponed until August 2021 due to CONIR 816 6

1%8Inbound International Registered Mail was only part of the Market Dominant International Ancillary Service product in QaBR¥r2020.

109 A Special Drawing Right (SDR) is an internatiesalve asset created by the International Monetary Fund. Its value is based on a basket of
five currencieg the U.S. dollar, the Euro, the Chinese renminbi, the Japanese yen, and the British pound sterling. On March 9, 2021, the
International Monetary End exchange rate for 1 SDR was $1.43 U.S. d@eebttps://www.imf.org/external/np/fin/data/rms_five.aspx

T
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Regading Outbound International Return Receipt, the Public Representative notes that the
product covered costs in recent years even though it did not cover costs in FY 20R0.at
87. He agrees that the rate increase to $4.25 in Docket No. R2a@P$hould improve cost
AT OAOACAh AOO OOAOAO OEAO OEO EO 110 Al AAO xE
Al OAOACA Ol 1dpmtnm PAOAAT 086
(3) Commission Analysis

The Commission finds that the International Ancillary Services product was nen
compensatory in FY 2020 beaase two components of the product, Inbound International
Registered Mail and Outbound International Return Receipt, were necompensatory.

Inbound International Registered Mail was only part of the Market Dominant International
Ancillary Services productin Quarter 1 of FY 2020, but cost coverage decreased from
FY2019 to Quarter 1 of FY 202010 While the UPU registered rate applicable in Quarter 1
of FY 2020 remained constant with the last three quarters of FY 2029 the Postal Service
reported cost increases, which resulted in a decrease in cost coverage. International
Registered Mail was transferred to the Competitive product list as Inbound Competitive
International Registered Mail, effective on January 1, 2020. For more discussion of the
financial performance for this component of the International Ancillary Services product in
CY 2020, please refer to Chaptdv.

With respect to the UPU Congress that was originally scheduled for August 2020, rates for

Inbound International Registered Mail adopted by tht UPU Congress would not have been

in effect in FY 2020. If new rates are adopted at the rescheduled UPU Congress in August

2021, those would take effect on January 1, 2022, and might affect future compliance.

Nonetheless, the deteriorating financial pedrmance of Inbound International Registered

-AEl ET &9 ¢nm¢gn | AEAO OEA 505 #11 COAOOSE AAT PO
Commission reiterates its concern regarding the failure of International Registered Mail to

cover cost.SeeFY 2019 ACD ab4.

The Commission agrees with the Public Representative that the rate increase for Outbound
International Return Receipt that took effect in Docket No. R2021 on January 24, 2021,
should help improve cost coverage in FY 2021 and recognizes the volatilif cost

estimates for low transaction volume services.

As Iqbquqd ,Re’:gi,stergd Mgil ijI be~a C,orppetiAtive prqdqct fgr e}ll of\FY 20@11 the’ A o
#1 11 EOQOET 160 OAAT I 1 AT AAGETT1 O OACAOAET ¢ OEEO b

Regarding Outbound International ReturrReceipt, the increase in cost for this product was
related to the 100 percent increase in IOCS tallies, from 1 to 2. The Commission will

110SeeDocket No. ACR2019, Library Reference USRSt HE O NBJAASRO WI ydzZk NE mMnE Hnunzsé 9EOSE FAfS
6 Y ReelB D63 / F63 for FY 2019 cost coverage;alsd.ibrary Reference USFS2b t HE ONBJA &SRO CSONHZ NB HHZI HAHM
0! YATASROODGEf aEX¢ (GFo6 a! tF3Sa 6YROZé OStfa 5po k Cpo FT2NIJC, Hnwun vdz

HiUniversal Postal Conventionitisle 28, Terminal dues. General provisions, Berne 2édailable at
https://www.upu.int/UPU/media/upu/files/lUPU/aboutUpu/acts/actsOfCurrentCycle/actsActsOf The26 ThCongresslistanbul2016En.pdf.
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continue to evaluate the cost coverage of this product in future years, antakes no
recommendations on Outbound Intenational Return Receipt at this time.

C. Other Issues

1. Status of ACR Docket
' 1T OET OCE 01 O00#1 1 171 OAO OEAO OEA EOOOAT AA 1T E #
EAAT OEAUET ¢ 1 EOOET ¢ AT A bl OAT OEAI 1T U EAI pAEOI A
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its suggestion that the Commission encourage the Postal Service to share much enor
unedited information. Id.
1 O OEA #1111 EOOEIT EAO 11 OAA POAOGET 601 uUh OEA #
issuance and there is no unfinished proceeding that continues for yeaSeeFY 2019 ACD
at 68. Within each ACD, the Commission issues ditiees to remedy various issues and
report on corrections. For increased transparency and accessibility to interested parties,
the Postal Service files responses in the ACR docket corresponding to the ACD directive. To
create an alternate system would reque interested parties to search multiple dockets to
OEAx OEA 01 OOAI 3AOOEAAB8O OAODPI 1 OAOG8 4EA #1ii
connection to the original docket to ensure ease of access and the ability of interested
parties to easily trackCommission directives related to its findings issued in the ACD.

The Commission continues to promote transparency in all aspects of Postal Service
operations and data, and will continue to encourage the Postal Service to share unedited
information as it is able to do so.

2. Costing Attribution and Competitive Products
3AOA0OAT DPAOOGEAO AT T TATO I1T EOOOAO OAI AGAA OI
American Consumer Institute (ACI) states that the Commission should establish
appropriate transparency requie OAT AT 00 &£ O OEA 071 OOAI 3A0OOEAAS
assignmentst251 EOAA 0AOAAl 3AO0O0OEAA 503Qq AOOAOOO OE.
delivery costs are underattributed to its Competitive products and the Commission must
take action to rectify thatissuet’3) O OOCAO OEA #1111 EOOCEI 1T O AgAI
methodology for attributing vehicle costs as well as its cost allocation methodology for the
Enhanced Package Processing System. UPS Reply Comments/aiddnazon.com Services,

Inc. (ASI)maintains that the concerns about the transparency of vehicle and package cost
attribution are unfounded, noting that costing models are developed through a public and

112Ccomments of American Consumer Institute Center for Citizeed®eh Regarding Docket No. ACR2020 Submitted to the United States

Postal Regulatory Commission, January 27, 2021, at 2 (ACI Comments).

WS & /2YYSyida 2F ! yAGSR tF NOSt {SNBAOSZI LyOd 2y ar2ged, FébiRan{ldl 6Sa t 234
2021, at 4 (UPS Reply Comments).
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participatory process, and UPS regularly seeks and receives costing data from the
Commission 114

31T Al "OOETAOO AT A %l OOAPOAT AOOOEED #1 O AEIT j
fiscal sustainability must be addressed quickly and would like to see the Commission help

OEA 01 OOAI 3AOOEAA OAZEZAAO AKddnegddontinuod Bagis AO AO
and achiev[e] maximum efficiency with its equipment, transportation, personnel and other
AOOALBMIGET AOI Uh &OT 1T OEAOCO 1T £ &OAAATT AT AT OOACA
transparency, identify realistic prices, best practices, andstablish successful solutions to

Al i PAOEOEOA Al AuspAOAAT OAOOEAAOr 8YO

The Commission notes that costing attribution is not within the scope of the ACD docket.

However, such concerns are addressable by other Commission regulations and they have

been raisel and litigated extensively in other Commission dockets, sont which are

currently pending.

114 Reply Comments of Amazon.com Services, Inc., February 12, 2021, at 3.
115Comments of Small Business and Entrepreneurship Council on Docket No. ACR2020, February 1, 2021, at 2 (SBE Council Comments).

116 Comments of Frontiers of Freedom Regarding Docket No. ACR2020 Submitted to the United States Postal Regulatory Commigsion, Ja
29, 2021, at 2 (Frontiers of Freedom Comments).
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CHAPTER.COMPETITIVE PRODECT

A. Introduction

In this chapter, the Commission reviews Competitive products to determine whether any
rates or fees in effect dumg FY 2020 were not in compliance with 39 U.S.C3833, which:

1 Prohibits subsidization of Competitive products by Market Dominant products:
39 U.S.C. 8633(a)(1)

1 Requires that each Competitive product cover its attributable cost: 39 U.S.C.
§3633(a)(2)

1 Requires that, collectively, Competitive products cover an appropriate share of the

01 OOAI 3AOOEAABO EIT B6mB@EOEI T Al Ai 000qd ow 5

The principal FY 2020 findings for Competitive products are:

1 Revenues for Competitive products as a whole exeded incremental costs.
Competitive products were not subsidized by Market Dominant products during
FY 2020, thereby Competitive products satisfied 39J.S.C. 8633(a)(1).

1 Revenues for five Competitive products did not cover attributable costs and
therefore did not comply with 39 U.S.C. 8633(a)(2). The Competitive products that
did not cover attributable costs are: onalomestic negotiated service agreement
(NSA)117 GEPS 11, International Money Transfer Servieelnbound (IMTS?
Inbound), International Money Transfer Service Outbound (IMTS Outbound),
and International Ancillary Services

1 Collectively, Competitive products satisfied the appropriate share requirement of 39
U.S.C. 8633(a)(3) during FY 2020.

17 An NSA is a written contract between the Postal Service and a mailes,itoeifect for a defined period, which provides for customer
specific rates or fees and/or terms of service in accordance with the terms and conditions of the c@es3&.C.F.R. 8010.101(f).
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B. CrossSubsidy Provision: 39 U.S.C.
§3633(a)(1)

39 US.C. 8633(a)(1) requires that Competitive products not be subsidized by Market

Dominant products. To determine compliance, the Commission uses the incremental cost

test, which calculates the collective costs incurred by Competitive products, and compares

those costs to the collective revenue generated by Competitive products. As long as the
OAOAT OA mEOI i #1711 DPAOEOEOA POT AOAOO AGAAAAO OEI
Commission can conclude that no crossubsidization has occurredt8

Because the colletive incremental costs of Competitive products are greater than the sum

of the attributable cost of each product, using collective incremental costs raises the

Competitive product cost floor when testing for crosssubsidies!!® Therefore, the

incrementalco® [ 1T AAT APpbPlI EAA AO OEA #1 1 PAOEOEOA POI |,
rigorous test for determining compliance with 39U.S.C. 8633(a)(1) than the attributable

cost coverage requirement of 39 U.S.C3833(a)(2), which is applied at the product level.

Pitney Bowes states that total aggregate revenues from Competitive products exceeded
total group incremental costs, concluding that Competitive products were not
cross-subsidized by Market Dominant products. Pitney Bowes Comments at 4.

The Taxpayers Progction Alliance responds to Pitney Bowes maintaining that the

OANOGEOAI AT OO | £ OEA OOAOOOA AOA A& Ol AAA
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The Public Representative also noteshtit Competitive product group revenues exceeded
incremental costs and concludes that Market Dominant products did not subsidize
Competitive products in FY 2020. PR Comments at 129.

ACI notes that Competitive products are accounting for an increasingly g share of the o
0F OOAT 3AOOEAA8O AAI EOAOU &£OT AGET T O AT A OOCCA
transparency.ACI Comments at 2.

None of the commenters offer evidence to suggest that the incremental costs of
Competitive products exceeded their revenes in FY 2020. As it did in the FY 2019 ACD, the
Commission notes that the purpose of the ACD is to determine compliance with existing
regulations using established methodology. Recommendations for improving specific cost

18 SeeDocket No. RM20017, Order Proposing RegulationsEstablish a System of Ratemaking, August 15, 2007, at 65 (Order No. 26).

119Docket No. RM2018, Order Accepting Analytical Principles Used in Periodic Reporting (Proposals-Twerfairough TwentfFive),
January 27, 2010, at3(Order No. 399).

120 ReplyComments to 2020 Annual Compliance Report Docket No. ACR2020, February 12, 2021, at 1.
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attribution methodologies are appropriately addressed in dockets considering changes to
those methodologiest?! As FY 2020 revenues from Competitive products exceeded
incremental costs, there is no evidence to suggest that Competitive products are being
illegally cross-subsidized by MarketDominant products.

In FY 2020, the incremental costs of Competitive products were $19.4 billion and the total
revenues of Competitive products were $30.5 billioA22 Accordingly, in FY 2020, revenues
from Competitive products exceeded incremental costs.

The Commission finds Competitive products satisfied 39 U.8€33a)(1) in FY 2020.

C. Product Cost Coverage Provision: 39 U.S.C.

§3633(a)(2)

39 U.S.C. 8633(a)(2) requires the revenue for each Competitive product to cover its
attributable cost. Below, theCommission discusses the FY 2020 financial performance for
five separate Competitive product groupings:

Competitive domestic products with rates of general applicability

Competitive domestic products consisting of NSAs

Competitive international products with rates of general applicability

Competitive international products consisting of NSAs

= =2 4 A -4

Competitive nonpostal services

I KS /2YYAAdaA2YyQa NBIdzZ FdA2ya LISNYAG Fyeé AYyGdSNBAGSR tyWSdtEay or i 2

a dzo YA

completeness oftheda®@ NJ | yI f @dA & 2F RIGF O2yGlFAySR Ay G(KS t2adrt {SNBAOSQa yy

§3050.11(a).

