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EXECUTIVE SUMMARY

4EEO 2ADPT 00 OAOE A AthuadEohplidnte REPANCRY iAFisCaEYR& 6 O
(FY)2022: £O1 AET 1 ET ¢ OEA #1 i1 EOOEI 180 OAODPIT OEAEI E
Postal Service rates and service mandated by 39 U.S.C. 88 3653 and 3TO&. 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. Commission findings

and directives are identified in italics in each chapter and sumanrized in Appendix A.

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) and 3705(e). These
statutory subsections require the Commission to make determinations on whether any

rates and fees in effect during FY 2022 were not in compliance with chapter 36 aBd of

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

Fy¢mgg xAOA 110 i AO8 4EA #1111 EOOEI 160 OAOEAx E
approved in Docket No. R20221 and all the rates in effect during FY 2022 fa€ompetitive

products.

A. Principal Findings: Market Dominant Rate
and Fee Compliance

In Chapter Il, the Commission identifies compliance issues related to workshare discounts
OEAO AEA 110 ATipPIU xEOE OEA #1111 EOOEITT60 1
subpart J. These regulations are aimed at pricing efficiency, as measured by the
DAOOOEOI OCE OAOET h xEEAE AT i PAOAO A AEOAT O1 08
avoids when the workshare customer instead performs the relevant sortation and/or

transportation activities. Under the Efficient Component Pricing (ECP) rule, which guided

™
x

OEA #7111 EOOEIT60 APPOI AAEh DPOEAET C AEEEAEAT AU
set equal to their avoided costs (that is, produce passthroughs equal to 100 pent). The
#1 11 EOOET 160 AOOOAT O OO1 A0 Allix £ O AAOEAOQEI

For the three workshare discounts with passthroughs equal to 100 percent, the Postal
Service cannot change the workshare discounts in any rate adjustment procerdi
occurring prior to the issuance of the FY 2023 ACD.

For the 21 workshare discounts with passthroughs that exceed 100 percent, the Postal
Service must bring the workshare discounts into compliance consistent with 39 C.F.R.
§3030.283 in the next rate agustment proceeding.

1 Docket No. ACR2Q, United States Postal Service FY 2@2thual Compliance Repoibecember 29, 22 (FY 2022 ACR).

2 Chapter 37 of Title 39 of thp United States Code was added by the Postal Service Reform Act of 2022 (PSRA);10&).1361%tat. 1127
OHNHHO FYR SELFYRSR (GKS t2adrf {SNWAOSQA NB LR NIdiyePSRARA deAfouRIVIS y (12 NB € |
Chapter | of this Report.
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For the 39 workshare discounts with passthroughs below 85 percent, the Postal Service
must bring the workshare discounts into compliance consistent with 39 C.F.R. § 3030.284
in the next rate adjustment proceeding.

B. Principal Findings: Mrket Dominant Non
Compensatory Products

In Chapter lll, the Commission identifies norcompensatory products and classes, as well
as fully compensatory classes, for Market Dominant products. Consistent with the

#1 11T EQOET T80 1T Ax OA Cpalt 2080Edubip®t GOthe/ACAntnissian # 8 &8 2 8
differentiates non-compensatory products within non-compensatory classesand non .
compensatory products within compensatory classest EA #1111 EOOET 180 1T Ax O

grant additional rate authority to non-compensatory chsses and more strictly govern how
rate authority must be used for noncompensatory products in compensatory classes.
Collectively, the Postal Service lost $1.32 billion in FY 2022 from nexompensatory classes
and products.

The Commission identifies onanon-compensatory class, Periodicals, and two nen
compensatory products within the noncompensatory class, Periodicals k€County and
Periodicals Outside County.

For Periodicals InCounty and Periodicals Outside County, although these products
experienced mprovement in FY 2022, the Commission reiterates its longstanding finding
that despite cost reduction initiatives and the maximization of its pricing authority, the
costs of these products have risen in the long term, while unit revenue has been unable to
keep up with changes in unit costs, negatively effecting cost coveragéie Commission
encourages the Postal Service to continue to maximize its usage of rate authority granted
under 39 C.F.R. 8§ 3030.222 and to maximize its revenue diyategically pricing Periodicals

The Commission identifies five norcompensatory products within compensatory classes,
USPS Marketing Mail Flats, USPS Marketing Mail Carrier Route, USPS Marketing Mail
Parcels, Media Mail/Library Mail, and Money Orders.

As it relates to USPS Marketing Mail Flats and USPS Marketing Mail Carrier Route, while
cost coverage for both products improved in FY 2022, the Commission finds that both
products failed to cover their attributable costs and therefore the Postal Servigaust
increase the price for each product by at least 2 percentage points above the class average
in each generally applicable Market Dominant rate proceeding in which the Postal Service
proposes prices for USPS Marketing Mail, consistent with 39 C.F.R.t#030, subpart G.

The Commission also urgethe Postal Service to continue to pursue cost reductions for

both products.

For USPS Marketing Mail Parcels, the Commission finds that while this product's cost
coverage improved in FY 2022the product still failed to cover its attributable costs and
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therefore the Postal Service musincrease the price for this product by at least 2
percentage points above the class average in each generally applicable Market Dominant
rate proceeding in which the Postal Servicproposes prices for USPS Marketing Mall,
consistent with 39 C.F.R. part 3030, subpart G. The Commission asgourages the Postal
Service to continue to expend a reasonable amount of resources given the size of the
product to explore and implement opporunities to further reduce the unit cost of the
product, and report on those opportunities and results in the FY 2023 ACR.

For Media Mail/Library Mail, the Commission findghat while the cost coverage for this
product improved in FY 2022, the product stil failed to cover its attributable costs and
therefore the Postal Service must increase the price for the product by at least 2 percentage
points above the class average in each generally applicable Market Dominant rate
proceeding in which the Postal Senge proposes prices for Package Services, consistent
with 39 C.F.R. part 3030, subpart G.

For the Special Services product Money Orders, the Commission firidat the cost

coverage for Money Orders improved in FY 2022. However, the product still failed ¢cover

its attributable costs and therefore the Postal Service must increase the price for this

product by at least 2 percentage points above the class average in each generally applicable
Market Dominant rate proceeding in which the Postal Service proposgsices for Special
Services, consistent with 39 C.F.R. part 3030, subpartThe Commission also encourages

the Postal Service to look for ways to reduce product costs, including the reduction of
window service costs.

The Commission identifies ondully compensatory class, FirstClass Mail, in which all
products covered their attributable costs.

C. Principal Findings: Competitive Products
Rate and Fee Compliance

In Chapter IV, the Commission finds that revenues for Competitive products as a whole
excealed incremental costs. As such, Competitive products were not subsidized by Market
Dominant products during FY 2022, thereby satisfying 39 U.S.C. § 3633(a)(1). Collectively,
Competitive products satisfied the appropriate share requirement of 39 U.S.C. §33§a)(3)
AOOET C &9 c¢mgg¢8 -1 OAT OAOh xEET A 1100 #11DPAOGEOD
attributable costs in compliance with 39 U.S.C. § 3633(a)(2), revenues for five Competitive
products did not do sa The Competitive products that did not cover attrbutable costs are
International Money Transfer Service Inbound (IMTS? Inbound), International Money
Transfer Service Outbound (IMTS Outbound), Competitive International Ancillary
Services, as well as two negotiated service agreements (NSAsPriority Mail Contract

543 and Priority Mail Express International, Priority Mail International, FirstClass Package
International Service & Commercial ePacket Contract Bhe Commission directs the Postal
Service to take corrective action as it relates to these produsexcept forPriority Mail
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Express International, Priority Mail International, FirstClass Package International Service
& Commercial ePacket Contract 5, which expired during FY 2022 and was not renewed.

The Commission also gathered additional informatioms it relates to a Pilot Program being
run by the Postal Service which allows postal retail customers to use payroll and business
checks to purchase stored value Gift Cards, which is a Competitive product. Questions
remain with regard to this time-limited Pilot Program. The Commission again reminds the
Postal Service that the Commission regulates what products may be offered, controls the
addition and removal of products through the Mail Classification Schedule (MCS), and thus
instructs the Postal Servicdo ensure that future changes that have an impact on a

DOl AOAOGO OOA T O Al AOGOEZEAAOETT AA £EEI AA xEOE
that the Postal Service is not lawfully empowered to make unilateral decisions regarding
what is or is not a rew or experimental product. Finally, the Commission continues to

direct the Postal Service to file quarterly reporton the Pilot Program and the Gift Card
product as a whole3 These reports must be filed in Docket No. MC202&0 and shall

include information on volume, revenue, and costs (which should include trainingelated
costs, labor costs associated with the retail transactions, and supply costs) separately for
Gift Cards purchased as part of the Pilot Program and all Gift Cards. The report must also
include whether Gift Cards, both in general and those sold as part of the Pilot Program, are
likely to be mailed or otherwise promote the use of the mail (for example, number of Gift
Cards purchased in a transaction that included other postal products)irally, the report
must include any plans for modifications or other future plans of the Pilot Program or Gift
Card product, including any plans for termination of the Pilot Program.

&ET Al 1T uh AO EO OAI AGAO Oi OEA o071 OOA1I 3AOOEAAG
the provision of nonpostal products (also known as Interagency Agreements (I1AAs)), the

#1 11 EOOETT ZETAO OEAO OEA 01 OOAI Gike®@GBRIAAGO ) !
Service in compliance with 39 U.S.C. § 3784&or these IAAs, the Commission recognizes

that there is a need to establish an accepted methodology (or methodologies) for

calculating the revenue and attributable costs associated with IAAs entt into by the

Postal Service as authorized under 39 U.S.C. 88 3703 and 3704 in the future. Therefore, the
Commission directs the Postal Service to develop a proposed methodology (or

methodologies) for calculating and attributing costs and revenue to inteagency

agreements entered into by the Postal Service as authorized under 39 U.S.C. 88 3703 and

3704. The Postal Service must file this proposed methodology (or methodologies) by

initiating a rulemaking proceeding (or proceedings) in accordance with 39 CIR. §3050.11

no later than May 31, 2023.

3 Chairman Kubayanda and Commissioner Poling do not agree with including the Gift Card product as a whole in this directive.

4The Commission made no finding of compliance 88HJ.S.C. 8703 becauseo agreements with state, local, or tribal governments were in
effect in FY 2022.
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D. Principal Findings: Service Performance

In Chapter V, the Commission finds that a significant number of Market Dominant products
failed to meet their service performance targets for FY 2022 and directs the Postalrdee

to take corrective action. Of the 27 Market Dominant products/categories measured, 13
products/categories (48 percent) did not meet their targets in FY 2022, and some were
substantially below the applicable target.

The Postal Service met its servicperformance targets for 14 Market Dominant
products/categories in FY 2022:

1 four First-Class Malil categories (DDay SinglePiece Letters and Cards and
Overnight, 2Day, and 35-Day Presorted Letters and Cards),

1 four USPS Marketing Mail products (LetterCarrier Route, Parcels, and High
Density and Saturation Letters),

1 both Periodicals products (InCounty and Outside County),
1 one Package Services product (Bounded Printed Matter (BPM) Parcels), and

1 three Special Services products (International Ancillary Seices, Money Orders, and
Stamp Fulfillment Services).

Service performance results for the following Market Dominant products did not meet their
targets and were found to be out of compliance in FY 2022:

1 four First-Class Mail products (35-Day Single-Piece Letters/Postcards, Flats,
Inbound Letter Post, and SingldPiece Outbound International),

1 three USPS Marketing Mail products (High Density and Saturation Flats/Parcels,
Flats, and Every Door Direct Ma#l Retail (EDDMR)),

1 two Package Service prducts (BPM Flats and Media Mail/Library Mail), and
1 two Special Services products (Ancillary Services and Post Office Box Service).