122Ged jbrary Reference PRRACR20201 s 9 EOSf FAE S dnun {dzYYlI NEY[ wumOEf 8EZ¢ (Gl o6 a! LIISYRAE
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1. Competitive Domestic Products with Rates of
General Applicability

In FY 2020, there were 12 Competitive domestic products with ratesf general

applicability: Priority Mail Express; Priority Mail; Parcel Select; Parcel Return Service;
First-Class Package Service; USPS Retail Ground; Address Enhancement Services; Greeting
Cards, Gift Cards, and Stationery; Competitive Ancillary Serviced;Premium Forwarding
Service; Post Office Box Service; and Shipping and Mailing Supplies.

In FY 2020, every Competitive domestic product with rates of general applicability covered its
attributable cost!24 and, thereby, satisfied the statutory requiremen$ 39 U.S.C.
§3633(a)(2).

2.  Competitive Domestic Products Consisting of
NSAs

As shown in Table IV1, in FY 2020, there were 826 Competitive domestic products

consisting of NSA425

)T &9 ¢mpwh OEA #7111 EOOEIT AEOAAOABR OEA 01 OOA
Al T DAOGEOGEOA .31 0 ADOOOAT O1 U | EOHAKR &I OEAATL GBA
contracts where the initial customer profile will be used to calculate the cost coverage for

fr OEAY 111 OAl #1127 e Codrmidsidn caminBridxide g dstal Sereidor

improving the quality of the data provided on NSAs in FY 2020. The Commission

encourages the Postal Service to continue to fully account for all of its active NSAs and

remove inactive NSAs from the Competitive product list. The Postal Service alsgioved

the number of NSAs using actual data instead of projected dd&&.However, the Postal

Service can continue to increase the use of new and more accurate data to estimate the

costs of NSAs. The use of the most accurate data, as opposed to projected, daessential

to ensuring agreements are, and remain, in compliance with 39 U.S.C. § 3633(a)(2).

123The Competitive Ancillary Services product consists of the following services: Adult Signature, Package Intercept Séneceiuamdata
Retention and Retrieval Servi@eeMCS Section 2645.

124Sed ibrary Reference PRRACR20201 > 9 EOSt  TNBIYS wowvndnE f{adEYs¥el ko a¢2dbf 1€ alAf | LILISYRA
125The 826 products include agreements that were extended via amendment.

126 SeeFY 2019 ACD at 76.

27Sedd. at 77.

28The Commission notes that utilization of actual, rather than projected, data will lead tovegbaccuracy of the cost compliance
calculations for these products.
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Table 1V1

Competitive Domestic NSA Products in Effect During FY 2020

Competitive Domestic NSA Product Groupings Number of Product®
FirstClass Packadgervice Contracts 34
Parcel Return Service Contracts 7
Parcel Select & Parcel Return Service Contracts 6
Parcel Select Contracts 8
Priority Mait Non-Published Raté<ontracts 266
Priority Mail & FirsiClass Package Service Contracts 108
Priority Mal Contracts 266
Priority Mail Express & Priority Mail Contracts 56
Priority Mail Express Contracts 20
Priority Mail Express, Priority Mail & FiGlass Package Service Contracts 45
Priority Mail & Parcel Select Contracts 2
Priority Mail Express & BirClass Package Service Contracts 2
Priority Mail Express, Priority Mail, FiStass Package Service & Parcel Select 6
Contracts
Total 826

2With the exception of NSAs entered into under the Priority M&lbn-Published Rates (Priority MaiNPR) produg each Competitive

domestic NSA is a separate product.

b The Priority Mail NPR product allows the Postal Service to enter into Priority Mail NSAs without filimglividualagreements with the
Commission for prémplementation reviewof each.Such contacts must comply with Commission classification and regulatory

requirements, including preapproved pricing formulas, minimwst coverage, and documentation

Source: Library Reference USPRENP27, December 29, 2020.

a. Attributable Cost Coverage

39 U.SC. 83633(a)(2) requires each Competitive domestic NSA product to cover its

attributable cost. The Commission finds that all but one Competitive domestic NSA covered

their attributable costs and complied with this statutory requirement. The Competitive
domestic NSA that did not cover its attributable costs was Priority Mail Contract 279.

Library Reference USPEY20-NP27.The Postal Service states that the contract has been
terminated.129

Five other agreements had components that failed to cover their attridable costs but still
covered those costs as a whole. FY 2020 ACR at 66. The Public Representative expresses

129FY 2020 ACR at GfzeDocket Nos. MC201%9 and CP20187, USPS Notice of Termination of Priority Mail Contract 279, October 25, 2019
(showing termination date as October 13, 2019).
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concern that these agreements could potentially fall out of compliance if the product mix
changes in an unfavorable way. PR Comments at 135.

Multiple CHIRs were issued in this docket pertaining to domestic NSA Competitive
products. See, e.gGHIR No. 1The overall themes included: requesting confirmation of
source data due to erroneous source notes; requesting additional information to clarify the
various different types of source data; and inquiries exploring significant cost fluctuations.
The Commission encourages the Postal Service to continue to improve the explanation of
its NSA costing materials provided as part of its ACR.

The Commissiontids that Priority Mail Contract 279 was not in compliance with 39 U.S.C.
§3633(a)(2) in FY 2020. Because this contract is no longer active, no further action is
required.

3. Competitive International Products with Rates of
General Applicability

Eleven Compeitive international mail products have rates and fees of general applicability:
Outbound International Expedited Services; Outbound Priority Mail International;
International Priority Airmail (IPA); International Surface Air Lift (ISAL); Outbound Single
Piece FirstClass Package International Service; Inbound Letter Post Small Packets and
Bulky Letters; Inbound Parcel Post (at UPU rates); International Direct SackAirmail M-
Bags; IMTS Outbound; IMTS Inbound;130 and International Ancillary Servicest3!

On Febrwary 22, 2021, the Postal Service filed the revised Library Reference USP&0
NP2, which contains the ICRA32 Concurrently, the Postal Service filed an errata to the FY
2020 ACRSeekErrata to Certain Pages of the FY 2020 ACBased on the revised ICRA dat
the Commission finds that three products, IMTS Inbound, IMTS Outbound, and
International Ancillary Services, did not satisfy 39 U.S.C3833(a)(2).133

a. International Money Transfer Servicenbound

In FY 2020, the IMTS Inbound product did not cover its atributable costs. FY 2020 ACR at

opw8 4EA 071 OOAl 3AOOEAA OOAOAO OEAO EO EIT OAT AO
OOAOI ET AOET ¢ 1 ®Inholind &grEehtemtsgddThe RostaBService notes that it

obtained a delegation of authority from the Deprtment of State under the Circular 175

10]MTS Inbound consists of bilateral and multilateral agreements with foreign postal operators.

Bt nternational Ancillary Services consists of International Certificate of Mailing; Competitive International Registerédifidailnd
International Return Reeipt; Restricted Delivery; Outbound International Insurance; and Customs Clearance and Delivery Fee.

132 SeeNotice of the United States Postal Service of Revisions to Multiple Annual Compliance Reporifidaes February 22, 2021 (Notice
of Revisios to ACR Folders).

133SeeFY 2020 ACR at-8D; see alsd.ibrary Reference USIES20NP2, December 29, 2020. The originally filed ICRA data suggested that four
international products with rates and fees of general applicability did not cover their attbbeitaosts in FY 2020. Revisions to the ICRA
resulted in compensatory Inbound Letter Post Small Packets and Bulky Letters product, originally reported as not in eositplitreccost
coverage provision of 39 U.S.(3683(a)(2) SeeErrata to Certain P&g of the FY 2020 A@R7;see alsd.ibrary Reference USIFS26NP2
(revised), February 22, 2021 (Revised Library ReferenceF-YZRSP2).
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process to terminate agreements that comprise the IMBSInbound product and reports on
the progress it has made towards that goal during FY 2028eeDocket No. ACR2019 Third
Responsesee alsd-Y 2020 ACR at 690.

Only the Public Representative provided comments on this product. The Public

Representative opines that the Postal Service has taken appropriate steps to remedy the

cost coverage for the product. PR Comments at 131. However, he concludes that if the

agreemMT OO0 AOA 110 OAOI ET AGAA OET A OEI AT U TATTA
xEI1T 11700 1 HEAI3 Al 1T OET OA86

The Commission notes that some international postal money order agreements were

terminated. Among these is the international postainoney order agreement with Canada

Post, which was terminated effective August 30, 2019. FY 2020 ACR at 69. A similar

agreement with Japan Post was terminated effective December 31, 201d.at 69-70. For

other agreements, the Postal Service reports that $ent notices of termination to 11

foreign postal operators FPO3.1d.AO xmnm8 4EA #1111 EOOETT £EET AO OE
progress towards the termination of international agreements comprising the IMTS

Inbound product to be a positive step and encouragebke Postal Service to ensure

termination of the remaining agreements in FY 2021.

The Commission finds that the IM7Snbound product was not in compliance with 39 U.S.C.
83633(a)(2) in FY 2020. The Commission encourages the Postal Service to contirafforts
towards termination of the remaining agreements comprising the IMI $hbound product
during FY 2021.

b. International Money Transfer Servic®utbound

In FY 2020, the IMTS Outbound product did not cover its attributable costsld. at 69.The

Postal Senice points out that it distributed the IMTS costs to IMTS Outbound and IMTS

Inbound based on transaction volumeld. The methodology for distributing IMTS costs is

AAOGAA 11 OEA #1 i1 EOOETT1860 ADDOIWAHs T £ 001 bl OA
methodology wasA AT POAA AAAAOOA T £ OEA 01 OOAI 3AOOEAA
IMTS? Inbound due to the lack of IMTS Inbound IOCSallies in some fiscal years. FY 2020

ACR at 69For FY 2020, the Postal Service reports only two IOCS tallies and an increase i

window service costs.Id. The Postal Service concludes that IMTS costing remains subject to

variation. Id.

Only the Public Representative commented othe IMTS, Outbound product. He statesthat
the Postal Service did not provide discussion on how it pans to addresghe cost coverage
of IMTS» Outbound product and recommend that the Postal Service provide additional
information on the matter. PR Comments at 132.

134|d.; seeDocket No. RM20143, Order Approving Analytical Principles Used in Periodic Reporting (Proposali@ieshber 19, 2015 (Order
No.2825).
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The Commission observes that as the agreements comprising the IMT&bound product
terminate during FY 2021, eventually leading to no transactions reported for the IMBS
Inbound product, the reliability of cost estimates reported for IMTS Outbound should
improve.

The Commission finddat the IMTS Outbound product was not in compliance with 393JC.
§3633(a)(2) in FY 2020. Considering the progress the Postal Service has made towards
terminating the agreements comprising the IM®SInbound product, the Commission expects
less variability for the IMTS Outbound unit cost estimates in the future.

C. International Ancillary Services

In FY 2020, the International Ancillary Services product did not cover its attributable
cost135 More specifically, one subcomponent of the product, Inbound Competitive
International Registered Maill36 did not cover its attributable cost. FY 2020 ACR at 68.

Per the Universal Postal Convention, letter post items that receive registered service are
treated as format E items:37 Format E letter post items, and registered service associated
with these items,were previously included onthe Market Dominant product list under
Inbound Letter Post (MCS Seain 1130) and Inbound International Registered Mail (MCS
Section 1510.2), respectivelyOn Januaryl, 2020, a portion of Inbound Letter Post
consisting of format E items was transferredrbm the Market Dominant product list to the
Competitive product list as the Inbound Letter Post Small Packets and Bulky Letters
product (MCS Section 2340)SeeOrder No. 4980;see alsdrder No. 5372 Accordingly,
Inbound International Registered Mail wasalso transferred to the Competitive product list
as Inbound Competitive International Registered Mail (MCS Section 2615.3eeOrder No.
vaxe AO puyus 'O A OAOOI Oh OEA #1111 EOOEITT60
Competitive International Regisered Mail pertains to Quarters 2 to 4.

The remuneration the Postal Service receives for the provision of registered mail service

under Inbound Competitive International Registered Mail is included in the Universal
Postal ConventionSeeUniversal Postal ®nvention, Article 28, I 8.In CY 2020, such

5 FY 2020 ACR at 68. International Ancillary Services consists of International Certificate of Mailing, Competitive latétegtiiared Mail,
Outbound International Return Receipt, Restricted Delivery, Outboundnatienal Insurance, and Custom Clearance and DeliverySeee.
MCS Section 2615.

136 The Competitive International Registered Mail component (MCS Section 2615.2) of the International Ancillary Serviceagrm#sct
Inbound Competitive International Reggred Mail and Outbound Competitive International Registered Mail. For the remainder of the
discussion on International Ancillary Services, the Commission will refer to Competitive International Registered Maipasarnt of
International Ancillary Seices, and it will refer to Inbound Competitive International Registered Mail as-amuponent of the International
Ancillary Services product.

137The UPU terminal dues system is based on the following classification of letter post items: format Ritensationtaining documents),
format G (large letters containing documents), and format E (bulky letters containing documents and small packets cgotadisiog
documents and goods). Letter post items that receive registered, insured, or trackimcpsame treated as format E items for operational,
statistical, and accounting purposes, regardless of their stapaJniversal Postal Union, Regulations to the Convention, Berne 2017, Article
17-116, 1 13, available at

https://lwww.upu.int/UPU/media/upufiles/UPU/aboutUpu/acts/nonPermanentActs/actNonPermanentRegulationsConventionFinalProtocolEn.

pdf (Universal Postal Convention).

OAO
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remuneration was 1.3 SDR per iter38 The Postal Service reports that there was an
increase in costs associated with Competitive International Registered Mail in FY 20208.

The Postal Service describes theremunetaE 1 1T AOAEIT AAT A O1 EO O1 A

oO0bbi Ai AT OAou OAI O1 AOAOGEI T o6 DOI COAI {320Q

2ACEOOAOAA 3AOOEAA ' COAAT AT O phd AO OADPAOA

with inbound registered mail. Id. For FY 2021, he Postal Service states that the increase in
UPU registered remuneration from 1.3 SDR to 1.4 SDR in CY 2021 should help improve cost
coverage for this subcomponent of International Ancillary Servicesld.

The Commission notes that registered service praded by the Postal Service during

Quarter 2 to Quarter 4 of FY 2020 for inbound registered items is covered under Inbound
Competitive International Registered Mail or Inbound Competitive PRIME Registered
Service Agreement 1 (PRIME Registered Agreemeat).The remuneration the Postal

Service receives under the PRIME Registered Agreement pertains to a separate product on
the MCS and does not represent a source of contribution for Inbound Competitive
International Registered Mail.

Only the Public Representatie commented on Inbound Competitive International

Registered Mail. The Public Representative expresses concern about the failure of Inbound
Competitive International Registered Mail and the International Ancillary Services product
to cover costs. PR Commés at 133-34. He notes that international Special Services did not
AT OAO OEAEO AOOOEAOOAAT A AT OO AEOEAO AT A
AO O Odd# 838. The Public Representative recommends that the Postal Service provide
an exphlnation for how it will address and monitor the future cost coverage of Inbound

Competitive International Registered Mailld.

The Postal Service has expressed its expectation for improved cost coverage for
International Registered Mail based on calendayear increases in per piece UPU
remuneration since at least FY 201741 The Commission cautions that any improvement in
cost coverage can only be realized if cost increases are kept below increases in revenues.
The Commission emphasizes thajreater participAOET 1 AU 505 | Ai AAOO
voluntary supplementary remuneration program, which is conditional on meeting data
transmission and quality targets!42 would furnish additional revenue to the Postal Service

138SDR is an international reserve asset created by the International Monetary Fund. Its value is based on a basket efidies:die U.S.
dollar, the euro, the Chinese renminbi, the Japanese yen, and the British pound sterling.

139FY 2020 ACR at 68. Competitive International Registered Mail includes Outbound Competitive International Registerethilailirehd
Competitive Inérnational Registered Mail sedbmponents.

14035eeMCS Section 2515.10, Inbound Competitive MBdivice Agreements with Foreign Postal Operators 1, which includes Inbound
Competitive PRIME Registered Service Agreement 1.

41In FY 2017 to FY 2019, Internati Registered Mail was included on the Market Dominant product list (MCS Section 15&e@)cket No.
ACR2017, United States Postal Service Fiscal YeaAg0u# Compliance ReppBRecember 29, 2017, at 4gee alsdocket No. ACR2018,
United Stated?ostal Service Fiscal Year 28tual Compliance ReppBecember 28, 2018, at 43; FY 2019 ACR at 35.

142 SeeUniversal Postal Convention, Article-B04 for general principles, data transmission targets, and the amount of supplementary
remuneration that ca be earned by designated operators of destinations opting to participate in the SRP.

AO
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for Inbound Competitive International RegisteredMail. Maximizing supplementary
revenue and controlling annual cost increases for Inbound Competitive International
Registered Mail would result in a more compensatory produc3

The Commission finds that the International Ancillary Services product wasim@bmpliance
with 39 U.S.C. 3633(a)(2) in FY 2020 because one sabmponent, Inbound Competitive
International Registered Mail, did not cover costs. The Commission directs the Postal Service
to provide a detailed analysis of obstacles that prevent festal Service from meeting
performance targets for inbound registered items, as well as the projected cost of attaining
performance targets, within 120 days of issuance of this ACD.

4. Competitive International Products Consisting of
NSAs

Competitive international mail also includes products with rates and fees not of general
applicability that are established pursuant to one or more NSAs.

At the request of the Postal Service, and to address administrative concerns involving
product reporting and classificaion on the Competitive product list, the Commission
permitted the grouping of functionally equivalent international NSAs with the express
understanding that each NSA within a product must cover its attributable co$¢?
Functionally equivalent international NSAs are collectively evaluated as a product for
compliance with 39 U.S.C. 3633(a)(2).

The Postal Service reports volume, revenue, and cost data for each Competitive
international NSA comprising Competitive international productsSeeRevised Library
Reference USPS$Y20-NP2.For FY 2020, the Postal Service provided these data for 789
international NSAs, 771 of which include negotiated rates for outbound mail and 18 of
which include negotiated rates for inbound maik4> Of the 789 international NSAs,
revenues for 11 contracts did not cover their attributable costs in FY 20286 In addition,
one category of Competitive international products consisting of NSAs, Global Expedited

143The UPU registered payment per item will increase by 8 percent in CY 2021, from 1.3 SDR to 1.4 SDR. With improved pierfo¥mance
2021, and the associated supplementaevenue it would furnish, the registered payment per item could increase by 46 percent, from 1.3 SDR
to 1.9 SDR.

144 Seee.g, Docket No. CP20434, et al,, Order Approving Five Additional Global Expedited Package Services 3 Negotiated Service Agreements
December 1, 2010, at 5 (Order No. 601).

15| ibrary Reference PRRACR202INP2 When producing this summary value, the Commission counted each agreement or volume within
the same agreement for which cost coverage is evaluated separately, as.gnénancial performance for volume under Docket No. R2R18

in Quarter 1 was counted as one NSA, and the financial performance for volume under the same docket in Quarter 2 argl \@asrter
counted as a separate NSA. In addition, the Commission reviewsigimeitil performance of each serimimbered agreement under the

GEPS NPR products; each such senambered agreement is counted as one NSA in this summary value.

6 Errata to Certain Pages of the FY 2020 ACRsaeRevised Library Reference USIYRENP2;see alsd.ibrary Reference PRERACR2020
NP2.The Commission notes that the revised ICRA, filed by the Postal Service on February 22, 2021, resulted in an increasbar tife
Competitive international NSAs that failed to cover their attributadsets in FY 2020 from the originally reported 10 contracts to 11 contracts.
Compardg~Y 2020 ACR at %ith Errata to Certain Pages of the FY 2020 ACR at 8
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Package Services (GEPS) Contracts, and one outbound international product consgsoh
NSAs, GEPS 11, did not cover their attributable costs in FY 202%.2020 ACR at 70.

The Public Representativaobserves a discrepancy between the number of contracts with

below 100-percent cost coverage indicated by the data originally filed by thedBtal Service

and the number of such contracts reported in the FY 202RCR!47 He also notes that the

01T OOAI 3AOOEAAGO Al AEi OEAO All .3! AAOACI OEA
not supported by the financial workpapers filedPR Comments ©134. Accordingly, the

Public Representative urges the Postal Service to address the discreparidy.In addition,

EA OAEOAOAOAO OEA #1 11 EOOCEITG60 OAATI T AT AAOGETI
performance of each contract and take aggressive steps an ongoing basis to terminate

any agreements that are not compensatorgld. at 134-35 (quoting FY 2019 ACD at 81).

The Commission notes that the Postal Service corrected its statement that all Competitive
international NSA categories covered their atibutable costs in FY2020, reporting that one
category of Competitive international products, GEPS Contracts, did not cover co&isata
to Certain Pages of the FY 2020 AGRS.

The financial results for Competitive outbound and inbound international poducts
consisting of NSAs are discussed below.

a.  Competitive Outbound International Products Consisting
of NSAs

Competitive outbound international products with negotiated rates are classified on the

Competitive product list. Under outbound NSAs, mailers musommit to tendering

specified minimum volume and/or revenue on an annual basis in exchange for reduced

rates from the Postal ServiceThe Commission has previously expressed concern that the

0T OOAT 3AOOEAA AT AO 11 0 Al xAUonitrientOBFre AOOOT |
Commission continues to monitor compliance with statutory requirements regardless of

adherence to contractual minimumsAdditional postal services may be available for

products with rates and fees not of general applicability4® Table 1\-2 shows the FY 2020

product category for each of these products for which the Postal Service reports FY 2020

financial results 150

147PR Comments at 13deeLibrary Reference USIES 260NP44, February 17, 2021. The discrepancyben the number of contracts that did

not cover their attributable costs reported by the Postal Service in the FY 2020 ACR and the number of such contradt®rijetine Public

Representative stems from the fact that four agreements under a GEPR pl2 RdzOlGi 6 SNB Ay Of dzRSR Ay (G(KS t2adl f
2020 ACR at 70; PR Comments at 134.

148 SeeDocket Nos. MC201927 and CP201936, Order Adding Priority Mail Express & Priority Mail Contract 92 to the Competitive Product
List, April 30, 201%t 5 (Order No. 5077).

19Sege.g, MCS Section 2510.3.5 for additional services available to products included in the GEPS Contracts category.

150The Postal Service does not report FY 2020 financial results for the following Competitive outbound artehpatiducts: Global Bulk
Economy (GBE) Contracts, Priority Mail International Regional RatetBdged?ublished Rates, Outbound Competitive International
Merchandise Return Service Agreement with Royal Mail Group, Ltd., Priority Mail InternationaldRBgienBoxes (PMI RRB) Contracts 1,
Competitive International Merchandise Return Service Agreements with Foreign Postal Operators 1, Competitive Internatibaaidide
Return Service Agreements with Foreign Postal Operators 2, Alternative DelivedeP(8DP) Contracts 1, Alternative Delivery Provider
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Table 12
Competitive Outbound International Products by Category, FY 20267

Product Category Product Name

GEPS 7
GEPS 8
Global Expedite@ackage Services (GEPS) Contracts GEPS 9
GEPS 10
GEPS 11

Global Expedited Package Services (GER&)
Global Expedited Package Services (GER&)-Published Published Rates 14

Rates Global Expedited Package Services (GER&)
Published Rats 15

Global Plus 1D
Global Plus 1E
Global Plus 3
Global Plus 4
Global Plus 5
Global Plus 6

Global Plus Contracts

Global Reseller Expedited Package Services 2

Global Reseller Expedited Package Contracts Global Reseller Expedited Package Services 4

Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Priarity Mail Express International, Priority Mail Internation ServiceContract 1

& FirstClass Package International Service Contracts Priority Mail Expreskiternational, Priority Mail
International & FirsiClass Package International
ServiceContract 2

Priority Mail Expess International, Priority Mail
International, FirstClass Package International Servi
& Commercial ePacket Contract 2

Priority Mail Express International, Priority Mail
International, FirsiClass Package International Servi
& Commercial ePacket Coatt 3

Priority Mail Express International, Priority Mail Internation Priority Mail Express International, Priority Mail
FirstClass Package International Service & Commercial International, FirsClass Package International Servi
ePacket Contracts & Commercial ePacket Contract 4

Priority Mail Express International, Priority Mail
International, FirsiClass Package International Servi
& Commercial ePacket Contract 5

Priority Mail Express International, Priority Mail
International, FirsiClass Package International Servi
& Commercial ePacket Contract 6

Reseller (ADPR) Contracts 1, GEPS 3, GEPS 5, GEPS 6, Global Plus 1C, Global Plus 2C, Global Reseller Expedites! (GRE&R) Servic
GREPS 3, GEPSPR 2, GEPINPR 3, GEPINPR 4, GEPINPR 5, GEPINPR 6, GERINPR 7, GEPNPR 8, GEPNPR 9, GEPINPR 10,
GEPS NPR 11, and GEPSIPR 13.

51 This table presents outbound international products by product category as they appear in the MCS.

52Products and product categories that did not cover costs in FY @@2fenoted in red.
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Priority Mail Express International, Priority Mail
International, FirsiClass Packadeternational Service
& Commercial ePacket Contract 7

Priority Mail Express International, Priority Mail
International, FirstClass Package International Servi
& Commercial ePacket Contract 8

Priority Mail Express International, Priority Mail Intericaual
& Commercial ePacket Contracts

Priority Mail Express International, Priority Mail
International & Commercial ePacket Contract 1

International Priority Airmail, Commercial ePacket, Priority
Mail Express International, Priority Mail International &Fir
Class Package International Service Contracts

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service Contract 1

International Priority Airmail, Comercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service Contract 2

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International &FirstClass Package International
Service Contract 3

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service Contract 4

International Priority AirmailCommercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service Contract 5

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
Internationd & FirstClass Package International
Service Contract 6

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service Contract 7

International Priority Airrail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service Contract 8

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirstClass Package International
Service Contract 9

International Priority Airmail, Commercial ePacket, Priority
Mail Express International, Priority Mail International & Firg
Class Package International Service with Reseller Contrac

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service with Reseller Contract 1

International Priority Airmail, Commercial ePacket,
Priority Mail Express Intaational, Priority Malil
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International & FirsiClass Package International
Service with Reseller Contract 2

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package Internatial
Service with Reseller Contract 3

International Priority Airmail, Commercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service with Reseller Contract 4

International Priority Airmail, @nmercial ePacket,
Priority Mail Express International, Priority Mail
International & FirsiClass Package International
Service with Reseller Contract 5

International Priority Airmail Contracts

International Priority AirmaiContract 1

International Prioity Airmail, International Surface Air Lift,
Commercial ePacket, Priority Mail Express International,
Priority Mail International & Firs€lass Package Internationg
Service with Reseller Contracts

International Priority Airmail, International Surface A
Lift, Commercial ePacket, Priority Mail Express
International, Priority Mail International & Fir§llass
Package International Service with Reseller Contrag
International Priority Airmail, International Surface A
Lift, Commercial ePacket, PriorityaMExpress
International, Priority Mail International & Firgtlass
Package International Service with Reseller Contrag

Source: MCS Section 2510.