The Commission directs the Postal Service to improve service performance results to

achieve the applicable ortime percent target level for these norcompliant products in

&9 ¢mg¢o8 4EA #1011 EOOEIT EAO Al O OPAAEAEEAAI T U
elicit information and data from the Postal Service regarding service performance for

non-compliant products and the stg@s that the Postal Service will take to restore service

performance for those products in FY 2023. These directives include continued Postal

Service reporting of specific information developed from its internal metrics within 90

days of the issuance of tlsi Report and as part of its FY 2023 ACR.
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CHAPTER |. INTRODUCTION
A. Statutory Context

Section 3652 of Title 39 of the United States Code requires the Postal Service to file certain

reports with the Commission regarding Postal Service costs, revenues, rates, and service
AOOET ¢ OEA DPOET O EEOAAI UAER SdtiorE3658(b)CedutdssC OEA 0
OEA #1111 EOOEIT O OAOEAx OEA 01 OOAI 3AOOEAAGO
rates or fees were noncompliant with the applicable provisions of chapter 36 of Title 39 of

the United States Code (or the regulations issued therader) and whether any service

standards were not met in the fiscal year under review. 39 U.S.C. § 3653(b).

On April 6, 2022 (during FY 2022 Quarter 3), the Postal Service Reform Act of 2022 (PSRA)
amended Title 39 of the United States Code and other relavt statutory provisions.t

Among other changes, newly added chapter 37 of Title 39 of the United States Code

AobAl AAA OEA 01 OOAI 3AOOEAA8O OAPI OOET ¢ OANOE
revenues, rates, and quality of service for nonpostal saces in effect during the fiscal year

under review. See39 U.S.C. §705(a). Newly added 39 U.S.C.3305(e) requires the

#1 11 EOOETT O OAOEAx OEA 01 OOAI 3AOOEAAB8O OAPD
determine whether the activities carried out in the fiscal year under review complied with

applicable provisions of chapter 37 of Title 39 of the United States Code.

The provisions of chapters 36 and 37 of Title 38f the United States Codestablish the ACR
and the ACD as integrated mechanisms fproviding ongoing accountability, transparency,
and oversight of the Postal Service. This ACD focuses on the requirements appearing in 39
U.S.C. 88 3653(b)(1), 3653(b)(2), and 3705(eThe Commission addresses only matters

that have been challenged by comenters or otherwise present compliance issues.

Consistent with past practice, the Commission plans to issue &salysis of the Postal
SAOOEAAG O A£ET Al A EHKlater @ AXQ023EGitnilady] the Ca&nim$ion prilit

5The ACR is filed in accordance with the provisions appearB®ihS.C. § 3652(a) through (f). In conjunction with filing the ACR, the Postal
Service must also file its most rec&@wmprehensive Statement on Postal Operatigas-Y 202Berformance Plarand its FY 2022
Performance Repar89 U.S.C. 3652(qg).

6 pub. L. 117108, 136 Stat. 1127 (2022).

739 U.S.C. 8705(e);see39 U.S.C. § 3652(&@onsistent with 39 U.S.€3705(f), the Commission intends to initiate a rulemaking proceeding

that would prescribe the reporting requirements for the Pdsta { SNIWA OS I yR GKS / 2YYA&daairzyQa O2YLIX Al yOS
analyzation of costs, revenues, and rates for agreements that provide property or nonpostal services for use in futlireg &R

Commission has already promulgated@%.R. § 30525 prescribing the reporting requirements for the Postal Service relating to quality of

service for agreements that provide property or nonpostal services for use in future ACRS#iagecket No. RM2022, Order Revising Rules

for Periodic Reportingf Service Performance, February 9, 2023, Attachment®{@rder No. 6439).

8 See, e.g.Docket No. ACR20ZAinancial Analysis of United States Postal Service Financial ResultskaSdat®mentMay 18, 2022FY 2021
Financial Analysis)
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continue publishingaOADAOAOA AT Al UGEO AOAI OAOET ¢ OEA o071 C
and program performance report pursuant to 39 U.S.C. § 3653(8).

B. Timeline andCommission Responsibilities

The Postal Service must file the ACR no later than 90 days after the end of dadal year.

(i.e, 90 days after September 30). Upon receipt of the ACR, the Commission provides an

I DPT OOOT EOU &£ O POAT EA AT 11 Al ®@FarihefiGcal fear0 | OOAI
under review, the Commission must make a written determination a® whether any rates

or fees were not in compliance with applicable provisions of chapters 36 and 37 of Title 39
or related regulations and whether any service standards were not met. 39 U.S.C.

§3653(b); 39 U.S.C. § 3705(e). If the Commission makes adignwritten determination of
non-compliance, it shall take such action as it deems appropriate. 39 U.S.C. § 3653(c);

39 U.S.C. § 3705(e)(3). The Commission must complete the ACD within 90 days of receiving
the ACR. 39 U.S.C. 8§ 3653(b); 39 U.S.C. § 3708]eJ(he Postal Service filed the FY 2022
ACR on December 29, 2022; thus, the Commission must issue this ACD no later than March
29, 2023.

C. Focus of the ACR
4EA &£ AOO T &£ OEA ' #2 £EI AA AU OEA 01 OOA1I 3A00
quality of service, using such methodologies as the Commission shall by regulation

prescribe, and in sufficient detail to demonstrate that all products during such year
AT T Pl EAA xEOE All APDPI EAAAIT A.83&NMNB.OAT AT OO0 T &

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 degree of customer satisfaction. 39 U.S.C. § 3652(a)(2); 39 C.F.R. pt. 3055Viadket
Dominant products with workshare discounts, the Postal Service must report the petem
cost it avoided through the worksharing activity performed by the mailer, the percentage

of the per-item cost avoided that the current workshare discount represets, and the per
item contribution to institutional costs. 39 U.S.C. § 3652(b). In addition, the Commission
posts the most current workshare cost avoidance models on its website. The Commission
used those models in its preparation of this ACD.

For Compettive products, the Postal Service must demonstrate that all Competitive
products complied with 39 U.S.C. 8§ 3633, which prohibits the subsidization of Competitive
products by Market Dominant products and requires that each Competitive product covers
its attributable costs and that Competitive products collectively cover what the

9 SeeNoticeRequesting Comments on the Postal Service FY 2022 Annual Performance Report and FY 2023 Annual Performance Plan, January
11, 2023 (Order No. 6407). Initial and reply comment deadlines were established as March 15, 2023, and March 29, 20i®8|y ek
No. 6407 at 3.

1039 U.S.C. § 3653(a). Additionally, the Commission is required to appoint an officer of the Commission who shall repieteesth®f the
public.ld.; see39 U.S.C. § 505.
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#1711 1 EOOET1T AAOAOI ET AO O1 AA Al APPOI POEAOA OE
costs.See39 U.S.C. § 3633(a).

For nonpostal services in effect during the fiscal year undeeview, the Postal Service must
demonstrate compliance with the applicable provisions of chapter 37 of Title 39 of the
United States CodeSee39 U.S.C. §705(e)(2). For agreements with an agency of any State
government, local government, or tribal goverment to provide property or nonpostal
services to the public on behalf of such agencies for namommercial purposes entered into
under 39 U.S.C. 8703, the Postal Service must include costs, revenues, rates, and quality of
service for each agreement or dostantially similar set of agreements. 39J.S.C.
goxmuj AQj pqs8 &1 O OEA 01 OOAT 3AOOEAASO DPOI COAI
to other Government agencies within the meaning of 39 U.S.C. § #11he Postal Service

must include costs, revenuesrates, and quality of service for the program as a whole
established under 39 U.S.C.304. 39 U.S.C. 3705(a)(1).

D. Accepted Analytical Principles

By regulation, in developing periodic reports such as the ACR, the Postal Service must use
only accepted aalytical principles. See39 C.F.R. 8§ 3050.10. Accepted analytical principles
refer to economic, mathematical, or statistical theories, precepts, or assumptions that were
applied by the Commission in its most recent ACD, unless different analytical printag

were subsequently accepted by the Commission in a final rule. 39 C.F.R. § 3050.1(a), (c). In
this proceeding, the Postal Service relies uporesenapproved methodology change$? The
Postal Service discusses the effect of methodology changes to FY 282R library

references in Library Reference USPBY229 (Roadmap Document}3

)T &9 ¢mggh OEA 032! OAOOI OAA ET OECI EEE
xEEAE EAO 1 AA O A AEODOOA 1 Cohadiytical Bricipled f@d O
this fiscal year. Specifically, the PSRA repealed former 5 U.S.8@a(d), thereby
eliminating the requirement of annual retiree health benefit (RHB) payments, including
contributions to the Postal Service Retiree HealtBenefits Fund for the normal costs of
RHBS$4 as well as unfunded amortization payments. PSRA § 102(lsge5 U.S.C. 8909a(d).
The PSRA further relieved the Postal Service of defaulted accruals for RHBSRAS 102(b);
see5 U.S.C§ 8909a.

A
A

U¢KAE NBFTSNA (G2 a9ESOdziAgS |38y 0O
map 2F ¢AGES p 2F GKS ! yAGSR {dl
'y AYRSLISYRSyid SailoftraKYSyiliosg p

GKAYy GKS YSFyAga Sechonop | Of ®/ @
RS aLJSOA T AmSn@nt dofgdrafiontayd & W9 E S O dzii /
P{d/ ® 3 mMnp®

o S>>

2Docket No. RM2024, Order on Analytical Principles Used in Periodic Reporting (Proposal Two), February 22, 2022 (Order No. 6109); Docket
No. RM20228, Order on Analytical Principleised in Periodic Reporting (Proposal Two), September 23, 2022 (Order No. 6280); Docket No.
RM20229, Order on Analytical Principles Used in Periodic Reporting (Proposal Three), September 12, 2022 (Order No. 6272); Docket No
RM202210, Order Approving Angical Principles Used in Periodic Reporting (Proposal Four), September 23, 2022 (Order No. 6279); Docket
No. RM202211, Order Approving Analytical Principles Used in Periodic Reporting (Proposal Five), October 20, 2022 (Order No. &807); Dock
No. RM202213, Order on Analytical Principles Used in Periodic Reporting (Proposal Six), November 3, 2022 (Order No. 6322).

13 ibrary Reference USFS22p> 5 SOSY 06 SNJ H dRY22p nwa B R ¥R EJ&DSKAoadn4gplDbcurdent).

14Normal costs representtheINBE & Sy i @ f dz8 2F GKS S&adAYFGSR wl . a | ibesRyoee2di 6t S G2 | O
Financial Analysest 7 n.9 (citingJnited States Postal Service, 2021 Report on Fori{, NMovember 10, 2021, at 39)
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In Docket No.RM2023-1, the Commission outlined the accepted analytical principles
governing the treatment of the PSRAelated changes described abov®. As it relates to

2(" AiTOOEUAOETT AT A 1101 Al AT QfeceptedOEA #1011 EO
analytical principles dictate the treatment of costs incurred by the Postal Service, and do A
ITTO0 OANOEOA OEA ET AI OOEIT 1T &£ AT OO0 OEAO AOA 1

under the accepted methodology, there are no amortization and normal costs to account
fornOEA 07T OOAI 3AOOEAA2O &BEST AT AEAT OADPI OOET ¢ A&I

In the FY 2022 ACR, the Postal Service did not include or attribute the RHB normal costs,

consistent with the direction set forth by the Commission in Order No. 6363 and the

current accepted analyical principles in effect at the time of filing. The Commission

acknowledges thatthe absence of attributable RHB normal costs has observable effects on

figures reported by the Postal Service in the FY 2022 ACR when compared to prior years

when the PostalService incurred and attributed such cost$? Specifically, the absence of

attributable RHB normal costs due to the PSRA impacted produlgtvel cost coverage as

xAl 1T AO OEA AOI EAAA AT OO AAI AOI AGETT O xEEAE £
systemof workshare discounts.