The Postal Service reports financial results for each outbound international NSA within
these products.Of the 771 outbound international NSAs, the revenues for 11 contracts, 1
outbound international product consisting of NSAs, and 1 category of outbound
international products, GEPS Contracts, did not cover their attributable costs in FY 2020.
The financialresults for GEPS 11 were significantly negative enough to result in the entire
category of GEPS products being nesompensatory in FY 2020Errata to Certain Pages of
the FY 2020 ACRit 8. All 11 NSAs have expiredd. The norcompliant product is discussel
below.

(1) GEPS11

In FY 2020, the GEPS 11 product did not cover its attributable cd82.The Postal Service
provided financial results for two NSAs within the GEPS 11 product, and neither NSA
covered its attributable cost!>* The subsequent paragraphs discughe relevant
background for the agreement that is the subject of the Docket No. CP26186, one of the
two NSAs included in the norcompliant GEPS 11 produciThis agreement is discussed
because the issues are illustrative of the problems with GEPS 11 ivi E020.

153 Seelibrary Reference USIFS20NP2;see alsdrevised Library Reference USYRONP2; Library Reference RRRACR202NP2.
154 Seelibrary Reference USIEFS20NP2;see alsdRevised Library Reference USIYRONP2; Library Reference BRRACR202NP2.
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When the Postal Service entered into the agreement that is the subject of Docket No.

CP2019176, the United States was participating in negotiations with the UPU regarding

the ability of the Postal Service to selfleclare rates for inbound formatE items to the

United States!>5 As part of the preimplementation review for this agreement, a CHIR was
EOOOAA ET NOEOET ¢ AAT OO OEA 01 OOAI 3AOOEAABO b
outbound international mail costs156 The Postal Service statethat it intended to revisit

active customer agreements to determine if they were viable in CY 202¥.The UPU Third
Extraordinary Congress resulted in the payment of the same rate for outbound format E

flows to all UPU country groups as of CY 2020, whichpeesented increases in the

ACOAAI AT 660 O®AAOI UET ¢ AT 0008

)T OEA &9 ¢mpw !'#%$h OEA #1T 11T EOOEITT OAATI T AT AA
monitor the performance of each [Competitive outbound international] contract and take
aggressive steps on an orgng basis to terminate any agreements that are not

AT T PAT OAOT OU86 &9 cmpw !'#% AO yps8 .1 OxEOD
AT A OEA 01 OOAT 3AOOEAA8O A@POAOO ET OAT OE
agreements, which included theagreement under discussion, the Commission notes that
the Postal Service did not file a modified agreement in the docket until 4 months following
the implementation of the new format E rateg59

—m
O
>\

The supporting documentation for this agreement, as with manijSAs, relied on the Postal
SAOOEAA8O AOOOI POETT O AO O OEA AEAOAAOAOEOOE
costs, and therefore demonstrate that revenues will exceed those projected costs. If the

0T OOAT 3AOOEAABO AOOOIie @ thé rhalipiedeOandiie dititbdtionA E A OA A
of mailpieces by destination deviate significantly from the actual characteristics and

distribution, the actual cost coverage will differ from the projected cost coverage. For the

instant agreement, the Postal Seice filed workpapers with the Commission in advance of

OEA ACOAAI A1 660 EI Pl Ai AT OAOET 18 4EA DPOI EAAOGAA
included in the workpaperss AAT AOI AOGAA £ O OEA AOOOI i1 A0dO bBOI
assumed characteristica demonstrated revenues in excess of projected costs.

155The negotiations culminated in the UPU Third Extraordinary Congress, held in September 2019. Reforms adopted at thadrirtaBxt
Congress allowed for the harmonization of format E rates beginning on January 1, 2020, anddtirdbelaration of format E terminal dues,
beginning on July 1, 2020. The reform that was relevant to the agreement at issue was the harmonization of format E rates.

156 SeeDocket No. CP203@ T ¢ = / KF ANNF Yy Q& Ly F2NNF GA2Yy enshs defys8,2016, Bueston 1.l YR b23GAOS 2F
/

157Docket No. CP201@T ¢ = wSalLkRyasS 2F G(KS ! yAGSR {GFrGSa tz2adlkf {SNBAOS (2
Seal, July 10, 2019, question 1.

KT A NS

158 SeeUniversal Postal Convention, Second Additidfratocol to the Universal Postal Convention, Article 111 (Article 29 amended) and Article

IV (Article 30 amended). Considering the effective period of the agreement at issue, the harmonization of format E eseatepmcreases

in the underlying cds for the agreement. This reform resulted in the same level of terminal dues charged by all FPOs for their inbound format

E flows from the United States, subject to applicable business rules. The level of terminal dues charged was that ofpUROuyrees

OKAIKSald tS@Stod LY 20KSNJI g2NRax Ay GKS 06aSyOS 27 plickuRtdes WBIF 2 NYZ 2y f ¢
have been subject to UPU group | terminal dues. Flows to UPU group I, Ill, and IV countries wouémaubject to progressively lower

terminal dues.

159 5eeDocket No. CP201876, Notice of the United States Postal Service of Filing Modification One to a Global Expedited Package Services 11
Negotiated Service Agreement, April 27, 2020 (Modification Gxejnentioned above, the harmonized format E rates were effective January
1, 2020.
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As mentioned above, in April 2020, the Postal Service filed Modification One to the
agreement in question. The financial workpapers filed in support of the modification used
negative inflation factors to project international and domestic transportation costs for the
agreement. A CHIR in the docket was issued requesting information on the reasonableness

I £#/ OOAE A1 OO0 DPOI EAAOGETIT O AT A 11 OEA 01 OOAI 3A
the COVIDB19 pandemic on the costs of the agreemerit® The CHIR also requested
ET £ OI AGETT 11 OEA 01 OOAI 3AOOEAA-G9pandlett AAOAOE

on costs for all active outbound NSAs and their ability to continue to comply with 39 U.S.C.

8 3633(a)(2). Docket No. CP2014.76, CHIR No. 2, question Z.he Postal Service filed its

response under sealf! In it, the Postal Service expressed optimism with regard to the
ACOAAI AT 680 A1 06 Ai PAOPBAAAI GAEOOEODAADHI 6§ $ OF
active outbound international NSAs, the Postal Service listed its options to address non

compliant agreements.

4EARA AAOA OEIT x OEAO OEA 01 OOAI 3AOOEAAGO AOOOI
characteristics and distribution did not materialize. The resultingcost coverage reported

for the agreement was significantly below the originally projected cost coverage, and the

agreement was nonrcompensatory162

The Commission notes that on two separate occasions, described above, CHIRs were issued

with regard to the accuracy of cost projections for the agreement under discussion. Neither

Postal Service response included updates to underlying cost projections for the agreement.

The Commission emphasizes that the rate design for this complicated outbound

international agOA AT AT O OANOEOAA AAAOOAOA DOI EAAQETT 1,
input costs, including settlement costs. The risk of not accounting for unforeseen

circumstances is inherent in cost projections. However, even when circumstances such as

the COVIDB19 pandemic are known, the ability to accurately adjust cost estimates to

account for their financial implications is a difficult task. In the case of the instant

agreement, the COVIEL9 pandemic could not have been predicted at the time of the
original fil ET C8 (1 xAOAOR OEA #1111 EOOEI T AZPOAOOAA A
reliance on negative inflation factors at the time the Postal Service filed Modification One to

the agreement63 In Docket No. CP2014.76, a cumulative effect of errors and unexpecte

events occurred. The input costs for the agreement changed dramatically during the course

of the agreement in ways that could not be anticipated, such as the COM#Dpandemic,

and ways that could be anticipated, such as the changes resulting from UPdatétions.

The customer profile (mailpiece characteristics and distribution) also differed from the

01T OOAT 3AOOEAA8O POI EAAOEIT O EI xAUuO OEAO EI D
factors highlight the importance of designing outbound internatimal agreements without

1%0Docket No. CP201@T c X / KFANXYIF Y Q& LYTFT2NXYIFGA2Y wSIljdz840 b-276, CHIRNA.2INAf onX HAHANZ
161 Docket No. CP201876, Response of the Unitédi 1 Sa t 2& G+t { SNBAOS (2 /KFEANNIYQE LYFT2N¥VI (A2,

62 Sed ibrary Reference PRRACR2020 t HE 9 EOSEMTFA f ISy lat/ @ imamdbEf & EE F2NJ I Y2NB RSOFAE SR Iy
subject of the Docket No. CP20196.

163 Negative inflation factors were used for a cost segment for which expenses, when combined with settlement costs, regigaditiaat
portion of total costs for this NSA.
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rate cells that have norcompensatory cost coverage and of continuously monitoring the
performance of agreements to prevent one agreement from turning an entire product
consisting of NSAs, such as GEPS 11, and an entire categoryaxfycts consisting of NSAs,
such as the GEPS Contracts category, rommpensatory.

The Commission concludes that one Competitive outbound international product consisting of
NSAs, GEPS 11, did not satBU.S.C. 3633(a)(2) because revenue did not esed the
attributable cost for the productThe two contracts in this product are no longer active, and
thus no longer need to be terminatedihe Commission directs the Postal Service to

continually monitor the financial performance of outbound internationdSAs. For details
pertaining to the monitoring of the financial performance of international NSAs, see Section
IV.C.4.c. below.

b.  Competitive Inbound International Products Consisting of
NSAs

Competitive inbound international products with negotiated ratesare classified on the
Competitive product list. Inbound international agreements entered into by the Postal
Service and one or more FPOs provide inbound services and prices that are available only
to mailers meeting defined eligibility requirements for mal preparation, content, size, and
weight limitations. Table 1\-3 below shows the product category for each inbound
international product for which the Postal Service reports FY 2020 financial resulé$4

Table I\/3
Competitive Inbound International Produstby Category, FY 2020

Product Category Product Name

International Business Reply Service (IBRS)
Competitive Contracts

Inbound EMS Inbound EMS 2
Inbound Air Parcel Post (at ndsiPU rates) Royal Mail Group Inbound Air Par&bost Agreement

IBRS Competitive Contract 3

Inbound Competitive MultBervice Agreements with | Inbound Competitive MultService Agreements with
Foreign Postal Operators Foreign Postal Operators 1

Source: MCS Section 2515.

The Postal Service reports financial results for each imond Competitive NSA within these
products. In FY 2020, each inbound Competitive international product and each inbound
Competitive NSA within these products covered its attributable costs.

164 The Postal Service does not report FY 2020 financial results for the folldaingetitive inbound international products: International
Business Reply Service Competitive Contract 1, Inbound Direct Entry Contracts with Customers, Inbound Direct EntryvGlorftcaietgn
Postal Administrations, and Inbound Direct Entry Contradtis Roreign Postal Administrations 1.

165This table presents inbound international products by product category as they appear in the MCS.
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The Commission notes that prior to Quarte of FY 2020, internatonal NSAs entered into
by the Postal Service and one or more FPOs for the delivery of format E itéfisas well as
for the provision of services pertaining to format E items57 were included on the Market
Dominant product list. Following the transfer of format E items previously included under
Inbound Letter Post (MCS Section 1130) from the Market Dominant to the Competitive
product list as Inbound Letter Post Small Packets and Bulky Letters, effective in Quarter 2
of FY 2020, the above mentioned internationaagreements were also transferred to the
Competitive product list. SeeOrder No. 5437. In addition, the Postal Service entered into
four new Competitive inbound international NSAs with FPOs during FY 20268 The
inbound international mail volume that entered the United States under Competitive
inbound international NSAs has increased accordingly between FY 2019 and FY 20%0.

The Commission observes that the increase in the number of Competitive inbound

international NSAs, and in the volume that entersthe T OOAT 3 AOOEAAGO 1T AOxT «
31 0h TAAAOOEOAOCAO T TTEOIOETC 1T &£ OEAOGA ACOAAI

ensure their continued compliance with the provisions o089 U.S.C. 8633(a)(2).

The Commission concludes that Competitive inbountgiinational products consisting of
NSAs satisfie@9 U.S.C.3633(a)(2) because revenue exceeded attributable cost for each
product. The Commission recommends that the Postal Service continually monitor the
financial performance of each inbound internatiwl contract and take aggressive steps to
terminate or renegotiate agreements that are not compensatory.

C. Monitoring of Competitive Outbound International NSAs
Financial Performance
Financial performance of Competitive outbound international NSAs is determed by the

ratio of the revenues earned and the costs incurred by the Postal Service for volumes
shipped under NSAs. For postal products available to outbound international NSAs, the

166 SeeCanada Post Agreement (Docket No. R2B)18ncluded under the Inbound Market Dominant Mi8rvice Agreementsith Foreign
Postal Operators 1 product (MCS Section 1602.3) prior to Quarter 2 of FY 2020.

167 SeeAustralia Post Agreement (Docket No. R2@),7included under the Inbound Market Dominant MiB&rvice Agreements with Foreign
Postal Operators 1 product (MCSection 1602.3) prior to Quarter 2 of FY 2@&&@ alsénbound Market Dominant Exprés Service Agreement 1
(Docket No. R2016), Inbound Market Dominant Registered Service Agreement 1 (Docket No.-BR2@b8 Inbound Market Dominant PRIME
Tracked ServicAgreement (Docket No. R203Y, included in MCS Sections 1602.4, 1602.5, and 1602.6, respectively, prior to Quarter 2 of FY
2020.

168 SeeDocket No. CP202D41, Notice of United States Postal Service of Filing Functionally Equivalent Inbound Compeliiti&ziMice
Agreement with Foreign Postal Operators, May 15, 28286;alsdocket No. CP202044, Notice of United States Postal Service of Filing
Functionally Equivalent Inbound Competitive Mu8grvice Agreement with Foreign Postal Operatbily201, May 21, 2020; Docket No.
CP2026aL67, Notice of United States Postal Service of Filing Functionally Equivalent Inbound CompetitigeMiaki Agreement with Foreign
Postal Operatog, FY262, June 8, 2020; Docket No. CP2Q2Q, Notice of United States RakService of Filing Functionally Equivalent Inbound
Competitive MultiService Agreement with Foreign Postal Operagtbiy 263, June 30, 2020.

169 Sed ibrary Reference PRRACR2020 t HE 9 E OSRACR2DZDS HAt!w/L CL 95 L/ w! ®EfLAE sLéy Gif+ ob {al ! & SwéH nOuSnE
see alsdocket No. ACR2019, Library Reference BFRECR201® t HEX al NDK Hp I -4RACR201IDS HOStb LTTALIOS &t/ w/! PEf & |
Gro a!/whnmed /2YLI L. Lydt b{!azé OStft Dcdedundedithdhfodd Competiteddlh 2y 2F C, ¢
Service Agreements with Foreign Postal Operators 1 product (MCS Section 2515.10). At the conclusion of FY 2020, seves \@agreeme

included under the product.
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Postal Service operates in a competitive market, which has an impact dretrates the

Postal Service can offer to its domestic customers shipping internationally, as it competes
for their volumes. With revenues that can be generated by international NSAs constrained
by market competition, accurate determination of costs expecteto be incurred is

essential. Only then can the Postal Service determine reliably whether the negotiated rates
it offers to customers are sufficiently high to generate revenues in excess of costs.

4EA AAAOOAAU 1T £ OEA 01 OOdakes @ith bdamnduAt®iO Al OO0 bDPOI
customer-specific information used and with reliance on realistic inflation and exchange

rates pertaining to projection terms. Costs for outbound international volumes can

reasonably be expected to vary with the distance these dudund volumes travel to reach

their respective destinations, as well as with terminal dues that designated FPOs charge for

the delivery ofthe0 | OOAT 3 AOOEAAGO | OOAT OT A ET OAOT AOGEIT 1
Terminal dues vary by destination county and are assessed on the basis of volume and

weight of inbound international mail.170 It follows that reliance on accurately projected
AEAOAAOAOEOOEAO 1T &£ OEA AOQOOI 1 AOOGE O1T1 01 A AT A
for the accuracy of cost pojections.

While terminal dues have historically been easier to predict reliably?! in particular for

outbound international NSAs in effect for 1 year or less, the interpretation of certain

provisions related to the remuneration for format E items, which esulted from the Third
Extraordinary Congress, continues to be the subject of discussi®fz.In addition,

remuneration changes are also proposed for format P/G items for the coming yedfs.For

format E items, the impact of the final adopted interpretations bthe referenced provisions

I'T OEA 01 OOAIT 3 A 0OOEpedic ad difficd @@rojecOFoAfdnaadG AOET 1
items, the large annual increases in terminal dues over the coming years are difficult to

170 See, e.gUniversal Postal Convention, Article 28 §eneral provisions related to terminal dues remuneration under which receiving

designed FPOs have the right to charge for the delivery of inbound letter post items in their respective territories. ITRresiae assessed

on a peritem and perkilogram basis or on the basis of a total rate per kilogram. Terminal dues charged by receiving FPOs vary according to the
classification of receiving countries as either target system countries, further classified as group I, II, and Ill couasrigansibnal system

countries, which include countries classified as group IV countries.

171|d. Articles 2930. Terminal dues ranges, expressed as cap and floor rates, are included in relevant Universal Postal Convention articles for
four consecutive CYs. For exalm Articles 29 and 30 of the most recent Universal Postal Convention include terminal dues rates for format
P/G items for CY 2018 to CY 2021.

172 SeeUniversal Postal Union, Second Additional Protocol to the Universal Postal Convention, Article 28bis 2fiffl @quaterThe provisions
of the Second Additional Protocol to the Universal Postal Convention, which allowed the Postal Serviegetdaselits E format prices
effective on July 1, 2020, allowed corresponding designated operators to do likewies basis of reciprocityrticle 28bis, paragraph 6bis
and 6quater include a protection mechanism with the intent to protect countries with low outbound letter post volumesdouhgies

invoking Article 28bis, paragraph 6bis (i.e., the UnitedeS)afrom being subject to setieclared rates. The protected volumes pertain to letter
post volumes from group Il and group Ill countries with total weight to the United States below 25 tonnes and to lettelyosts from

group IV countries with totaleight to the United States below 100 tonn&eeArticle Il (Article 28bis added), 11 1.1.6 and 1.1.7. The
Commission notes that the interpretation of the protection mechanism is subject to clarific&smalsdrticle 28bis, { 6ter. Calculation of
the costto-tariff ratio is also subject to clarification.

173SeeDocket No. IM2024, Notice of Posting of Proposals, March 26, 2020; Docket No. IMR(26tice of Posting of Document, March 30,
2020.Format P/G terminal dues are scheduled to be harmonize@¥ 2025. This will lead to annual settlement cost increases of 5.0 percent
for outbound format P/G flows to UPU group | countries, 8.7 percent to UPU group Il countries, 12.1 percent to UPUcgroupdd, and

15.5 percent to UPU group IV countribstween CY 2022 and CY 2025.
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capture in financial workpapers that projed costs for only the first 12 months of outbound
international agreements.

30A0O0ET C ET 10A00A0 ¢ T &£ &9 ¢ngnmh OEA 01 OOAI
COVID19 pandemic. The challenges posed by the COVID pandemic were expected to

have finandgal and service quality implications!’4 The negative financial implications of the

covibpw DAT AAT EA AOA APPAOAT O ET OEA #1111 EOOETI
to FY 2020 in the instant docket. Circumstances such as the COXtEDpandemic, and thei

likely continued fallout, introduce uncertainty into cost projections, potentially rendering

them less reliable.

The Commission observes that issues related to the costs incurred by NSAs exceeding
revenues are avoidable when they are due to inaccuratefyrojecting a customerd mail

profile (the distribution of volume by country group and weight per piece) coupled with

rate designs that do not allow for deviations from such projections. Consequently, the
Commission encourages the Postal Service to includastomer-specific volume and weight
distributions when calculating projected revenues and costs for outbound international
NSAs. The Commission further encourages the Postal Service to ensure that cost coverage
is maintained even ifa customer® mail profile deviates from expectations on which

revenue and cost projections were based at the time of the agreemé@nimplementation.

The Commission recognizes that there is inherent uncertainty within international NSA

cost projections because developments ahe UPU can lead to changes in terminal dues and
settlement costs. The Commission further recognizes the difficulty in producing reliable

cost projections that are based on inflation and exchange rate forecasts relating to contract
terms characterized by urtertain economic outlooks. However, the Commission

emphasizes that such developments can be monitored and encourages the Postal Service to
strive to file modifications without delay for active NSAs impacted by such circumstances.

The Commission reiterateghat the non-compliant GEPS 11 product discussed in Section

IV.C.4.a.1. was in effect for 1 year. As evidenced by the financial data reported for the

agreement that is the subject of Docket No. CP20196, inaccurate projections of the

AOOOT | AOG5dd ledditd falrefof aA NSA to cover its attributable cost. Negotiated

OAOAO OEAO Al 110 AT OOOA AT 6O AT GAOACA xEAT O
projections can lead to the failure of an NSA to generate revenue in excess of costs. Not

updating the underlying costs of an agreement with the most recent changes in terminal

AOAOG OAI O1 AOACET T h AOAT EZ OEAOA AEAT CAO AZEEA
effective term, can lead to failure of an NSA to maintain cost coverage above 100 percent

Reliance on inflation forecasts used to produce cost estimates for contract terms

characterized by conditions such as those brought about by the COVIB pandemic, even

EAZ OEAOA AEOAOI OOAT AAO Ei PAAO TT1 U Acabi OOET 1
lead to incurred costs in excess of projected costs. As a result, the Commission emphasizes

174 See generallfpocket No. ACR2019, Responses of the United States Postal Service to Questd@oinmission Information Request No.
4, September 23, 2020.
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that inadequate cost projections are more likely to lead to prices negotiated between the

Postal Service and the customers that do not guarantee revenues ircess of costs for the

duration of the effective terms of outbound international NSAs.

4EA AAT OA OO0 1T AOEUAA AT T AAOT O AOAh ET OEA #1i
recent implementation of outbound international NSAs for contract periods longethan 1

year175 The Commission determines that as the length of NS@effective terms increase,

the accuracy of their cost coverage projections can reasonably be expected to diminish,
DAOOEAOI AOI U AAUTTA OEA EZEOOO p¢ ITTOEOC T £ .3

Lastly,the Commission points out that the number of outbound international NSAs that the
Postal Service has filed with the Commission at one time since the implementation of self
declared rates for format E items has been largé® During the most recent such filngs of a
large number of NSAs, the financial workpapers filed with the Commission, which

pertained to 19 outbound international NSA dockets, included a redesigned NSA model and
employed novel approaches’” The most recent NSAs have also contained terms ohber
than 1 year. These factors combine to increase the possibility that the contract projections
will deviate from actual results, increasing the need for ongoing reporting.

This section has described the circumstances that can lead to roompliance ofoutbound
international NSAs. Each of these circumstances, individually, can be problematic. In the
past year, the Postal Service has implemented novel approaches to the NSA model, filed
contemporaneously in 19 dockets, for NSAs entered into for contraattms longer than 1
year. During FY 2020 the financial data revealed the cost and volume impacts of the COGVID
19 pandemic on outbound international NSAs. The FY 2020 financial data also revealed the
cost and revenue impact of the major changes at the UPWheTCommission determines that

it is necessary to continually monitor the financial performance of outbound international
NSAs in order to ensure their compliance with 39 U.S.C. § 3633(a)(2) and to allow for more

175Seeg.g.,Docket No. CP202183, Docket No. CP202®2, CP202098, Docket No. CP20200, Docket No. CP20201, which have been

approved to be in effect until February 28, 203&eDocket No. CP202D83, et al., Order Approving Modification One to International Priority

Airmail, Commercial ePacket, Priority MaipEess International, Priority Mail International & FiSlass Package International Service with

Reseller Negotiated Service Agreements, January 21, 2021 (Order No.\S824)entering into outbound international NSAs, the Postal
Service files financia@ 2 NJ, LI} LISNE F2NJ 0KS / 2YYA&aaAirz2yQa NBOASe>S 6KAOK AyOfdzRS Ozad
contracts. These projections are based on cost estimates pertaining to the latest fiscal year data approved by the Cahthisgioreof the

t2adlf {SNBAOSQa FAfAYIAaD C2NJ SEFYLXE ST (GKS FAYLlFyOAL inJanmMRoRd;, LISNBE F2 NJ
and set to expire in February 2023, were based on FY 2019 cost estimates, since cost data pertainimgite teeent fiscal year, FY 2020,

was at the time the subject of the FY 2020 ACR docket review. The lack of information that would reveal the financiabfitiieaCtoVIEL9

pandemic on outbound international NSAs in FY 2020 at the time of these N§AFiIA Y I RS (KS / 2YYA&daA2y Q& NBGOASH 2
assumptions difficult. Consequently, as the length of outbound international agreements increases, and their projectetgpedas not

based on cost data for the most recent fiscal year, thearitial performance is more likely to be impacted by factors unaccounted for in cost

coverage projections for the first 12 months of respective agreements.

176 For example, between December 3, 2020 and December 16, 2020, the Postal Service filed finAldtidldvolJSNE T2 NJ G KS / 2YYA &daaai
in 19 dockets pertaining to outbound international NS®ee, e.g.Docket No. CP202088, Docket No. CP20200, Docket No. CP20201,
Docket No. CP202D94, Docket No. CP202®7, Docket No. CP20283.