The Commission encouraged interested parties to file a petition to initiate a change in

AT A1 UOEAAI DPOET AEPI AO DPDOOOOAT O Ol ow #8&828 b
CommissionOAT U 11 A AEZAZAOAT O tddiwhkn the Odathdnt of RHBET AEDIT A
normal costs. Order No. 6363 at 11. As a result, a coalition of mailer associations filed such

a petition 18 which the Commission considered in Docket No. RM202R SeeOrder No.

pton8 4EA #1011 EOOET 1 &o6k plach éacArrently with i@ EnBlys®iA OE OE T 1
the Annual Compliance Review docket. In Order N6464, the Commission rejected the

petition to include and attribute RHB normal costs in FY 2022 and determined that the

current analytical principles that apply to RHB benefits normal costs should not be

changed?!® To the extent that commenters discuss concerns related to this treatment of

RHB normal costs in the FY 2022 cost data, the Commission notes that those comments fall

15Docket No. RM2023, Order @anting Petition, in Part, for Reconsideration, December 9, 2022, at 10 (Order No. 6363).

%0rderNo6363at10.a AdG NBtFGSa G2 GKS t{w!Qa FT2NHAQGSySaa 2F RSTFldA GSR | OONX
principles dictate thathis reallocation be treated in the same manner as Cost Segment 18, Component 203 was during the FY 2021 ACD. This
GNBIFGYSyld ¢2dz R NBadzZ i Ay AyOfdRAYyIda&S bPpcdd o6AffA2y a4 2FFaSadday3

17 The accepted analytical principlefori G NA 6 dzi Ay 3 wl . y2N¥If Oz2aia O2yaraida 2F a4l LILX eAy3 i
KSIftGK 0SySTAG y2N¥If O02ada Ay GKS al YS-1addRN2A2RIOkd2nDEnyingReqRestfas OG | 6 2 NJ
Reconsiderion and Notice of Proposed Rulemaking on Analytical Principles Used in Periodic Reporting (NPPC et al. Proposal @r2&), Januar

2023, at 17 (Order No. 6430). Using this methodology, a portion of RHB normal costs were attributed to products in priGrgeaNo. 6430

FG mTd 1 26SOSNE GKS | OOSLIGSR Fyrt&@GAOlt LINARYOA LI Sating dosisas aicsiliog dzZRS | £ 7
that attributed RHB normal costs cannot exceletlat 19. Due to the PSRA, there areRidB accounting costs in FY 2022, and thus there are

no RHB normal costs that can be attributed in FY 2022 due to the additional limiting priltCipte23.

8 Docket Nos. RM2028 and RM2023, Motion for Reconsideration or, in the Alternative, Petittorinitiate a Proceeding Regarding the
Appropriate Analytical Principle for Retiree Health Benefit Normal Costs, December 19, 2022.

19 SeeDocket No. RM2023, Order Rejecting Proposed Changes to Accepted Analytical Principles (NPPC et al. Bng)ddatch27, 2023

(Order No6464). The Commission separately addressed a proposal to change the accepted analytical principle regarding the treatment of the
t{w! Qad F2NBAJSY S &SeeDdcket MoOSRIM2GLA. Tih§ RommiSsidiNaigrdved @edime change as part of Order N§459
SeeDocket No. RM2023, Order on Analytical Principles Used in Periodic Reporting (Proposal Sdaect) 17, 2023 (Order Ndb459).
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outside the scope of this proceedingrad? to the extent they were also raised in Docket No.
RM2023-3? were addressed as part of that proceeding

To the extent that any commenters argue that certain events occurring in FY 2022 could
frustrate the meaningfulness of comparing FY 2022 data withrpor years,2! the

Commission observes that 39 U.S.C. 88 3652 and 3653 do not require the Commission to
complete yearover-year comparisons or analysis of historical trends as part of the ACD.
AAE UAAOGO ! #2 DOAOAT OO0 A A Odnd dssAndurrédAnAtiatA A O
fiscal year, as calculated using the accepted analytical principles. Changes from one year to
the next reflect the effects of many factors such as demand, input prices, operational
changes, and legal obligations, in addition tchanges in accepted analytical principles.
Identifying factors that may have had a substantial impact can assist with interpreting the
changes between years, but it is not necessary to adjust for such effects for prior years to
be comparable. In additionjn Order N0.6464, the Commission found that maintaining the
current accepted analytical principles with regard to the treatment of RHB normal costs
allowed for more accurate comparison of yeapver-year cost data. Order Nd6464 at 37.

(@}
m)

With respect to any arguments that failing to attribute RHB normal costs creates systemic
issues that could frustrate the achievement of the objectives of the Market Dominant
ratemaking system set forth in 39 U.S.C.322(b) or that the Commission must declingo
make compliance decisions enforcing the regulations set forth by that systeththe
Commission observes that consideration of systemic changes is also outside the scope of
Annual Compliance Review dockets and is instead to be considered via a Rulemgkin
proceeding?3 Therefore, the Commission declines to make any systemic changes to its
regulations in any Annual Compliance Review proceeding and is obligated to make
compliance decisions warranted by the regulations and the accepted analytical principles.
Instead, the Commission remains committed to conducting a review of the Market

Dg5ee,eghtt/ /2YYSyia i o 6awSIANBS SORFRVAKE OAYidTR2FA LRAVLINA 2 8ISINI NJIA 23 %
Policy Council] estimates that any cost figgriacluding unit costs and costs avoided by worksharirigat is based on attributable labor costs

Ad dzy RSNBRGFGSRZ LISNKDId@t30e ok GYdzOR2F 21t RBENDEKEHe GKS /2YYAadaA2y &K2
any Postal Service claims of cost reductions. To the extent that reported costs are lower than in past year[s] becaeselosibe of RHB

normal costs, suUNSE RdzOSR O02&i Aa Ol dz&aASR ySAGKSNI o6& 2LISNIGA2yLFE RSOAaAAZ2YyE y2N
t2adlf {SNBAOSQa SEOfdzaAA2Y 2F FGGdNROdzil 6t S NBGANBS Kpfesehtédithed SY STAG 06

C,HAHH !/ w gAff NBadZ G Ay dzyRSNEGIFGSR O02ad | @2ARIyOSondnenishaty7l 1Sa FyRS
06! f 1K2dzaK G(KS tw/ KF& OOSLIISR wwl . y2N¥YIf Oak#ds8 KENBSINBVWIIAOBRILKP:
tw/ Qa O2YLXAFyOS FAYRAYIA Ay AlGa !lyydZdE /2YLEALYyOS b5SQiligneatylt GAzy 6!/
I OONHzS wl . b2NX¥If /2&80a KFa LINPRIdzZOSR RAAG2NIAY3 STFSOGA Ay YSI &adaNBR

AGeeegr bt t/ [/ 2YYSRKY(RE22 AGRna corapardbie $ previous ACRs because of the omission of retiree health benefit

Y2NXYIFE O2aiacndB8i0d

2Seepg,t AliySe . 26Sa /2YYSyida i o 6a¢KS &8alGSY!Il (codh adnde BuStaigdtieSYSy it 2F C
STFAOASYOe 202S00GA0Sa 27F (SkSals®diPPT Cdmindnts 2ty argaity Nt hecdudehe dobifald X ©¢ 0 @
understated, the Commission should decline to follow the regulations set forth in 39 GR&3&283 and 3030.284yostCom Comments at

H O0FNBdZAY3 al3IFAyad O2yiAydzSR | LI AOI GO2YLBFAl KENERRNRRADEB ¢ G 52 BIEIST
§3030.222).

23 Additionally, two petitions for rulemaking remain pending before the Commission that seek revisions to the regulationsgdkierMarket
Dominant ratemaking system to reflect the enactment of the PSRA. Docket No. REI2B&ftion for Rulemaking of ¢hAssociation for Postal
Commerce and Alliance of Nonprofit Mailers, April 11, 2022; Docket No. RM2E22ition for Post egislation Review of the System for
Regulating MarkeDominant Rates and Classes, April 11, 2022.
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Dominant ratemaking system 5 years after the date of its enactme#t.The modified
Market Dominant ratemaking system took effect on January 14, 2021 Therefore, the
Commissim plans to initiate the Syear review in early Calendar Year (CY) 2028.

Moreover, in connection with the Consolidated Appropriations Act, 2022 (the

Appropriations Act), the Commission prepared thdReport on Rate Increases for Market

Dominant Productswhich it published on Decembe®, 202227 As part of the

Appropriations Act making appropriations to the Commission for its FY 2022 budget, the

(1T OO6A #1111 EOOAA 11 1 DPOT POEAOGETT O j OEA #1111 EO
size and timing of the [F OOA1 3 AOOEAABO ' OCOOO c¢ngpyY OAOA E
products] and that the [Postal Accountability and Enhancement Act of 2006 (PAEA)]

process did not account for the impact of the pandemic, including factors such as higher

package revenuesand i AOCAT AU A&O1T AET C POl ORITAeA O1T OEA £ (
#1 11T EOOET1T Ai 1Al OAAA OEAO OOEA OEUA AT A OEI EIT
consistent with applicable law and show the modified ratemaking system was working as

ET OAT AAA O1 AAAOAOO OPAAEALAEA AOEOAiBGIredt £ OEA 0
AT 10071186 ¢mgg -AOEAO $TITETATO 2A0A )T AOAAOGA
#1 11T EOOAAR OEA #1111 EOCOEIT OAT 1 OEAAOCAA OEA EI D
package revenues and emergency funding provided by the [Coronavirus Aid, Relefd

Economic Security] Act) on the modified ratemaking system and rate increases and found it

did not alter its findings that the initial ratemaking system failed and the modified system

EO T AAAOOGAOU OI AAEEAGA OEA OOAOOOT OU T AEAAOQE

E. Organizationof the FY 2022 ACD

In Chapter Il, the Commission evaluates the workshare discounts for Market Dominant

products to determine compliance with applicable statutory and regulatory requirements.

See39 U.S.C. § 3622(e); 39 C.F.R. pt. 3030, subpt. J. Chalpteicuses on other compliance
EOOOAO OAI AGAA O1 - AOEAO s$i 1 ET Al-domper@dtodyOAOOSE O
classes and products and Market Dominant nonpostal services. Chapter IV covers

compliance issues related to the rates and fees of Competé products, as well as

24 Docket No. RM20%3, Order Adoping Final Rules for the System of Regulating Rates and Classes for Market Dominant Products, November

onX HAHNE G HeT O6hNRSNIb2d prtcol 04! GK2NRdAzZAK | yR AagsasstAeK § Fdzf NB DA S«
impact of the clanges to the Market Dominant ratemaking system. An abbreviated review period would not provide the Commission with

AdzZF FAOASY Ul RIEGE G2 S@Ffdd 6S GKS FAYEFf Nz $a Ay 2 LISMICémnission 002 dzy i ¥F:
further indicated, as needed to address anomalies, the Commission may undertake isolated rulemaking proceedings soopescheduied

5-year timeframe. Order No. 5763 at 20, 83, 93, 117,232

25 System for Regulating Market Dominant Rates and Clzsifns, 85 Fed. Reg. 81,124 (Dec. 15, 2020) (codified at 39 C.F.R. pts. 3030, 3040,
3045, 3050, 3055).

%635ech NRSNI b2d ptco i HcT 6060¢B8KS /2YYA&daArAz2y AyiSyRa WpsgoBtoNBE | FGSNI A
STFSOlde v o

27 Postal Regulatory Commissidreport on Rate Increases for Market Dominant Prodiesember 9, 2022 (2022 Market Dominant Rate

Increase Report), available latps://www.prc.gov/docs/123/123720/Rate%20Increases%20for%ZMP0Products. pdf

28H.R. Rep. d&l 11779, at 100 (2021). The Joint Explanatory Statement accompanying the Appropriations Act directs the Commission to consult
with stakeholders for its report on Market Dominant products. 168 Cong. Rec. H1709 (daily ed. Mar. 9, 2022) (explaratcayt Stabmitted

by Rep. Rosa L. DeLauro, Chair of the House Committee on Appropriations, regarding the House amendment to the Senatet éodriklmen

2471, Consolidated Appropriations Act, 2022).
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Competitive nonpostal services. In Chapter V, the Commission discusses service
performance, customer access, and customer satisfaction.

There are four appendices to this AC[Appendix A contains Commission directives in this

ACD Appendix B contains a list of the initial and reply comments filed in this proceeding

and the citations to these filings, organized by commenter. Appendix C contains a list of

#1 11T EOOETT )1 & Oi AGETT 2ANOAOGOO j #)2a®h #EAEO
0T OOAIT 3AOOEAABO OAOPI T OAO O OEA ET & Oi AGET 1
organized in numerical order. Appendix D contains an index of acronyms and abbreviations

used in this ACD.