177SeeDocketNo. CP202M cpy = / KF ANN Iy Q& LYy F2N¥YI GA2y wSljdzSai b2o m | yRusee2 (A0S 27T
alsoDocket No. CP202073, et al., Order Approving Modifications to Priority Mail Express International, Priority Mail InteréitismstClass
Package International Service & Commercial ePacket Negotiated Service Agreements, January 19, 2021 (Order No. 5820).
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immediate actions, such as the modificatioof rates or termination of non-compliant
agreements.

The Commission directs the Postal Service to monitor the financial performance of each
outbound international contract on a quarterly basis and to file with the Commission a
summary Excel file pertainig to the latest postal quarter. The summary file should be filed
with the Commission within 30 days of the conclusion of each postal quarter, including postal
Quarter 4. The summary file should include, for each active NSA and each outbound
international serviceincluded in each sucNISA, revenues, pieces, weight, and costs.

d. Revisions to the ICRA

The ICRA filed by the Postal Service on December 29, 2020 contained multiple errors. The
errors were identified by the Commission and raised via CHIRs issued betere January 19,
2021, and February 10, 202178 The Postal Service addressed the issues and, on February
22, 2021, filed revised ICRA dat&?® The revisions to the ICRA, which are found in the nen
public Library Reference USPEY20-NP2, resulted in updates tohiree additional public
library references and two additional nontpublic library references. Notice of Revisions to
ACR Folders at 22.

The errors that led to the revised ICRA filing revealed two main issueSeeNotice of
Revisions to ACR Folders at Eirst, the Postal Service did not incorporate the transfer of
the PRIME agreements from the Market Dominant to the Competitive product list effective
in Quarter 2 of FY 202@80, when it reported revenues and costs associated with Market
Dominant and Competitive international products.ld. Second, the Postal Service reported
the incorrect Revenue, Pieces, and Weight (RPW) data for IPA and ISALThe necessary
corrections for these two main issues, as well as additional corrections related to more
minor errors, included shifting of pieces, weights, and the associated revenues and costs
among international products.ld. For Competitive international products with rates of
general applicability, the most notable shift was an increase in the cost coverage reported
for the Inbound Letter Post Small Packets and Bulky Lettepgroduct, which resulted in the

o~ o~ oA =

DOl AOAOGO OAOAT OAO AgAAAAEBCor BanpettteA OOAAT A AT O

1Sed KFANNIEYQa LYF2NNIGA2Y wSljdzSad b2d n FyR b2iA0&eadsd KEMINIYYI Qay RSNJI {
LYFT2NXEFGA2Y wSljdS&ald b2d v YR b2GA0S 2F CAfAy3 | yRSNIIR & Kolice Wr y dzt NB
2F CAftAY3 ! YRSNI {SIts CSoNUzZ NBE pZ HnumI [ dBaadiNore of KlingduhdenSeal, b2 ® MHOT /|
February 10, 2021, question 2.

179 SeelNotice of Revisions to ACR Folders. Revised library references includedEY2BPUSPEY2041, USPEFY 2043, USPEY26NP2,

USPSY20NP10, and USFEY20NP11SeeResponses® (1 KS | yAGSR {dFi8a t2adlt {SNBAOS (2 vdzSaida:s
Information Request No. 4, January 26, 20&E alsd.ibrary Reference USIFS20NP34, January 26, 2021, question 3; Responses of the

United States Postal Service to Quessid®v, 10MmM 2 F / KF ANXYF Yy Q& Ly T2 NYI { Alorary Reeliedz8 BSPFS202 d 173X CSo
NP37, February 5, 2021, questions 6, 7; Responses of the United States Postal Service to Questién$1 / K+ ANX I y Q& LY T2 N¥YI (A 2y
12, February 222021; Library Reference USP&6NP46, February 22, 2021, question 3; Responses of the United States Postal Service to

Questionsio 2F / KIANXIYQa LYTFT2NXIGAZ2Y wSljdzSad -BY20RP44,muesticdh®0o NHzt NB MT I HAHMT

180 SeeOrder No. 5437.

181 Errata to Certain Pages of the FY 2020 ACR at 7. The Postal Service noted that the Inbound Letter Post Small Packetstterd Bulk
product was norcompensatory using the originally filed ICRA data. FY 2020 ACR at 67. However, the pradwetr diosts using the more
accurate revised ICRA.
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international products consisting of NSAs, the number of contracts that did not covéreir
attributable costs in FY 2020 increased from 10 to 11.rkata to Certain Pages of the FY
2020 ACRat 8.

Overall, for international products, the revisions resulted in a shift of $88.9 million in
revenues from Market Dominant to Competitive productd82 With respect to attributable
costs, the revisions shifted $0.7 million from Competitive to Market Dominant international
products. Id.

The Commission notes that the Postal Service was unable to identify all dockets with data
issues for IPA and ISAL wheresponding to CHIR No. 4, in which the issue was raised for
the first time.183 The Commission emphasizes that 34 calendar days passed between the
issuance of CHIR No. 4 and the filing of the revised ICIS&eErrata to Certain Pages of the
FY 2020 ACRseealsoNotice of Revisions to ACR Folder$his delay in filing of corrected
ICRA data significantly reduced the time available to the Commission to analyze the revised
ICRA.

The Commission urges the Postal Service to provide accurate data pertaining tiatbst
fiscal year at the time of the original submission of fiscal year data in future Annual
Compliance Review dockets.

5. Competitive Nonpostal Services

In FY 2020, Competitive nonpostal servicé& generated $147 million in revenue and
incurred $51 million in expenses, which resulted in a net revenue of $96 millioklSPS
FY20-NP27, PrefaceThis figure represents a 14percent decrease compared to F2019,
but an overall cost coverage of 286 percent.

The Commission concludes that Competitive Nonpostal $esvsatisfied 39 U.S.C.
§3633(a)(2) because revenues exceeded attributable cost for each product.

12|d.; seeRevised Library Reference USP@b t 1 9 EOSEt FAE S awSLR NI A& 0 |seelaSdibfaR Reetehce YZ ¢ G 0 4!
USPSY2bt HY 9EOSt FAES awSLR2NIAzZY6 NFPEASROGEf AYXée GFo a! tF3ASa

183 CHIR No. 4, question 3, issued on January 19, 2021, identified eight dockets with potential IPA and ISAL data issspenbeits CHIR
No. 4, question 3, filed on January 26, 2021, the Postal Service was unable to identify additiosial wihlsimilar problems. The Commission
subsequently identified additional dockets with IPA and ISAL issues, which were included in CHIR No. 12, question 32Gt#iRidked on
February 5, 2021.

184The seven Competitive products are: (1) Licensfrigtellectual Property other than Officially Licensed Retail Products; (2) Mail Service
Promotion; (3) Officially Licensed Retail Products (OLRP); (4) Passport Photo Service; (5) Photocopying Servicd;€a3iRgntatensing or
other NonSale Dispsition of Tangible Property; and (7) Training Facilities and Related Services. Docket No.-R4C2irtier Approving Mail

Classification Schedule Descriptions and Prices for Nonpostal Service Products, December 11, 2012, at 4 (Order No. 1575).
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D. Appropriate Contribution Provision:
39U.S.C. 8633(a)(3)

""" 01 OA1
collectively cover what the Commission determines to be an appropriate share of the

ET OOEOOOEIT T Al AT 000 1 /E3688bAreqiresl® RommBAOOEAAB8S o
review the appropriate share requirement every 5 years to determine whether the

requirement OOET O1 A AA OAOAET AA ET EOO AOOOAT O A& Oif ¥
implementing section 3633 after the PAEA was enacted, the Commission set the initial

appropriate share requirement at 5.5 percent of total institutional cost$8s In FY 2012, the

Commisson conducted its first review of the appropriate share and found it appropriate to

maintain the requirement at 5.5 percent8é

Following its second review of the appropriate share, which was initiated in F3017, the
Commission implemented a new, formulébased methodology for determining what the
appropriate share should bel8” Under this approach, the appropriate share was to be
updated annually as part of the ACD. Order No. 496827. FY 2019 was the first year to
which the new methodology was applicable,rad the formula-derived appropriate share for
FY2019 was 8.8 percent. FY 2018 ACD at 112, 116. The Commission determined in the
FY2018 ACD that the appropriate share for F2020 would remain at 8.8 percentld. at
116-17. The Commission determined in th&Y 2019 ACD that the appropriate share for
FY2021 would be 9.1 percent. FY 2019 ACD at &8B.

Order No. 4963 was appealed to the United States Court of Appeals for the District of

Columbia Circuit, which, on April 14, 2020, remanded it to the Commissidar clarification

I £ A DAOOEAOI AO AOPAAO 1T £ OEA #BABHWMOOEI 160 EI
#1 11 EOOETT EO AOOOAT O1I U x1 OEET ¢ O AAAOAOGO OE
meantime will not use the formuladerived appropriate share amount forpurposes of

determining compliance with 39 U.S.C. 3633(a)(3). However, because the formula is

recursive, the Commission will continue to perform the relevant calculations to determine

what the formula-based appropriate share for F 2022 would be, in orcer to avoid any

AEOOODPOEIT ET OEA & Oi O1 AGO 1T PAOAOEIT xEEI A O

185 SeeDocketNo. RM20071, Order Establishing Ratemaking Regulations for Market Dominant and Competitive Products, October 29, 2007,
at 90-92 (Order No. 43).

186 SeeDocket No. RM20:8 = h NRSNJ wS@GASgAYy I / 2YLISGEAGADS t NP R daOGostsQAUgUBIRINZDIINA | (S { K|
at 24-25 (Order No. 1449).

187 SeeDocket No. RM2017, Order Adopting Final Rules Relating to the Institutional Cost Contribution Requirement for Competitive Products,
January 3, 2019 (Order No. 4963).

188See United Parcel Sery,0® @ d t 2 a (|, 955 mBE 08 (KhC. Cig 030N Y
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1. Comments on Appropriate Contribution
Provision

The Postal Service asserts that the total Competitive product contribution for FX020 was

$11.095 billion, or 30.8 pecent of total institutional costs, an amount that complied with

the requirements of 39 U.S.C.3633(a)(3). FY2020 ACR at 7671.

4EA O0OOAI EA 2APOAOCAT OAOEOA AT A 0EOT AU "1 xAO Al
contribution to institutional costs in FY 2020 was compliant with 39 U.S.C. 8633(a)(3). PR

Comments at 13536; Pitney Bowes Comments at-5.

503 AOCOAO OEAO OEA APDPOI POEAOA OEAOA OANOEOA
pol i ETATAA T £ OEA AT I PAOEOEOA b GtoAdnkayd AOOET A
i AAT ETlg)ED] BGOOEAO AOOAOOO OEAO OOEA #i i1 EOOETI
I OAAO OAOOET ¢ OEA APDPOI POEAOA OEAOA..8&0 5A0A3AT OA
Commentsat 7

2.  Commission Analysis

a. FY 2020 Appropriate Slear

In FY 2020, the total institutional costs of the Postal Service were $35.986 billio¥9 In

FY 2020, the total contribution made by Competitive products collectively to institutional
costs was $11.185 billio®1 (approximately 31.1 percent of total institutional costs), which
would have met either the 5.5 percent requirement or the formulederived 8.8 percent
requirement. Therefore, the Postal Service was compliant with 39 U.S.Q&33(a)(3).

50360 Aiii AT 00 PAOOAET ET ¢ OT réguilemehtiaie 0T O 1T £ OE
outside the scope of the ACD, which determines compliance with statutory requirements

using established methodologies. Comments pertaining to the methodology for

determining the appropriate share amount are appropriately addressed in sepata

dockets pertaining to that issueL92

The Commission finds that in FY 2020 Competitive products satisfied 39 UFE3®&)(3) by
Al OAOET ¢ AT APDPOI POEAOA OEAOA 1T &£ OEA 01 OOAI 3

WLYyAGALFE /2YYSyida 2F | yAGSR t I NOSt {SNBAOSZ LyO® 2y rZoROSFebruay G SR { G G
1, 2021, at 6 (UPS Comments).

10| jbrary ReferenceRGLRACR20201 > 9 EOSf FAf SMOEf 8BS ¢ d2W MO NBE QR W ! ff al Af | LIISYRAE !
Wdiloe a¢2dlf 'ff alAf ! LIISYRAE ! 5¢ OStt 9Ho®

192See, e.gDocket No. RM20%117, in which the Commission in Order No. 4963 adopted final rules with respt @ppropriate share
amount that were subsequently remanded. The Commission is currently working to address the issues raised by the Coatspéigpe
interested parties will have an opportunity to comment further in that docket.
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b. FY 2021 Appropriate Share

The formula-based appoach to determining the appropriate share is recursive. Each year
when conducting its annual compliance review, the Commission determines the
appropriate share for the upcoming fiscal yearOrder No. 4963 at 2627. In conducting its
annual compliance reviev for FY 2019, which was carried out during FY 2020, the
Commission applied the formula and determined that the appropriate share for FY 2021
would be 9.1 percent. F2019 ACD aB7-89.

C. FY 2022 Appropriate Share

In this section, the Commission applies theormula to determine what the appropriate
share would be for FY 2022 under the formuldbased approach. The first component of the
formula is the Competitive Contribution Margin, which is calculated as follows:

56 60080 ED 0BG & 'Qs'p"‘Yé OI@AL Q& YR OGO | QOB © hdda Q
0¢a 00 Qi woo )€
d YE OO@0 Qe 60 'Q

I OAAO .78 twes AO co8 04i OAI AOOOEAOOAAI A Al O
Service in producing Competitive products colledtely. Id.at23-c 1 8 041 OAT OAOAT ORA
to the total amount of revenue that the Postal Service is able to realize from its Competitive

products collectively.ld. at 24.

The second component of the formula is the Competitive Growth Differential, whigh
calculated as follows:
0 € an QoWoEMHNQQQI Qe 0 QD 5
0D @i OWdI Q 2 PYYQLQE 6 QPYYQL Q&6 Q

/| OAAO .78 i@ ® &g uBABAOO O OEA 071 O0GAll 3A0O0L
DAOAA1T AAI EOGAOU |1 AOEAOh AGPOAOOAA AO A DPAOAAI
SAOOEAABO O1 OAI AT i PAOEOEOA POI AOAO OAOAT 6A A
AT i PAOEOEOA DOi AGAO OAOAT OAd AT A ODEA AGIOOAT OA

competitors collectively 193 as represented in the following equation:

YQUL Qe 0Q

0 @1 QWi Q — ——
Vol R0l YQU Qt 6 QYQL Q%o Q

193 Revenue data fore Postal Service are obtained from the Product Finances Analysis, which the Commission produces each year as part of
GKS 1/ 50 wS@SydzS RIGF F2NJGKS tz2adlt {SNBAOSQa O2YLISaRII2NE FNB 20601 7
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dAO ¢qubVBOUI®B 66 OAEAOO O OEA DPAOAAT OACA AEAT G
total real Competitive product revenuecompared to the previous yearld. at 25.

®YYQL Q4% ®Q OAEAOO Oi OEA DPAOAAT OACA AEAT GCA ET O
01T OOA1T 3AOOEAAGO Ai i PAOEOI OO Al AAOGEOGAIT U ATl

With the forgoing component values, lte appropriate share for a given fiscal year can be
calculated using the formula adopted by the Commission in Order No. 4963. Specifically,
the formula is:

6 87" p pifégs 0 6 "00
O® n "Odg 1 MY ud b

Where,

AS= Appropriate Share

CCM = Competitive Contribution Margin
CGD = Competitive Growth Differential
t = Fiscal Year

dAO g @8 OAEAOO O OEA APPOI POEAOA OEAOA OAIl OA
proceeding is being conducted. Since th&CD is conducted after the close of each fiscal

year, this will always be the fiscal year immediately following the fiscal year under review.

For example, this ACD evaluates compliance for FY 2020, but is being conducted in

FY2021, and, as it relates tohe formula, is being used to determine what the appropriate
sharewillbeinFYc ¢ § & 60 OAEAOO OI OEA APPOI POEAOA OEAC
being evaluated during an ACD proceeding (for purposes of the present analysis, this is

FY¢ m¢ madB8o6 OOAEAOO O OEA APPOI POEAOA OEIAOA OAI O
year during which an ACD proceeding is being conducted (for purposes of the present

analysis, this is FY 2022).

For the Competitive Contribution Margin, in FY 2020, the total Competitive product
revenue was $0.610 billion. The FY 2020 total attributablke cost incurred in producing
Competitive products was$19.426billion. Therefore, the Competitive Contribution Margin
value was

A 8 A 8
A 8

0.365,

representing a7.2-percent increase from FY2019.194

For the Competitive Growth Differential, the Commission calculates the growth rates for

both the Postal Service and its competitarin FY2020. InFYc mtp wh OEA 01 OOAIT 3 A
real Competitive product revenue was $9.633 billion, while in FY 2020 it was $£4.523

billion. The percentage change from F2019 to FY2020 was24.9 percent. In FY2019, the

194 Thefollowing calculations can also be found in a library reference accompanying this Fegshibrary Reference PRGRACR202410.
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total real revenue earned byOEA 017 OOAI 3 AOOEAA8 O BIATPAOEODT 00
billion, while in FY 2020 it was $88.756 billion. The percentage change from F2019 to

FY2020 was9.5DAOAAT 08 4EA 01 O0AT 3A9p&dERk A0 | AOEAO O
Competitive Growth Differential value for FY2020 was thus

195p z ¢ BobP B P o8t b

Seelibrary Reference PRE.R-ACR202010.

When the component values are plugged into the formula, the resultis
wup Pz p X8 P a8t pBIPR

Therefore, the appropriate share requirement for FY @22 would be 100 percent under the
formula-based approach.
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CHAPTER SERVICE PERFORMANCE

A. Service Performance Results
1. Introduction

Before the PAEA, the Postal Service had internal delivery service standards for major types

of mail, but lacked statutoryguidance on how to establish delivery standards and did not

measure and report its delivery performance for most types of mail> The PAEA required

the Postal Service to establish an initial set of service standards for Market Dominant

productsto take eff A O x EQOEET p UAAO 1 £ OE B6904)%he8ed AT AAOI
OAOOEAA OOAT AAOAO 1 6006 AA AOOAAI EOGEAA OAU OAcC
2ACO1 AOT OU HIAIEIAEOO®IGIAd o 3AOOEAA 1 AU O&OT T OEI A
regulaton rTAOE OA 6 O E A Ahe OAEA hidb AeGuikad he Postal Service to develop

A OPI AT &£ O I AAGET ¢ OET OA ¢+ OAOOEAAY OOAT AAOAO
Ci Al 66 £ O EOO AAI E302a) b)(1p 20 FEAt. G 32ID.AA8 0! %! o

The Pcstal Service promulgated its initial service standards in 20077 As designed by the
Postal Service, the standards specify the amount of time within which a customer may
ordinarily expect that a particular mailpiece will be delivered, in accordance with aetailed

T A o~ LA

OAO 1 £ OA BBk Bodta) Setvivd hAsdide revised these standards, most

OECT EEAZEAAT 61 U OEOI 6CE EOO O- AElI 001 AAOGOGET ¢ . A
FY 201299AT A EOO O3 0AT AAOA - AE1 |, 1 ARY201ROFEET Co ET |
Postal Service proceeded to implement both initiatives, notwithstanding the conclusions

and recommendations by the Commission that the Postal Service should perform

195 United States Government Accountability Office, Report No.-G&ZB3, U.S. Postal Service: Delivery Performance Standards,
Measurement, and Reporting Need Improvement, published July 20064 a\zilable ahttps://www.gao.gov/assets/260/250894.pdlGAG
06-733).

w)d.l ye GOKFy3aS Ay (GKS yrFiGdzNBE 2F LlRaGlt aSNIAOYAE Ad KA @K yd AlfAt2 yBAYRBNIGH {48
an advisory opinion by the Commissiéth.§ 3661(b).

197 SeeModern Service Standards for Markebminant Products, 72 Fed. Reg. 72,216 (Dec. 19, 2007) (to be codified at 39 C.F.R. pts. 121 and

122).

198]d.at 72,220. ThePa ikt { SNAOS RSFAySa aSNWAOS ail yRFINRA 4 doa8idl iSR RSt A G-
usually measured by days for the period of time taken by [the Postal Service] to handle the mail frtoresitd(that is, from the pait of

SYiNE Ayd2 GKS YIAfadNBFY (2 RSt AGSNE PibatidnRE Gldssayy offPostITdrdigy 3013(1 A 2 y 0 ¢
available ahttp://about.usps.com/publications/pub32/pub32_terms.ht(Rostal ServicGlossary of PoatTerm$ @ ¢ 9a il 6f AAKSR aSNDA

standards also include destination entry standards for mail entered by the mailer at or near a postal destination faeitirafe set of
standards is established for noncontiguous states such as Alaska and Hawahlah#ité 2 NA Sa &dzOK & ! MSNAOLY { Y2 |

19 SeeRevised Service Standards for MarRetminant Mail Products, 77 Fed. Reg. 31,190 (May 25, 2012) (codified at 39 C.F.R. pt. 121).

200 SeeService Standards for Destination Sectional Center Facility Reatee®d Mail, 79 Fed. Reg. 12,390, 12,393 (Mar. 5, P@bdified at 39
C.F.R. pt. 121).
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additional analysis of the potential effects before proceeding! As required by section 302

of the PAEA, the Postal Service also prepared a plan for meeting its service standards:

development of a set of percentage otime performance targets202 The Postal Service has

since updated these oftime targets annually and gradually increaed them over time for

most products.See, e.gFY 2018 ACD at 164, 178, 185, 187, 191.

Each year, the Postal Service mustrepétél T AAAE - AOEAO $11 ET AT O POI
OAOOGEAA | AAOAOEAAA ET OAOI O T &£ OPAAA T £ AAIEO
83652(a)(2)(B)(i). Speed of delivery is evaluated based on the mailpiece reaching its

destination within a given service standard. FY 2016 ACD at 90. Reliability refers to

consistency of delivery d.

To evaluate annual service performance for each Mark&®ominant product, the
Commission compares the percentage of mailpieces that achieve the stated service
standard against targets established by the Postal Servie®.

Below, Figure V1 categorizes Market Dominant products according to whether or not they
achieved their annual service performance targets for FY 2020.

201 SeeDocket No. N2012, Advisory Opinion on Mail Processing Network Rationalization Service Changes, September 28, 2@82, at 45

(Docket No. N2012, Advisory Opigiy 0 6 02y Of dzZRAy 3 GKI G Al Aa LIRaarAofsS F2NJ GKS tz2aidlt
F'yR NBFfAT S adzmadlydalt O02ai al BAy3a 6KAE S LINB &SN sigeAtheddvidelin OdzZNNB y (i 2
this opinion and study the effects of the service standard changes implemented on July 1, 2012, before going forward w2thelRbate

FdzNI KSNJ NBRdzOG A2y & A yl, AdVsdlgZ0pitiéhiom Servisee £ AahgediAsdndated With Standatcbithileveling, March

HcX HnamnXE FiG m O6NBO2YYSYRAy3 GKI G {Hhhefitafalysis; ddditipndl NafixeStiSg anddgghe8 NIi F 1 S | Y's
performance analysis, and volume impact studies before committing to a nationwide rolloofth2 I R [ S@St Ay tf I yOBEO D

202 SeeUnited States Postal Servigpstal Accountability and Enhancement ABD Network PlaB Wdzy' S wnny X Fid 1T ¢KS ¢ KNB
Network Plan: Realignment, RigBizing, and Responsiveness, Hearing Before the Subcomifederal Workforce, Postal Service, and Dist. of

/2t dzYoAl 2F GKS 1 & /2YYD 2y hOBSNBAIKG FyR D20Q0 wSTF2Depy mmn K / 2y 3 b3
Postmaster General/Chief Operating Officer, United States Postal §¢atiating that the Postal Service would fulfill its section 302 mandate

608X FY2y3a 20KSNJ GKAYI&EEABEG | ®Blf RAKAY Jo BRILIENDS NI IBS 28Kl NBR gAGK GKS /
F'yydzd t NBE@ASSG 2568 oaikNBPx Q& GAd! YBINBBROS@2 YL Al yOS OB O @

3§ C2NJ SFOK LINRPRdzOG GKIFIG R2S& y2G YSSG | ASNBAOS aidl yRIvREI OOIKS t 23
standard is not met, and a plan describing the steps that have or will be talerstoe that the product meets or exceeds the service standard

Ay GKS Fdzii dzNB o ¢ see3pU.8.C €3652¢0), (®). o npp PHOKO T

2024C wamMc '/ 5 G dnd hy |y Fyydz f o4indexddiery witk Be delXeryfakgat@stadhgd bpthey LI NBa | LJ
Postal Service. For Special Services, the Commission evaluates performance data from metrics developed by the PcestpliSablécto

eachproductld.} & c¢n yomnyd Ly GKAA ! /53 F& Ay Ll agets BeSbshiey aré Kréasohablybagisa a A 2 Y dz
for assessing performance.
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Figure V1

FY 2020 Market Dominant Products Service Performance Results
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at 4, 14,17, 20, 25 (FY 2020 Service Performance Report).

wS L2 NI @

Section A. of this chapter begins with an overview of the events in FY 2020 that affected
service performance of all Market Dominant products. Next, the Commission describes the
systems the Postal Servicases to measure service performance for Market Dominant
products. Finally, theCommissionAE OAOOOA O OEA 01 OOAI

performance results by class of mail.

3AOOEAAGO
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2. FY 2020 Events Affecting Service Performance
for All Market Dominant Products

a. Owerview

In FY 2020 (October 1, 2019 through September 30, 2020), the most significant event

affecting the Postal Service, and the public at large, was the COX{EDpandemic. The

pandemic remains a public health and economic emergency. Because Postal Service

Al pi T UAAO PAOAEI Oi AT AOOAT OEAI 4&O01 AOEIT AO PA
Ai1T OET OA OiI DPOiI ARAOGO AT A AAI EOGAO OEA 1T AOEIT60
appreciation for the continuous efforts of the frontline Postal Service workersyho are

performing essential work that allows millions of Americans to minimize their exposure to

COVID19 by remaining at home.