In prior ACDs, the Commission has separately anaba and discussed the significant

challenges facing the Postal Service associated with the processing and delivery of flat

shaped mailpieces in a coseffective manner?® As part of the PSRA, Congress required the
Commission to investigate and study the inE£E AEAT AEAO ET OEA o1 OOAI
operations. SeePSRA § 206(a)(1)On July 14, 2022, the Commission initiated its study

concerning Flats operations (Flat8 OOAUQ ET 1 OAAO Oi OAT i POAEAT O
of inefficiencies in the coIIectign,O'[ OOEI ¢ch OOAI OE)'I' OOAOQEI I h Al A AA
OEA #1111 EOOCET1T O ONOAT OEAU OEA AEAEAAOO 1T A& OI

capacity, and operational inefficiencies of the Postal Service on the direct and indirect costs

ofthe PostaB3 AOOEAA OEAO AOAXABAOOERICIOBRAORT 106 0&&ADOB G
submitted no later than April 6, 2023.SeePSRA § 206(a)(3). As a result of the Flats Study,

the Commission will not provide a separate chapter related that-shaped mailpieces in this

ACD.

F. Procedural History

On December 29, 2022, the Postal Service filed its FY 2022 ACR, covering the period from

October 1, 2021, through September 30, 2028eeFY 2022 ACR. The ACR includes an

extensive narrative and a subsntial amount of detailed public and nonpublic 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 608 4EA 1 EAOAOU OAEAOAT AAO A1 O ETA
to the FY 2022 ACR, which contains a brief description of each library reference, a

summary of material changes in methodimgy, and a discussion of obsolescence in

accordance with 39 C.F.R. 8§ 3050.18eeRoadmap Documentsupra, n13.

2% See, e.gDocket No. ACR202Annual Compliance Determinaii March 29, 2022, at 2287 (FY 2021 ACDpocket No. ACR202@nnual
Compliance DeterminatiopiMarch 29, 2021, at 2362 (FY 2020 ACD)

30Docket No. SS2022, Notice Initiating Proceeding for Flats Operations Study, July 14, 2022 (quating PSRAZ06(a)(1)(A)(@)(1)(B)).
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The Postal Service concurrently filed its FY 202&nnual Reportand FY 2022
Comprehensive Statement on Postal Service Operataangart of Library Reference USPS
FY22-17 to the FY 2022 ACRt

On January 3, 2023, the Commission issued an order establishing Docket No. ACR2022 to
consider the ACR, appointing a Public Representative to represent the interests of the
general public, and establismg January 31, 2023, and February 14, 2023, as the deadlines
for comments and reply comments, respectivel§?

G. Confidentiality

Commission rules require the Postal Service, when it files ngoublic materials with the
Commission, to concomitantly file an apptation for non-public treatment. 39 C.F.R.
83011.200(a). The application for nonpublic treatment must clearly identify all non

public materials and fulfill the burden of persuasion that the materials should be withheld
from the public.ld. 8 3011.201.The FY 2022 ACR includes such an application with respect
to certain Competitive and international Market Dominant products. FY 2022 ACR,
Attachment 2.

On January 132023, United Parcel Service, Inc. (UPS) filed a motion for access tonon
publicET A1 Of ACETT A£AEI AA AO b ARDHE Cinvbissbk dvaluatedd O
OEA 01 OOAI 3 AOOEAAGO OAODPI T OA A1 A OI OEI A

H. Requests for Additional Information

Two CIRs andifteen CHIRs were issued with respect to the ACROm January 3, 2023, to
March 28, 2023.See generallppendix C. The Postal Service responded to the CIRs and
CHIRs, often filing supplemental information in support of the responsés.In response to
CHIR No. 16, the Postal Service filechaotion for reconsideration requesting that the
Commission reconsider the scope of question 2 of CHIR No.3¢@his Postal Service
Motion is pending before the Commission.

Al 3 A
OAIl U

31Library Reference USFES22uT 2 5SOSYOSNI HpE HAnHHI FTAE S FE0a2inmmal Regiytdzl £ wSLR NI (2 / 2

32 Notice of Postal Service's Filing of Annual Compliance Report and Request for Public Comments, 2028(@&ler No. 6396). On

Wl ydzt NBE MMI HnHoX GKS /2YYAdaaAzy SadlofA&aKSR aSLI NI (SepdtzFYYSy i RS Rf )
2022 Repoitand FY 2023 annual performance pl&iY 2023 PlanDrder No. 6407 at 3, 4.

B YAGSR tFNOSt { SNBAOSI Ly @daliciVatarialsiUndeyProtetijedz8rilitiohsy Anuani®, 8623 atd.2 b2y

34 Order Granting Motion for Access, in Part, January 18, 2023 (Order No. 6417) (granting accegauitiadibrary refeences for which UPS

represented that the Postal Service authorized UPS to represent as uncontested); Order Granting Motion for Access, JaaaariQz8er

No. 6429) (granting access to remaining parlic library referencesyeeUnited States Postdl S NIBA OS wSalLl2yasS G2 | yAiSR tl
Motion Requesting Access to N&blic Materials Under Protective Conditions, January 20, 2023.

BSeegenerallydld 2 AGK NBALISOG G2 GKS tz2adlt { SNBA OSQtonfor®ddnidoydf@medo2 /| Lw b2d
respond to question 9, including a request to reduce the scope of the question. Motion for Extension of Time to ResponB antie|f

wSO2YAARSNI A2y 2F vdzSadazy ¢ 27T / KI A NMeCprndissian Grargedliid niothod, grovidisglittdzS & G b 2 @
Postal Service with additional time to respond and narrowing the scope of CHIR No. 10, question 9. Order Granting Matemsfon of

Time to Respond and for Partial Reconsideration of Question 9 di®hkiy Qa LY F2NX I A2y wSljdzSaid b2d mnI CSoN

B YAGSR {dFrGSa tz2adlrt {SNWBAOS a2i(rz2zy F2NI wSO2yaARSNI (Apbsfal 2F vdzSadAzy
Service Motion).
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The National Postal Policy Council (NPPC), the Association for Postal Commerce (PostCom),
the Major Mailers Association (MMA), the National Association of Presort Mailers (NAPM),
and N/MA z The News/Media Alliance (N/MA) (collectively, NPP@t al) filed amotion for
issuance of an information request on January 18, 2023, with questions they stated were

ET OAT AAA OO1 bDOT OEAA AAOGA TAAAOOAOU Al ® Al
The Postal Service opposed all requested questions and urged th@n@nission to reject the
NPPCet al.Motion.38 The Commission denied the motion, finding that the information

sought by NPP@t al.was premature at this time and would not have been of material
assistance to the Commissiop?

>\
p2!

On January 19, 2023, Steve ldans filed a motion for issuance of information requests with
NOAOOGET 1O EA OOAOAA Ox1 O1 A AA AAT AEEAEAT O1 O
01T OOA1T 3AOOEAASO Aii bl EAT AA xEOE OEA DPOI OEOEI
regulations regardng Customer Access to Postal Services as set forth in 39 C.F.R.

80 L L & dhe dstal Service opposed four of the proposed questions and urged the

Commission to decline to issue proposed questions 7 through ¥0The Commission

partially granted the Hutkins Motion; CHIR No. 8 was issued containing proposed questions

7 through 9 with some rephasing?2 The Commission rejected issuing proposed question 10

because it was not appropriate for an Annual Compliance Review proceeding, given that

the Hutkins Motion did not demonstrate how proposed question 10 related to FY 2022

compliance. Order No. 6432 at-4.0.

37 Motion for Issuance of ChairgaQa LY F2NYF GA 2y wSlj dzS a étal.Matlonf.dz- NB My S HnHoZX G M obtt/
BwSalLlRyasS 2F (KS ! yAGSR {GridsSa t2adlt {SNWAOS Ay hLlLIageN.GA2y (G2 al Af ¢
3% Order Denying Motion for Information Request, dary 27, 2023, at-@ (Order No. 6431).

40 Motion for Issuance of Information Request, January 19, 2023, at 1 (Hutkins Motion).

“wSalLlyasS 2F (KS !yAUGSR {GridSa t2adlt {SNWAOS Ay hLlLlRayROj20Zy (2 {GSO¢

2R NRSNJ DN} yGAy3a Ay tFNI FyR 5Sy@Ay3 Ay tIFNI {GS@S | dBOMsfER az2iAz2y T2
6432); ElIRNo. 8, questions-B (incorporating proposed questions 7 through 9). With respect to tp@sed questions-8, which the Postal

Service did not explicitly oppose, the thrust of the proposed questions was incorporated (with adjustments to phrasimgrendftissuance,

as proportional to the needs of Docket No. ACR2022) within multipledinesjuiry pursued via CHIR%eeOrder No. 6432t 2-3 n.3;see also

CHIR No. 6, questions 6.b., 9 (incorporating proposed question 5 and inquiry related to proposed question 6); CHIRgorati(igc

proposed questions 1 through 3); Revised CHIR No. 10, question 24 (incorporating further inquiry related to progstsaul @)y Docket No.

'/ wWHAHME [ KFEANNVIEYQE LYF2N¥VIGA2Y wSljdzSad b2¢d opX CSONMoBnME mMnYX HAHOZ |
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CHAPTER MARKET DOMINANT
PRODUCTS: PRICING REQUIREMENTS

A. Introduction

The system for regulating rates and classes for Market Dominant products was modified in
FY 2021 as new regulations went into effect on January 14, 2021, which included new rate
authority mechanisms and new requirements for workshare discountsSee generdy Order
No. 5763.Chapter Il discusses the claskevel price cap and workshare discounts.

B. The Clas$.evel Price Cap

The Commission approved one price adjustment that went into effect during FY 2022,
which complied with all rate authority provisions, in acordance with 39 C.F.R. part 3030,
subparts C, D, E, and 6.

C. Workshare Discounts

Workshare discounts provide reduced prices for mail that is prepared or entered in a
manner that avoids certain activities the Postal Service would otherwise have to perform
such as presorting, barcoding, handling, or transportation and relieves the Postal Service of
the cost of performing those activities. These workshare discounts are based on the
avoided costs that result from the mailer performing the activity instead oftte Postal

Service.

A passthrough represents the relationship between the amount of the workshare discount
and the avoided cost, calculated by dividing the workshare discount by its avoided cost and
expressing the result as a percentagé.When a worksharediscount equals avoided cost,

the passthrough is 100 percent. If a workshare discount is less than the avoided cost, then
the passthrough is below 100 percent. Conversely, if a workshare discount is greater than
the avoided cost, then the passthrough isbeve 100 percent.

43 SeeDocket No. R2022, Order on Price Adjustments for Fi3lass Mail, USPS Marketing Mail, &didals, Package Services, and Special
Services Products and Related Mail Classification Changes, May 27, 2022 (Order No. 6188)

4“4 For example, if the Postal Service offers a discount of $0.020 for mailers to apply a barcode to their mail, and thigyteioadithe Postal

Service to avoid $0.022 in cost, then the worksharing passthrough is calculated as $0.02/$0.022 = 0.909 or a passtOrOymgrcdre.

2 2N)] aKI N5 RNBZRAR a2 NBK& ySIHNBad (K2dzl yiedicest was\inreundeéd; anditbte 6 KAt S KA & G2 N
LI 880 KNRdzZAK LISNOSy il 38 4| SecHotket iy RM2&L3, (Revisad KiGice6fPropaBed Rulednakiyigl Bedember 5,

2019, at 205 (Order No. 5337). However, the Commission has determined, to improvearansititat the workshare discount and the

avoided cost should be rounded to the same number of decimal places. Thus, both the workshare discount and the avolimddbst s

rounded to three decimal placebd, the nearest thousandth or $0.001). Thespthrough (expressed as a percentage) should continue to be

rounded to one decimal place.
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AEARA #1171 EOOEI 180 OACOlI AGET T O -Eohf@mityhoriaiaeA OAT O
discounts that must be complied with in each rate adjustment proceeding. First, based on
the avoided costs established in the most recent ACD, workshatescounts set above

avoided costs cannot be increased, workshare discounts set below avoided costs cannot be
decreased, and workshare discounts with 100 percent passthroughs cannot be changed.