The pandemic had a tremendous impact on the Postal Service, which became widespread
and significant in Quarters 3 and 4 of F2020 (April 1, 2020 through September 30, 2020).
The Postal Service reports that COVHDI primarily impacted service performance by
reducing employee availability, disrupting its contract transportation arrangements, and
changing the mail mix. In additiorto responding to the pandemic in Quarter 4 of FY 2020,
the Postal Service undertook operational changes and corporate reorganization. Further,
the Postal Service strived to prioritize delivery of Political Mail, Election Mail, and Census
Mail.2%5 Each of these events, which are discussed separately below, had significant impacts
iIT OEA 01 OOAI 3AOOEAABO - AOEAO s$T1I1ETAT O OAOOE
the timing of these events overlapped, their combination exacerbated the extent and
duration of the impacts.

Below, Figure 2 displays a timeline that highlights several key events in FY 2020 that
affected service performance for all Market Dominant products.

W¢KS /2YYA&aaAz2y dzaSa GKS GSN) a9fSOGA2Yy alAté (G2 NBFSINderns®d | ye AGSY
participate in the voting process, such adidting materials, voter registration cards, absentee applications, and polling place notifications, and

dzaSa GKS GSNY at2tAGAOFE alAté (2 NBFTSNI G2 Fyd AdSvicommitee &R T2NJ OF YL
committee d a political party, political action committee, or organization engaging in issue advocacy or voter mobilgedidnited States

Postal Servic&Rostal BulletilNo. 22539, February 13, 2020, at 4, availabletits://about.usps.com/postal

bulletin/2020/pb22539/pb22539.pdPostal Bulletib 2 ® HHpo U ® ¢KS / 2YYA&daArzy dzasSa GKS GSN¥Y a/ Sya
the Census Bureau or respondents relating to the 2020 Census.
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Figure V2
FY 2020* Timeline
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* For purposes of Postal Service reporting, FY02@®ers October 1, 2019 through September 30, 2020, and events on or after October 1, 2020
occur during FY 2021. Events during FY 2021 Quarter 1, such as the General Election held on November 3, 2020, ar¢hiisclindelthia for
context.

Note:

Sources: CN Editorial Researcioronavirus Outbreak Timeline Fast Faktarch 1, 2021, available at
https://www.cnn.com/2020/02/06/health/wuharcoronavirustimeline-fast-facts/index.htmj United States Postal Service, Office of Inspector
General, Report No. 2B59-R21, Employee SafetyPostal Service COVID Response, November 20, 2020, at 5, available at
https://lwww.uspsoig.gov/sites/default/files/documedtbrary-files/2020/20259-R21.pdf(OIG Report No. 2059-R21); Proclamation 9994 of
March 13, 2020, Declang a National Emergency Concerning the Novel Coronavirus Disease-(Cp@lbreak, 85 Fed. Reg. 15,38

(Mar. 18, 2020); Lynsey Jeffrey, NBFS. Surpasses 1 Million Coronavirus Caged 28, 2020, available at
https://lwww.npr.org/sections/corongiruslive-updates/2020/04/28/846741935As-surpassed -million-coronaviruscases Bill Chappell, NPR,
U.S. Hits 2 Million Coronavirus Cases As Many States See A Surge Of Ratied3, 2020, available at
https://www.npr.org/sections/coronavirudive-updates/2020/06/10/873473805/ts-hits-2-million-coronaviruscasesasmany-statesseea-
surgeof-patients Jason Slotkin, NPB,S. Hits 5 Million Coronavirus Cases As Debate Lingers Over The Path, Porgeestd, 2020, available
at https://www.npr.org/sedions/coronavirudive-updates/2020/08/09/900640397s-hits-5-million-coronaviruscasesas-debatelingersover
the-path-forward;, BBCCoronavirus: Global Covl® death toll passes one millio8eptember 29, 2020, available at
https://lwww.bbc.com/news/wold-54334496 United States Postal Service, Office of Inspector General, Reporta4R21, Deployment of
Operational Changes, November 6, 2020, at 5, 7, Appendix B2&, 2Wailable ahttps://www.uspsoig.gov/sites/default/files/document
library-files/2020/21-014-R21.pd{OIG Report No. 2014-R21); National Conference of State Legislatures, 2020 State Primary Election Dates,
available ahttps://www.ncsl.org/research/electiorand-campaigns/2026state-primary-electiondates.aspX2020 State Primaryléttion
Dates); United States Census Bureau, 2020 Census Operational Adjustments Due {b3C@¥4iable abttps://2020census.gov/en/news
events/operationafadjustmentscovid19.html (2020 Census Operational Adjustmeni)stal BulletiiNo. 22539 at 4
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b. The COVH29 Pandemic

COVID19 was first detected in humans in approximately December 20196 For Postal
Service reporting purposes, this occurred during FY 2020 Quarter 1 (October 1, 2019
through December 31, 2019).

During FY 2020 Quarter 2 (January,12020 through March 31, 2020), COVH29 was first
detected in the United Statedd. The Postal Service reported its first confirmed case on
February 24, 2020.01G Report No. 2259-R21 at 5.In mid-March 2020, approximately 2
weeks before the end of FY@0 Quarter 2, the World Health Organization declared the
outbreak to be a pandemic and the President of the United States issued a national
emergency declaration?%?

During FY 2020 Quarters 3 and 4 (April 1, 2020 through September 30, 2020), the spread

of the pandemic accelerated. The number of confirmed cases in the United States reached 1
million by April 28, 2020,208 2 million by June 11, 20230 and 5 million by August 9,

2020.210 By September 29, 2020, just as FY 2020 was ending, there were 1 million
confirmed deaths due to COVH29 worldwide.?11 The Postal Service reports that as of the
end of FY 2020 Quarter 4 (September 30, 2020), approximately 38,769 employees were
presumed to have contracted COVHR9 and 129 had died from the virug12 The

DAT AAIT E A 8 @ntiubdintoA 02021 (beginning October 1, 2020).

The Postal Service describes three primary examples of how the pandemic has affected
service performance: reduced employee availability, contract transportation constraints,
and surging growth in packaes (changes in mail mix). Each of these three issues are
discussed separately below.

206 SeeCoronavirus Outbreak Timeline Fast Faatsilable ahttps://www.cnn.com/2020/02/06/health/wuharcoronavirustimeline-fast-
facts/index.html

207Fed. Reg. 15,3338 (Mar. 18, 2020).

208.S. Surpasses 1 Million Coronavirus Casedlable ahttps://www.npr.org/sections/coronaviruive-updates/2020/04/28/846741935/s
surpassed-million-coronaviruscases

209.S. Hits 2 Million Coronavirus Cases As Many States See A Surge Of Baittite ahttps://www.npr.org/sections/coronavirudive-
updates/2020/06/10/873473805/s-hits-2-million-coronaviruscasesas-many-states-seea-surgeof-patients

210y.S. Hits 5 Million Coronavirus Cases As Debate Lingers Over The Path, Beailable ahttps://www.npr.org/sections/coronavirudive-
updates/2020/08/09/900640397 is-hits-5-million-coronaviruscasesas-debatelingersover-the-path-forward.

211 Coronavirus: Global Covi® death toll passes one millioavailable ahttps://www.bbc.com/news/world54334496

412 SeeResponses of the United States Postal Service to Questions@+ 1 2 F  / K ANXF y Qa Ly Flaw|2024,2y wSljdSad t
ljdzSadAz2y o 9EOSt FAtS 4/ KLwdcdvdod/ hxL5Ef AEZE Gl o6& acClaGlFfAdGASaE |y
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(1) Reduced Employee Availability

The Postal Service explains that the pandemic reduced employee availability on a national

1 AOAT 1 AAAET ¢ O OECDBEEPAADOXxEEARET DABRBAR BEAO
supplement its workforce with less experienced employees3 The Postal Service

attributed this increased absenteeism to COVHeelated family leave, primarily due to

childcare needs?14

The Postal Service reports tat it started FY 2020 with 76.9 percent availability of fulltime

regular21> mail processing employees nationwide in October 2019 (the first quarter of FY

2020) and that availability subsequently decreased to 68.9 percent in May 2020 (during

the third quarter of FY 2020).SeeResponse to CIR No. 1, question 1.b. Although the Postal
SAOOEAABO &9 ¢mg¢m T AOEITTAI AibDITUAA AOAEI AAEI
threshold needed to keep essential operations running, availability decreased from FY

2019 to FY2020. OIG Report No. 2275-R21 at 8. National availability levels varied

throughout the year, but averaged 78 percent in FY 2019 and 77 percent in FY 2320.

Figures A3 through V-5 disaggregate employee availability by mail processing (Function
1), delivery services (Function 2), and customer service (Function 4).

213SeeResponses of the United States Postal Service to Quest®hofiCommission Information Request No. 1, January 18, 2@stions
l.a., 6.b. (Response to CIR No. 1).

214 United States Postal Service, Office of Inspector General, Report 1235&P1, Mail Service During the Early Stages of the GT®/ID

Pandemic, January 4, 2021, at 12, availabletat://www.uspsoig.goisites/default/files/documentlibrary-files/2021/20275-R21.pdfOIG

Report No. 2275R21).

25¢KS t2adbdlt {SNBAOS dzaSa GKS G(SNya aOF NBSNE | yR aNB HdtipesdwE Ay G SNOKI y
employees: career and necareer. Career (regular) employees serve in permanent positions onterfelbr parttime basis and typically

receive full federal benefits. Necareer employees are temporary workers who do not receive the same employee benefits as career

employeesSeeUnited States Postal Service, Office of Inspector General, Report No. 19POG004&20T @itectiveness of the Postal

{ SNBAOSQa 9 F F-gaderEEmpicyee MBnBvazOFebruarg 32, 2020, at 4, available at
https://lwww.uspsoig.gov/sites/defaultifes/documerdibrary-files/2020/19POGO001SATO&20. pdf

26C 3o NHzZt NB n wSaLleyas (2 /I Lw b2d c3 ljdSadrazy wx 9EOSEt FTALS dvouw 9YLI
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Figure V3
Mail Processing (Function 1) Employee Availability, by Month
FY 2018FY 2020
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Figure V4
Delivery Services (Function 2) Employee Availability, by Month
FY 2016FY 2020
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Figure V5
Customer Service (Function 4) Employee Availability, by Month
FY 2016FY 2020
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Figures \£3 through V-5 provide insight into the fluctuation of employee availability for
processing, at the national level, throughout FY 2020 as compared to FY 2019. The
Commission compares average national employee availability for thesand half of FY
2020 (April to September 2020) versus the same period in FY 2019. Average employee
availability for mail processing (Function 1) was 74.3 percent for the period of April to
September 2020. This constitutes a 3.16 percentage point declinerspared to the average
during the same period in FY 2019 (77.46 percent). For the period of April to September
2020, average employee availability for delivery services (Function 2) and customer
service (Function 4) declined from the averages during the sagrperiod in FY 2019 by 1.12
challenges with national employee availability were greater for mail processing than
delivery services and customer service. Nonethelessaked on divergence from FY 2019
results, national employee availability for mail processing, delivery services, and customer
service, seemed to be most challenged during the month of April 2020.

In addition to this national reduction in employee availabiity, the Postal Service refers to

OT Of AOT OO nhbtispbteAAD A H AEEA OAT O OEI AdG8o 2A0DPI 1T OA Ol

(emphasis added) (internal marks omitted). The Postal Service describes the significant
impact of employee availability falling below50 percent in numerous facilities at different
times. Sedd. question 1.b.; Response to CHIR No. 11, question 13.a. At the District level, the
Postal Service contends that monthly employee availability of less than 70 percent could be
11, question 13.b. Below, Figure 8 displays the Districts reported by the Postal Service

with monthly employee availability lower than this 70 percent threshold during CY 2020.

217 For the period of April to September, the average employee availabilityeloredy services (Function 2) employees was 79.66 percent in FY
2020 and 80.78 percent in FY 2019. For the period of April to September, the average employee availability for customéfisection 4)
employees was 78.81 percent in FY 2020 and 79.7&pein FY 2019.

2A0
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Figure \-6
Monthly Employee Availability, Below 70 Percent, by District, CY 2020

Note: The Postal Service reported its first confirmed C&l@IBase on February 24, 2020. OIG Report N@58R21 at 5. The data provided
by the Postal Service corresponddalendar year rather than fiscal year.

Source: Response to CHIR No. 11, question 13.b.

As illustrated by Figure /6 above, employee availability for the Caribbea#ig Detroit, and
Chicago Districts was less than 70 percent for at least 3 months during C320. The lowest
District-level availability reported by the Postal Service was for the New York District in
April 2020. July was a particularly challenging month for the Postal Service, with five
Districts with employee availability below 70 percent.

To investigate the impact of employee availability on service performance, TableMoelow
compares weekly service performance results in July 2020 for-3-Day FirstClass Mail
SinglePiece Letters/Postcards against the same period in FY 2019 for the three tlists
with monthly employee availability of less than 70 percent occurring at least 3 months
during CY 2020.

218The issues with lower availability in the Caribbean District in January 2020 occurred before the first confirmed PastalO®H9 case
reported on February 24, 2020, and thus appears to be unrelated to the CO\lBndemicSeeResponse to CHIR No. 11, question 13.b.; OIG
Report No. 2259-R21 at 5.




















































































































































































































































































































































































































































