39 C.F.R. 8 3030.282. Additionally, workshare discounts cannuo¢ set above or below their
avoided costs in a rate adjustment proceeding unless a specific exemption applies88
3030.283, 3030.284. One such exception is that a workshare discount set below its avoided
cost is permitted if it has a passthrough of deast 85 percent.Id. 8 3030.284(e). The
remaining exceptions related to workshare discounts set above and below their avoided
costs are discussed in more detail below.

Workshare discounts are primarily regulated through rate adjustmenproceedings, and

only workshare discounts consistent with the regulations are approved by the Commission

and permitted to go into effect*> However, because changes in avoided costs are calculated

for each fiscal year in the ACR proceeding, the Commissiaiso analyzes workshare
AEOAT O1 0086 AT 1 OEOOAT AU xEOE OEA OAcCOI AGETTO A

1. Workshare Discount Data Used in Report

The Commission determines workshare discount compliance by identifying which
workshare discounts had passthroughs that eitheexceeded 100 percent or fell below 85
percent. Order No. 5337 at 207; Order No. 5763 at 199. In addition, the Commission
identifies those workshare discounts that were equal to their avoided costs. Order No.
5337 at 207; Order No. 5763 at 199. Nenompliant workshare discounts must be brought
into compliance in the next rate adjustment proceeding, while workshare discounts that
are equal to avoided costs cannot be altered amy rate adjustment proceeding until
updated avoided costs are filedSeeOrder No. 5337 at 207; Order No. 5763 at 199.
Accordingly, the sections below identify the workshare discounts with passthroughs that
equaled 100 percent, exceeded 100 percent, or were below 85 percent in FY 2022.

Section 3653(b)(1) of Title 39 requires the Commasion to base its determination on the

OAOAOG AT A EAAO OET AEEAAOS AOOEI C &9 ¢mcg8 4E
x| OEOEAOA AEOAI O1 666 Aii bl EATAA AAGAA 11 OEA
regardless of whether other prices werealso in effect at other points during the fiscal

year A6

4 See, e.gQrder No. 6188 at 2 (approving workshare discounts proposed by the Postal Service as consistent with applicable regulations).

46 See, e.gFY 2021 ACD 46-16; FY 2020 ACD at 12; Docket No. ACR20it®ial Compliance Determinatiodarch 25, 2020, at 13 (FY 2019
ACD); Docket No. ACR20A8nual Compliance Determinatiofpril 12, 2019, at 13 (FY 2018 ACD); Docket No. ACR2iLial Compliance
Determination March 29, 2018, at 15 (FY 2017 ACD); Docket No. ACR201&) Compliance DeterminatioMarch 28, 2017, at 10 (FY 2016
ACD)Docket No. ACR201Annual Compliance DeterminatioMarch 28, 2016, at 1Y 2015 AQD
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The endof-year prices in effect in FY 2022 were the prices approved in Docket No. R2022
1. Therefore, consistent with its longstanding practice, the Commission evaluates
workshare discounts for @mpliance using the Docket No. R2022 prices in conjunction

with the FY 2022 avoided costs.

Several commenters express concerns with the costs used to calculate FY 2022
passthroughs, including the exclusion of RHB normal costs in FY 2022,

NPPCstate® EAO Ofr EYZL OEAOA A1 060

x AOA AOOOEAOGOAA A

years, approximately $2.6 billion more costs would be attributed across products than the
FY2022 ACRA DT OO C®mdment®dd 3 According to NPPC, the exclusion of such costs

AAOOAA OEA OAT OO0 AOI EAAA AU

x] OEOEAOET ¢chdo AI

AO | OAE AOd;)pceclAOAABOBD .00#60 OEAxh OEEO OAOO
DAOOOE Ad. 4 g &6&idad 5-10. Thus, NPPC recommends that the Commissinot

make a finding of noncompliance for discounts that exceed 100 percent by up to 7 percent,

nor should it make a finding of compliance for discounts within 5 to 7 percentage points of

the 85 percent passthrough minimum in 39 C.F.R.330.284(e).|d. at 6; see39 C.F.R.

§3030.284(e).

Other commenters take comparable positions by arguing that the exclusion of RHB normal
costs distorts passthroughs, leading to inaccurate workshare discount compliance findings
or frustrating efficiency objectives#8 In addition, NPPC and NAPM note that passthrough
data reflecting the inclusion of RHB normal costs should be fileBeeNAPM Comments at 8;

NPPC Comments at 10.

The Commission acknowledges that excluding RHB normal costs from the costs used to

calculate passthroughs affects passthrough levelslowever, as discussed in Chapter I, the

Postal Service properly followed the accepted analytical principles in effect at the time of

filing its FY 2022 ACR by excludin@HB normal costs from the costs usei calculate
passthroughs.SeeChapter I,supra.Comments that discuss the treatment of these costs fall

I OOOEAA OEA OATPA T &£# OEEO DPOT AAAAET ¢C8 4EA #i11i
passthrough compliance or norcompliance will adhere to the requrements of 39 U.S.C.

83622(e) and 39 C.F.R. part 3030, subpartSee generall89 U.S.C. § 3622(e); 39 C.F.R. pt.

3030, subpt. J.

47 See generallPostConComments at B; N/MA Comments at 6; NAPM Comments 40 11; NPPC Comments at ?; Pitney Bowes

Comments at 3.

48 See, e.gPitney Bowes Comments at 3; PostCom Comments3aNAPM Comments at 9; N/MA Comments at 6.
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2.  Workshare Discounts with 100 Percent
Passthroughs

To prohibit the Postal Service from making workshare discounts more irigcient in rate
adjustment proceedings, 39 C.F.R. 8§ 3030.282(a) requires that workshare discounts that
are set equal to their avoided costs and with passthroughs of 100 percent cannot be
changed in a rate adjustment proceeding prior to the issuance of tmext ACD.

There were three workshare discounts with passthroughs equal to 100 percent in FY 2022,
of which one was within FirstClass Mail and two were within USPS Marketing Mail. Table
II-1 identifies the applicable discount, avoided cost, and passthrgh for each of the three
workshare discounts equal to their avoided costs.

Table 11
FY 202 Workshare Discounts with 100 Percent Passthroughs

Type of Worksharing Discount Avoided Cost Passthrough
FirstClass Mail Presorted Letters Presorting($/piece)
Automation AADC Letters $0.024 $0.024 100.0%
USPS Marketing Mail Commercial & Nonprofit Letters Barcoding ($/piece)
Automation Mixed AADC Letters $0.006 $0.006 100.0%
USPS Marketing Mail Commercial & Nonprofit Flats Presorting($/piece)
Nonrautomation 3Digit Flats $0.064 $0.064 100.0%

Note: AADC refers to automated area distribution center.

Although NPPC suggests thalhe automated area distribution center (AADC) passthrough,
like other passthroughs in FY 2022, i;flated because of the exclusion of RHB costsas

the Commission has already discussed, this exclusion is consistent with accepted analytical
principles. See supr&hapter I.

In anyrate adjustment proceedindpefore the FY 2023 avoided costs are fil¢ie Postal
Service cannothangethe workshare dscounts identified in Table L consistent with
39 C.F.R. § 3030.282(a).

49 SeeNPPC Comments at 7.
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3.  Workshare Discounts with Passthroughs that
Exceed 100 Percent

In rate adjustment proceedings, a proposed workshare discount that exceeds its avoided
cost is only permissible if a listed exception applies. 39 C.F.R. § 3030.283(a). These
exceptions include: (1) the proposed workshare discount is associated with a nevogtal
service, a change to an existing postal service, or a new workshare initiative; (2) the
proposed workshare discount is a minimum of 20 percent less than the existing workshare
discount; and (3) the proposed workshare discount is provided in connectiowith a
subclass of mail, consisting exclusively of mail matter of educational, cultural, scientific, or
informational (ECSI) valueld. 8 3030.283(b), (c), (e). In order for the ECSI exception to
apply, the Postal Service must provide additional suppomig information with its rate
adjustment filing. Id. § 3030.285(c). In addition, a workshare discount that exceeds avoided
cost will be permitted if the Commission has granted a waiver of the application of 39 C.F.R.
§ 3030.283 pursuant to 39 C.F.R. 8§ 30286. Id. 8 3030.283(d). For a workshare discount
that exceeds avoided cost, the application for waiver will be granted only if at least one
provision appearing in 39 U.S.C. § 3622(e)(2)(A) through (e)(2)(D) or 39 U.S.C.
§3622(e)(3)(A) through (e)(3)(B) applies.Id. § 3030.286(f). Such provisions consider,
among other things, preventing a loss of volume and reduction in contribution, phasing out
discounts over time to mitigate rate shock, and avoiding an impediment to the efficient
operation of the Postal $rvice. The Commission notes that no discounts received a waiver
and all discounts complied with the applicable regulations for purposes of Docket No.
R2022-1, the only rate adjustment proceeding in FY 2022.

In FY 2022, 21 workshare discounts exceeded tlavoided costs of the corresponding
worksharing activities. There were 6 within FirstClass Mail, 13 within USPS Marketing
Mail, and 2 within Package Services. Table2lidentifies the applicable discount, avoided
cost, and passthrough for each of thesearkshare discounts.
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Table 2
FY 2022 Workshare Discounts with Passthroughs that Exceed 100 Percent

Type of Worksharing Discount A\ggifd Passthrough

FirstClass Mail Single Piece Letters/Cards Barcoding ($/piece)

Qualified Business Re¥ail Letters $0.022 $0.021 104.8%

Qualified Business Reply Mail Cards $0.022 $0.021 104.8%
FirstClass Mail Presorted Letters Barcoding ($/piece)

Nornrautomation Nonmachinable Mixed AADC $0.166 $0.137 121.2%

Letters

Non-automation Noamachinable 2igit Letters $0.123 $0.120 102.5%

Non-automation Nonmachinable Bigit Letters $0.109 $0.107 101.9%
FirstClass Mail Flats Presorting ($/piece)

Automation 5Digit Flats $0.207 $0.206 100.5%
USPS Marketing MaLommercial & Nonprofit Letters Presorting ($/piece)

Automation AADC Letters $0.021 $0.020 105.0%
ILDJ:rIZ’:eSISI’\/Iarketing Mail Nonprofit Machinable & Irregular Dropshipping ($1,000/piece & pound total)

DNDC $1,331 $875 152.1%

DSCF $302 $177 171.1%

DDU $39 $28 138.0%
g:rl:c’:zsl\/larketing Mail Commercial & Nonprofit Marketing Dropshipping ($1,000/piece & pound total)

DNDC $367 $244 150.0%

DSCF $1,889 $1,127 167.6%

DDU $2,198 $1,490 147.5%
USPS Marketing Mail Nonprofit Parcels Presorting ($/piece)

NDC Irregular Parcels $0.361 $0.234 154.3%

SCF Irregular Parcels $0.832 $0.511 162.8%
USPS Marketing Mail Nonprofit Parcels Barcoding ($/piece)

Mixed NDC Machinable Barcoded Parcels $0.041 $0.040 102.5%

Mixed NDGQrregular Barcoded Parcels $0.041 $0.040 102.5%
ILDJ:rIZ;:.»ISI‘\/Iarketing Mail Commercial & Nonprofit Marketing Presorting ($/piece)

SCF Marketing Parcels $0.370 $0.244 151.6%

USPS Marketing Mail Commercial & Nonprofit Marketing

Parcels Barcoding$/piece)
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Mixed NDC Barcoded Marketing Parcels $0.041 $0.040 102.5%
Package Services Media Mall Presorting ($/piece)

Basic $0.230 $0.196 117.3%
Package Services Library Mail Presorting ($/piece)

Basic $0.220 $0.196 112.2%

Note: AADC refers tautomated area distribution center. SCF refers to sectional center facility. DDU refers to destination delivery unit.
refers to destination network distribution center. DSCF refers to destination sectional center facility. NDC refers t& dittsoation
center.

The Public Representative reviews the passthroughs that exceeded 100 percent in FY 2022.
SeePR Comments at 142. The Public Representative notes that although the Postal

Service explains that cost avoidance models are calibrated to the @ffice Cost System

i)/ #3qQr#1 00 AT A 2A0AT OA 'T AT UOGEO j #2! qesAl 00
170 Al AAT OAOA AEOOOEAO AOId.&i14. ThEsAthelPdoxOOA 1T £ OEA
Representative suggests that the Commission inquire further into the reasons for the

IOCS/CRA cost fluctuationsSeed.

In addition, several commenters raise concemmabout the 100.5 percent passthrough for

First-Class Mail 5Digit Automation Flats. Both NAPM and NPPC contend that the

passthrough for this workshare discount was excessive because the exclusion of RHB

normal costs caused the passthrough of this workshardiscount to exceed 100 percent and

had those costs been included, it would have resulted in a lower passthroughPostCom

compares the FY 2022 passthrough of 100.5 percent to the FY 2021 passthrough of 84.5

percent and argues that this workshare discounis an example of the Postal Service

sending inefficient price signals. PostCom Comments at 4. It further notes that the

passthrough for this workshare discount had been set at 100 percent in both of the Postal
SAOOEAAB8O 11 OO0 OAAAIidifys and thah chandek i0 € dvlidadre D OT AA A
resulted in fluctuating passthroughsSee id

51T AAO OEA #1111 EOOGET160 & Oi O A &£ O AAI AOI AGEI
(without proportional changes in workshare discounts) necessarily will affect pagtrough

levels5! Updated avoided costs in the ACR may differ from the avoided costs used to set
workshare discounts and calculate associated passthroughs due to the timing of rate

adjustment proceedings and associated cost review. The Commission acknowged the

and atypical cost fluctuations affecting passthroughs in subsequent ACRs. Finally, as it

0SeeNt t /  / 2YYSy i a -Cldbs Mail Autbriiakiod-BiditElatd) Histount exceeds 100 percent, although the passthrough surely

wouldbeinthe migpn Qa AF +if SO2y2¥A0al022vaSHFINS | Xy @f dekRSRAYH of KSRHBR a i 2 NA O
normal costs, however, the [Fir§llass Mail Automation-Bigit Flats] passthrough surely would be well below 100%, negating the need to

NERAZOS (KS RAaO2dzyGé0® blta YAadl | SiditAutorPiesod NRSONSAT i K2 SRAGENEdZyIK & & 20vaYt
y2iSa GKS 02YYSyida NBTf SO0 -GasstMailtomatioi-Bigh FlatepgsstiirdigsReNARMd2arameritskaB9. C A N&
51See,e.d hNRSNI b2d cmyy i ¢ yor 0d¢KS abided ddostsasyisusliy dxpressddiag Spergentage NJ & K NB
OFftSR F LI &aadKNRdAKSET gKAOK Aad 3ISySNrtfte OFfOdAg FGSR 68 RAGARAYy3 (KS
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relates to comments on the exclusion of RHB normal costs, the Comnossreiterates that
this exclusion is consistent with accepted analytical principlesSee supr&hapter I.

In the next rate adjustment proceeding, the Postal Service must bring the workshare
discounts identified in Table iR into compliance with 39 C.F.R 3030.283, which could

include aligning workshare discounts with avoided costs or explaining how the workshare
discount complies with existing exceptions (including waivers granted in accordance with the
rules set forth in 39 C.F.R. § 3030.286)addiion, the workshare discounts identified in

Table IF2 cannot be increased iany rate adjustment proceeding before the FY 2023 avoided
costs are filecconsistent with 39 C.F.R3830.282(b).

4. Workshare Discounts with Passthroughs Under
85 Percent

In rate adjustment proceedings, a proposed workshare discount that is less than its
avoided cost is only permissible if a listed exception applies. 39 C.F.R. § 3030.284(a). These
exceptions include: (1) the proposed workshare discount is associated withreew postal
service, a change to an existing postal service, or a new workshare initiative; (2) the
proposed workshare discount is a minimum of 20 percent more than the existing
workshare discount; and (3) the percentage passthrough for the proposed worksha
discount is at least 85 percentld. § 3030.284(b), (c), (e). In addition, a workshare discount
that is less than its avoided cost will be permitted if the Commission has granted a waiver
of the application of 39 C.F.R. 8 3030.284 pursuant to 39 C.RR030.286.d.

§3030.284(d). For a workshare discount that is less than its avoided cost, the application
for waiver will be granted only if setting the workshare discount closer or equal to its
avoided cost would impede the efficient operation of the Patal Service or if increasing or
eliminating the workshare discount for a norcompensatory product would result in a
further increase in the rates paid by mailers not able to take advantage of the discoulut.
§3030.286(g). The Commission notes that noiscounts received a waiver and all discounts
complied with the applicable regulations for purposes of Docket No. R202P, the only rate
adjustment proceeding in FY 2022.

Because passthroughs between 85 and 100 percent are permissible, the Commission
focuses its compliance analysis on workshare discounts with passthroughs under 85
percent.In FY 2022, 39 workshare discounts had passthroughs that were less than 85
percent. There were 4 within FirstClass Mail, 12 within the Periodicals class, 19 within the
USPS Marketing Mail class, and 4 within the Package Services class. Tat8adéntifies the
applicable discount, avoided cost, and passthrough for each of the 39 workshare discounts
with passthroughs under 85 percent in FY 2022.
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FY 202 Workshare Discounts with Passthroughs Under 85 Percent

Type of Worksharing

Discount

Avoided
Cost

Passthrough

FirstClass Mail Presorted Letters/Cards

Presorting ($/piece)

Automation Mixed AADC Letters
Automation Mixed AADC Cards

79.7%
81.3%

FirstClass Mail Presorted Letters

Nonautomation Machinable Mixed AADC Letters

75.9%

FirstClass Mail Flats

Automation ADC Flats

83.1%

Periodicals Outsid&ounty Mail

Machinable Norautomation 3Digit/SCF Flats
High Density Flats

Saturation Flats

78.9%
84.6%
52.4%

Periodicals Outside County Mail

MachinableAutomation MADC Flats

82.4%

Periodicals IRCounty Mail

3-Digit Presort Flats
5-Digit Presort Flats
Carrier Route Basic Flats
HD Flats

Saturation Flats

55.6%
32.7%
49.2%
66.7%
47.6%

Periodicals IRCounty Malil

Basic Automation Flats

3-Digit Automation Flats

$0.055 $0.069
$0.013 $0.016
Barcoding ($/piece)
$0.044 $0.058
Presorting ($/piece)
$0.113 $0.136
Presorting ($/piece)
$0.045 $0.057
$0.033 $0.039
$0.022 $0.042
Barcoding ($/piece)
$0.061 $0.074
Presorting ($/piece)
$0.035 $0.063
$0.053 $0.162
$0.130 $0.264
$0.026 $0.039
$0.020 $0.042
Barcoding ($/piece)
$0.069 $0.084
$0.056 $0.073

82.1%
76.7%

Periodicals IRCounty Malil

Dropshipping ($/piece)

DDU

$0.012

$0.021

57.1%

USPS Marketing Mail Commercial & Nonprofit Letters

Presorting ($/piece)

Non-automation AADC Machinable Letters

$0.016

$0.030

53.3%

USPS Marketing Mail Commercial & Nonprofit Letters

Dropshipping ($/piece)

DNDC Letters $0.023 $0.031 74.2%
USPS Marketing Mail Nonprofit Auto & Nonauto Flats Dropshipping ($1,000/piece & pound total
DNDC $44,279 $55,690 79.5%
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USPS Marketing Mail Commercial & Nonprofit Basic Carrier Rol
Flats

Dropshipping$1,000/piece & pound total)

DNDC $23,435 $38,510 60.9%
DSCF $309,733 $432,022 71.7%
'L:JSZS Marketing Mail Commercial & Nonprofit HD/HD+/Saturati Dropshipping ($1,000/piece & pound total
DNDC $4,481 $5,708 78.5%

USPS Marketing Malonprofit Parcels Presorting ($/piece)
NDC Machinable Parcels $0.563 $0.719 78.3%
5-Digit Machinable Parcels $0.783 $0.929 84.3%

USPS Marketing Mail Commercial & Nonprofit Carrier Route
Letters

Dropshipping ($/piece)

DNDC Letters

74.2%

USPS Marketing Mail Commercial & Nonprofit Carrier Route Fla

Origin Flats on Delivery Sabntainers
DNDC Flats on Delivery Sort Containers
DSCF Flats on Delivery Sort Containers

DDU Flats on Delivery Sort Containers

$0.023 $0.031
Presorting ($/piece)
$0.022 $0.027
$0.022 $0.027
$0.022 $0.027
$0.022 $0.027

81.5%
81.5%
81.5%
81.5%

USPS Marketing Mail Commercialonprofit HD/Saturation
Letters

Presorting ($/piece)

HD Letters

$0.130

$0.741

17.5%

USPS Marketing Mail Commercial & Nonprofit HD/Saturation
Letters

Dropshipping ($/piece)

DNDC Letters

74.2%

USPS Marketing Mail Commercial & Nonprofit HD/Saturation Fl

HD Flats
Origin Flats on Delivery Sort Containers (HD)
Origin Flats on Delivery Sort Containers (HD+)

Origin Flats on Delivery Sort Containers (Saturation)

76.9%
44.4%
37.0%
25.9%

Package Services BPM Flats

Basic, Carrier Route DSCF Flats
Basic, Carrier Route DDU Flats

79.3%
70.2%

Package Services BPRarcels/IPPs

Basic, Carrier Route DSCF Parcels/IPPs
Basic, Carrier Route DDU Parcels/IPPs

$0.023 $0.031
Presorting ($/piece)

$0.070 $0.091

$0.012 $0.027

$0.010 $0.027

$0.007 $0.027
Dropshipping ($/piece)

$0.607 $0.765

$0.818 $1.165
Dropshipping ($/piece)

$0.598 $0.765

$0.815 $1.165

78.2%
70.0%

Note: AADC refers to automated area distribution center. ADC refers to area distribetiter. SCF refers to sectional center facility. MADC
refers to mixed area distribution center. DDU refers to destination delivery unit. DNDC refers to destination netwonktidistcénter. DSCF

refers to destination sectional center facility. HD referddigh Density. HD+ refers to High Density Plus. NDC refers to network distribution
center. BPM refers to Bound Printed Matter. IPPs refer to irregular parcels and pieces.
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As it relates to low workshare discount passthroughs, several commenters contetfuat the )
01T OOAIT 3AOOEAAGO x1 OEOEA®A AEOAT 01 O POEAEI C E

01T 60O6#11T OOAOAOG OEAO EO EO AT 1T AAOT AAh AAOGAA 11
1 A0OO OEAT OEA DPOAOAOEAAA wuv PAOCAAT O Al 1T 0Ohoe O
A TETEIAT 1TAOGAT 1T &£ Ali bl EAT AA86 OQsuché@wi i #1101 1A
APDDOT AAE EO OET AT 1 OEOOAT O xEOE OEA OPEOEO 1 £
Al 1T OET OA O1 AAA 161 AAOBAREDG Bi DOBAETI CBOOOEA o
continues to inappropriately favor passthroughs well below 100 percentofdvE AAA AT 0008
Id. at 5.

OEOT AU "T xAO )T A8 j0EOT AU "1 xAOGQq OOAOAOG OEAOD

x| OEOEAOA AEOAI O1 60 1 6GAO OEI A Al T OAO O pnm B
AOO AOCOAO OEAO OEA #7111 EOOG&doipdmissivela@EnGsE AOA AE
AA EOOOEAO OAZEET AA AT A OOOAT COEAT AA86 O0EOI AU

OOCAO OEA #1 i1 EOOETT O OANOEOA xi OEOEAOA AEO
I DAOAOGET 1T Al AEFEAEAT AUh AITOOMEA | BBA AGE A AXDIOD & Al
not use its authority to achieve such efficiencyd. at 2.

.10- OOCAO OOEA rxI OEOEAOAY AEOAT O1 60 O1I AA O
OAOEAO OEAT OARAAEET C xAEOAOO ~EOIT I yANPEG C Ol 806 .
OOCCAOOO OEAO OAITT xETC OEA 071 OOAI 3AO0EAA Oi
passthrough at 85 percent of avoided costs ensures that far too many discounts will, in fact,
1711 ¢c AA OAO AO ETAZEEZEAEAT O 1 AOCADOCOBEA O0DOBGAKI
Service should be required to move more urgently to set discounts at economically efficient

I AGAT1 086 . ratb. #1011 AT OO

4EA 01 OOAT 3AOOEAA AEOAGCOAAO xEOE OEA Al i1 AT O
pricing is inefficient. Postal Serice Reply Comments at-J. The Postal Service contends

OEAO EO EO 110 OANOEOAA OO OAEOA OEA x1 OEOEA

asserts that it is doing so neverthelessSee idat 3-4. For example, the Postal Service states

OEAO OfEckpadstbrbughs below 85 percent decreased substantially from the FY

¢rngp ! #2 O OEA &9 ¢mngcec !'#26 AT A OEAO OOEA 160
AAAOAAOAA DPAOAAT OACAxXxEOA EIT IdD&EAS Dwd, thdPostiad OAAA
Sevh A AOCOAO OEAO Of OYEAOA EO 11 ETAEAAOQCEIT 1 A
OOAE AO A wu PAOAAT O A1 1106 AT A OEAO OOEA poOI

requirements regarding workshare discounts is in the Syear review of the pricing OOA T 8 6

Id.at 7.

In addition, several commenters raise concerns about specific workshare discounts set
below avoided costsN/MA raises concerns about Periodicals kCounty Mail, Carrier Route
Basic Flats, because of the level of tipassthrough and the proportion of Periodicals In

52N/MA Comments at4; NPPC Comments at 1; Pitney Bowes Comment® aPtstCom Comments at53seeNAPM Comments at 102.
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County Mail that Carrier Route Basic Flats comprised N/MA contends that this pricing is
inefficient. Sedd. & OOOEAOh . 7-! OOAOAO OEAO &£ OO |/ OOOCEA/}
the 85 percent safe harb@6 AT A OEAO 11 OA PAOOOEOI OCEO x1 OI .
threshold if RHB normal costs were included in the costs used to calculate the

passthroughs.Id. at 6.

Multiple commenters express specific concern over the 85.7 percent passthrough level of
First-Class Mail Automation 8Digit Letters.>* Pitney Bowes argues that this passthrough
OOAI AET O PACCAA AO A 1 AOGAI OEAO 1 ETEI EUAO PAO

ET ACAAOA AEAEAEAT Augso O0EOT AU "1 xAO #1iel AT OO A
OEAO AT 1 OEOOAT Ol U -GlastMailaiitoniation PrésarA etter&Bigit& E O O O
DAOOOEOT OCE Al 1T OAO O pmnn PAOAAT 688886 . ! 0- #

NPPC argue that if RHB normal costs were included in the costs used to calculate
passthroughs, this passthrough would fall below the 85 percent passthrough threshold and
would be required to be increasedSeePitney Bowes Comments at 3; NAPM Comments at
9; NPPC Comments at 7.

10O EO OAT AGAO O1 AT i1 Al OAmoythe ChrhnhisidnOT O AAT OO b
acknowledged in Docket No. RM2013 that the 85 percent passthrough floor prescribed in

39 C.F.R. 8§ 3030.284(e) was less restrictive than many other workshare discount
OANOEOAI AT 6O6h AOO Agpbl AET AA O Eehdante belwedn@AAD OE |
Ei DPOT OET ¢ POEAET ¢ AEEZEAEAT AU Al BTHeOl OEAET ¢ OO0
Commission also noted that if over time, the Postal Service was not taking steps to move

workshare discounts toward 100 percent passthroughs, the Comnsgn would reconsider

the rules on workshare discounts as part of its plan to review the modified ratemaking

system in 5 yearsld. at 212-13, 267.

The Commission maintained this approach in Docket Nos. R202] R20221, and R2023
16A 00 AAAAAIdhé&ERbLal S20ieeiute the exception in 39 C.F.RR080.284(e) to
not move workshare discounts closer to 100 percent on a consistent basis, the Commission

Bpka! [/ 2YYSyida G p oadldaAay3a GKFG FfGK2dAK a.FaA0 /| NNdosNerwzdziS O02YL
Within County Basic Carrier Route passes through only...49.2 percent (measuredd§Rbe 4 1 4> 6 KA OK bka! 0S8t AS@Sa | NB
(emphasis in original; footnote omitted).

54 SeePitney Bowes Comments at 2, 3; NAPM Comments at-21102; NPPC Comments at 7. In this regard, NAPM discusse&3l&ssMail
Automation 5Digit Cards in conpction with FirstClass Mail Automation-Bigit LettersSeeNAPM Comments at 1D1.

55 Order No. 5763 at 212. The Commission determined that a balanced approach was necessary due to the newness of the regulatory
requirements related to workshare discouréss than their avoided costs and because such discounts are less detrimental to the Postal
ServiceSedd.

56 Docket No. R2022, Order on Price Adjustments for Fislass Mail, USPS Marketing Mail, Periodicals, Package Services, and Special Services

Products and Related Mail Classification Changes, July 19, 2021, at 61 (Order Na1 5987p(G oAt € A1 St & G 1S Ydz GALX S
g2dzf R 6S NBlFaz2ylofS (2 aasSaa AF od / ®CoOwd CrderMb. 6188120 55 Iechndmptedr NI W | a |
open a rulemaking proceeding @02 Yy 8 A RSNJ NBIjdzZA NAYy 3 mn-02NSKRIPEYV 2 NE & AINE RBzXHK R $2 NJ ¥ KY NB
aGFraGAay3a GKFG O2yaARSNAY I NBEGAAAZ2Y A DicRet NodR2023p Ordewah Prick Adfiistnentsofon Firktd & LINB Y I
Class Mail, USPS Marketing Malil, Periodicals, Package Services, and Special Services Products and Related Mail@iasgiéisation

b23SY0SNI HyS HAaHHI 0 om 6 h NReStdbper2adulemakingyroceédingous révies 39/CFRYparE3a30,2y RSO
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may find it appropriate to regulate workshare discounts set below avoided costs more
stringently when it undertakes its [SUA A OY ©@AI€ RA %987cat 61.

The Commission maintains that approach here. This is the second compliance
determination under the new regulations. The Commission will continue to monitor this
issue and is open to considerig adjustments to the regulations during its planned &ear
review should experience show adjustments are necessary.

The Commission notes that, with regard to all workshare discounts set below their avoided
costs, the Postal Service must comply with 39 CHE § 3030.284 if a waiver has not been
granted and may not decrease such discounts in the next rate adjustment proceeding.

39 C.F.R. 88 3030.282(c), 3030.284. The Commission encourages the Postal Service to work
with mailers to address specific concernsdlling outside the scope of the regulations.

Finally, as it relates to comments on the exclusion of RHB normal costs, the Commission
reiterates this exclusion is consistent with accepted analytical principlesSee supr&hapter
l.

In the next rate adjusinent proceeding, the Postal Service must bring the workshare
discounts identified in Table 1B into compliance with 39 C.F.R. § 3030.284, which could
include aligning workshare discounts with avoided costs or explaining how the workshare
discount compliesvith existing exceptions (including waivers granted in accordance with the
rules set forth in 39 C.F.R. § 3030.286)addition, all workshare discounts set below their FY
2022 avoided costs, including those identified in Tabld)lcannot be decreased any rate
adjustment proceeding before the FY 2023 avoided costs are fitgtsistent with 39 C.F.R.
§3030.282(c).
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CHAPTER. MARKET DOMINANT
PRODUCTS: OTHER RATE AND FEE
COMPLIANCE ISSUES

A. Introduction

This chapter discusses other rate and fee compliance issues (not discussed in Chapter II),
including Commission determinations related to norcompensatory classes and products.

In Order No. 5763, the Commission adopted new rules for nastompensatory classes and

products.>” Specifically, 39 C.F.R. part 3030, subpart G permits an additional 2 percentage

points of rate authority for any class of mail where the attributable cost forttat class

exceeds the revenue from that class. 39 C.F.R. § 3030.222(a). The use of this additional rate
AOOET OEOU EO TPOETTAI AT A T Au AA EI bl Al AT OAA
it files a rate adjustment proceeding involving the norcompensatory class.ld.

In addition, the regulations have requirements specific to products classified as non
compensatory within classes that are compensatory overall. For those products, the rates
must increase by a minimum of 2 percentage points above the aage percentage increase
for that class.Id. § 3030.221%8 The regulations also provide that rates may not be reduced
for any non-compensatory product.ld. 8 3030.127(b). The Postal Service is required to
comply with directives issued by the Commission pwsuant to 39 C.F.R. § 3030.221
whenever it files a rate adjustment proceeding affecting a neoompensatory product.

The Commission finds that one class was nescompensatory in FY 2022: Periodicals.
Additionally, the Commission identifies the following noscompensatory products in
compensatory classes: (1) USPS Marketing Mail Flats, (2) USPS Marketing Mail Carrier
Route, (3) USPS Marketing Mail Parcels, (4) Media Mail/Library Mail, and (5) Money
Orders?° The Commission notes that one class was fully compeatsry in FY 2022:

57 SeeOrder No. 5763 at 1827. Whether a class or product is roampensatory is determined by the Commission. 39 C.F.R. § 3030.220.

58 This requirement does ri@pply to a norcompensatory product for which the Commission has determined that the Postal Service lacks
independent authority to set rates (such as rates set by treaty obligatidn).

59The Commission notes that an additional Market Dominant nonpestaluct, Philatelic Sales, was initially reported as being non

compensatory. FY 2022 ACR at 102. However, in response to CHIRSs, the Postal Service explained that this was duettharcaicolation

2F GKS LINEBRdzOG Qa 02 & éusé? dd SdatredtSarvies KRO K. SWIRK OSTR QK2 NI Ay GKS LINRPRdzOG Q4
CHIR No. 4, question 12. The Postal Service provided updated calculations demonstrating that Philatelic Sales day@nifactitabutable

costs in FY 2022itl a cost coverage of 124.85 perceltt; Response to CHIR No. 7, question 21. The Postal Service states that in future ACR

filings it intends to separately identify the Serviéde Benefit factor in the source referred to in the cost model to prevanhsan error from

re-occurring.ld. question 21.b. The Commission agrees that this would be a helpful improvement and encourages the Postal Service to do so in

future ACR filings.
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First-Class Mail. However, collectively, the Postal Service lost $1.32 billion in FY 2022 from
non-compensatory classes and product®.

In alignment with the new regulations of 39 C.F.R. part 3030, subpart G, tllsapter begins
with an analysis of the noncompensatory class, followed by an analysis of each non
compensatory product in compensatory classes, organized by class. The Commission also
discusses the fully compensatory class.

In addition, this chapter includes a discussion of dter rate and fee compliance issues
raised by commenters.

B. Non-Compensatory Class
1. Periodicals

a. Introduction

The Periodicals class comprises two productén-Countys! and Outside CountyRevenue
for both products was insufficient to cover their attributable cat in FY 2022. However, the
cost coverage for the class increased from 53.2 percent in FY 2021 to 61.1 percent in
FY2022. In this section, the Commission discusses the FY 2022 financial results for
Periodicals in more detail.

b. FY 2022 Results

Asillustrated in Table 1lI-1, the cost coverage for Periodicals increased in FY 2022, up to
61.1 percent in FY 2022 from 53.2 percent in FY 2021, resulting in a negative contribution
of nearly $612 million in FY 202262

Table 1111
Periodicals Costoverage, FY 20&BY 2022

Fiscal Year PEroelee!s In-County Outside County
Class
FY 2018 67.5% 67.9% 67.5%
FY 2019 64.0% 58.4% 64.3%
FY 2020 56.9% 51.1% 57.3%
FY 2021 53.2% 45.0% 53.9%
FY 2022 61.1% 49.1% 61.9%

Source: Library ReferenBRCLRACR202:5.

60 As notel in Chapter Ithe Postal Service did not img and thus dichot attribute, RHB normal costs consistent with the direction set forth by
the Commission in Order No. 6363 and the current accepted analytical principles in effect at the time &d@igapter |supra.The
Commission acknowleddéhat the absence of attributabl&HB normal costs due to the PSRA impacted preeuet cost coveragéee id.

61 The InCounty product is typically used by smaller circulation weekly newspapers for distribution within the county of publication.

62Seel ibrary Reference PRRACR202-5,9 EOSf  F2/f1S0 GtCS NIuzRiA OF £ & PEf & E D¢
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The Postal Service notes that Periodicals cost coverage increased because revegrere

piece increased while cosper-piece decreased. FY 2022 ACR at-4Q. The Postal Service
also notes a more pronounced decline in Periodicals volume recent years due to

increased substitution from the Internet, mobile devices, and-eeaders$3 The Postal

Service observes that, from FY 2021 to FY 2022, 3.8 percent of publications ceased mailing.
Id.

C. Previous ACD Directives

The Periodicals class has consistently failed to cover its attributable costs, and the
Commission has repeatedly encouragetthe Postal Service to improve Periodicals cost
coverage®4 In the FY 2021 ACD, the Commission also made several recommendations to
the Postal Service to develop specific plans and set goals to improve FY 2022 cost and
service issues for flatshaped mailpieces, which includes both IRCounty and Outside
County Periodicals. FY 2021 ACD at 2728/.

d. Comments on Periodicals

N/MA states that the Periodicals class continues to see high costs and price increases that

impact Periodicals volume. N/MA Comments at-2, 4-6. It explains that although the Postal

Service reports that the unit costs of Periodicals declined in FY 2022, the reduction is

OAT I Pl AOGAT U O1 OA1 AGAA O1 AT U EIi BObeddhdete OO EI
FY 2022 costs exclude RHB normal codfsat were embedded in the FY 2021 costdd. at 1-

2. N/MA asks the Commission to determine whether the reported Periodicals cost declined

due to actual operational improvement or due to accounting of retiree liabilitiedd. at 2.

The American Catalog Miers Association (ACMA) states that city carrier street times
associated with flats categories, including Periodicals, appear excessive relative to letter
shaped mail. ACMA Comments 15-16.

The Public Representative comments that the cost coverage skfail of Periodicals is a
longstanding issue but notes its improvement in FY 2022. PR Comments at 10. He urges the
Postal Service to continue utilizing the rate authority available to notompensatory

classes to improve the cost coverage of the Periodicaliss.ld. at 11.

e. Commission Analysis

Since FY 2018, Periodicals volume declined by 31.9 percent, total revenue declined by 24.9
percent, total attributable cost declined by 16.9 percent, and in that time, the Periodicals
class has provideccumulative negative contribution of $3.5 billion%> To better understand

63 Seel ibrary Reference USIES 2245, December 29, 202F 2 f RSNJ awdzZ S onpnopn -CAYUHFDAI F2 WRBBIRNDG £ E Nt 3.
B NarrativesC, HH wdzZ S onpnodpnolRFI¢ |G o

64Seege.g, FY 2017 ACD at 50; FY 2018 ACD at 261BYACD at 2%ocket No. ACR20, Annual Compliance DeterminatioMlarch 3, 21,
at20(FY P20ACD)FY 2021 ACD at.27

6 Seel ibrary Reference PRRACR202d = 9 EOSt FTAES 4C, HnAnuH /1o tSNA2RAOIf ADET & EDE
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the contribution shortfall of Periodicals, the Commission analyzes Periodicals revenue and
cost.

(1)  Periodicals Revenue

In an effort to improve Periodicals revenue, and in line with prioencouragement from the

Commission to improve cost coverage, the Postal Service has generally implemented price

ET ACAAOGAO OEAO EAOA 1 AgEIi EUAA OEA 01 OOAI 3A00
products since rules governing the new ratemaking systemvent into effect in January

2021.%6 Prior to that, however, the price cap which is based on the consumer price index for

allurban consumers(CR6q | Ei EOAA OEA o1 OOA1 3AO0OOEAABO AA
addition of density, retirement, and norcompensatory rate authorities has allowed the

Postal Service more pricing flexibility within the Periodicals classn Docket No. R20212,

the Postal Service raised Periodicals prices by 8.771 percent on average. Order No. 5937

at 106-07. In Docket No. R2P2-1, the Postal Service raised Periodicals prices by 8.540

percent on average. Order No. 6188 at 80. The magnitude of these price increases is

significant compared to previous rate increases limited by the CRJ price cap?’

As such, FY 2022 Periodicalsnit revenue increased 10 percent after 4 years of flat unit
revenue growth.As detailed in Figure IlI}1, from FY 2018 to FY 2021, Periodicals unit
revenue remained flat. Unit revenue for IRCounty was $0.109 in FY 2021 and $0.118 in
FY2022, an increase 68.7 percent. Unit revenue for Outside County was $0.277 in FY 2021
and $0.306 in FY 2022, an increase of 10.5 percent.

66 SeeB5 Fed. Reg. 81,124 (Dec. 15, 2020).

87 For examplgin Docket Nos. R2021Land R20241, the average increase for Periodicals was 1.456 percent and 1.900 percent, respectively.
SeeDocket No. R2021, Order on Price Adjustments for FiSlass Mail, USPS Marketing Mail, Periodicals, Package Services,dald Spe
Services Products and Related Mail Classification Changes, November 18, 20&1, @DRLer No. 5757); Docket No. R2d2@®rder on Price
Adjustments for USPS Marketing Mail, Periodicals, Package Services, and Special Services Products anailR&sifiddtion Changes,
November 22, 2019, at 280 (Order No. 5321).
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Figure 141

Periodicals Unit Revenue, FY 2QFY 2022

$0.350
$0.300 $0.272
$0.250
$0.200

$0.150
$0.11

$0.100
$0.050
$-

FY 2018

Unit Revenue (dollars)

$0.275 $0.275 $0.277

$0.11 $0.10 $0.10
FY 2019 FY 2020 FY 2021
Fiscal Year

m In-County m Outside County

Source: Library Reference PRRACR2025.
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Changes in thecharacteristics of mailpieces, such as weight and advertising content, have
dampened the impact of the rate increase$.or Outside County, which makes up 87.2
percent of Periodicals volume, pricing for the product is related to weight and percent of
advertising content. Simply put, the Postal Service earns more revenue from mailpieces
that are heavier and contain more advertising, but both of the elements are decreasidg
detailed in Table Il+2, average weight for Outside County decreased by 9.8 percemd
average advertising content decreased by 5.6 percentage points over the last 5 fiscal years.
These factors directly limited the revenue that the Postal Service earned from the Outside
County product, which makes the unit revenue increase experienced bye product in

FY2022 more noteworthy.

Table 142

Periodicals Outside County Revenue Elements, FY @BY&8022

Fiscal Year

FY 2018
FY 2019
FY 2020
FY2021

FY 2022

Weight (Ounces)

5.75 35.8%
5.59 34.2%
5.32 31.9%
5.26 30.7%
5.18 30.2%

Advertising Content

Source: Library Reference RRRACR202:5.
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(2)  Periodicals Attributable Cost

Because Periodicals is comprised of flethaped mail, the operational changes and
initiatives designed to reduce flatshaped mail costs described by the Postal Service
reporting on which is required by 39 C.F.R. 8 3050.50, impact PeriodicaBeelibrary
Reference USPEY2245. As the Commission has previously discussed, the Postal Service
has been unable to quantify the expected impact of those operational initiatives and
changess®

Figure 42
Periodicals Unit Attributable Cost, FY 20d8Y 2022
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As detailed in Figure 112, from FY 2018 through FY 2022, Periodicals unit attributable cost
increased overall. Unit attributable cost for InCounty was $0.163 in FY 2018 and $0.241 in
FY 2022, an increase of 46 percent. Unit attributable cost for Outside County was $0.403
in FY 2018 and $0.494 in FY 2022, an increase of 22.7 percent. However, from FY 2021 to
FY 2022, Periodicals unit attributable cost decreased; {@ounty decreased by 0.3 percent
and OutsideCounty decreased by 4.0 percent.

Figure 111-3 illustrates that the wide gap between unit revenue and unit attributable cost
results in low unit contribution and a total negative contribution for Periodicals.

68 See, e.g.FY 2021 ACD at 31. As noted in Chapter |, the Commission analyzes inefficiencies in flats operations and the impact of thes
initiatives on the cost of Periodicals is forthcoming Flats Stud$eeChapter | supra.
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Figure 143
Periodicals Unit Contribution, FX018FY 2022
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In FY 2022, Outside County constituted 87.2 percent of all Periodicals volume and 93.3
percent of total Periodicals attributable cos€® Figure 1lI-4 shows that Outside County unit
attributable cost increased by 9.13 cents from FY 2018 through FY 2022. However, from
FY2021 to FY 2022, Outside County unit attributable cost decreased by 1.99 cents.

69 Seel ibrary Reference PRRACR202 =

9EOSE
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Figure 144
Periodicals Outside County Unit Attributable Cost, FY 2(A'8 2022
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In FY 2022, the unit attributable cost increased for delivery and transportation, while the
unit attributable cost decreased for mail processing and other cost8.The Postal Service
reports that mail processing costs dcreased due in part to a decrease in manual processing
and a reduction of leakage from Flats Sequencing System (FSS) operations. Response to
CHIR No. 10, question 22. The Postal Service expected Periodicals domestic air cost to
decrease due to new servicetandards that were implemented on October 1, 2021. From

FY 2021 to FY 2022, Outside County domestic air costs decreased by 8.1 percent and
highway costs increased by 14.2 percent. Taken together, Outside County total
transportation costs increased by 11.7 percent and unit transportation costs increased by
21.63 percent.

In addition, as noted by commenters and acknowledged by the Commission, the fact that
the Postal Service did noincur costs related to RHB did impact product costs since there
were no RHBrelated costs to attribute to any products, including Periodicals. As discussed
in Chapter I, the Postal Service appropriately excluded these costs in accordance with
accepted andytical principles. SeeChapter I,supra.

01n Figure 14, Mail Processing includes cost segment 3; Delivery includes cost segments 6, 7, and 10; Transpoltatésncost segment
14; and Other, such as RHB, management, building space, and supply related costs, includes cost segments 1, 2, 83,118,217,318, 19,
and 20. The figure does not account for piggyback factors.

"1 Seel ibraryReference PRORACR202D = 9 EOSt FTAES 4C, HnAnHuH /1o tSNA2RAOIf ADPET & EDE
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As Table IIF3 illustrates, mailer presortation of Outside County Carrier Route has
decreased since FY 2018. In FY 2018, mailer presortation of Outside County Carrier Route
was at 61.2 percent and had decreased &.6 percent by FY 2022. In addition, mailer
dropship of Outside County decreased from 74.0 percent in FY 2018 to 70.0 percent in
FY2022.

Table 143
Periodicals Outside County Mail Mix, FY 2QEY 2022

Fiscal Year Pr_esortation- . Dropship-
Carrier RouteBasic All Levels
FY 2018 61.2% 74.0%
FY 2019 59.9% 72.4%
FY 2020 58.9% 71.9%
FY 2021 58.7% 72.8%
FY 2022 57.6% 70.0%

Source: Library Reference PRRACR2025.

The Commission notes that when the mail mix shifts away from presortation and dropship,
revenue can increase because rates are higher. However, because the Postal Service must
process and transport those pieces more often, costs also increase. In futuréeraases, the
Postal Service should consider mail mix changes when pricing Periodicals in order to
maximize revenue and minimize costs.

The Commission reiterates its longstanding findings that despite numerous-tedtiction
initiatives designed to reduc#at-shaped mail costs, including Periodicals costs, these costs
have risen over timeAlthough the Commission analyzes inefficiencies in flats operations and
the impact of these initiatives on the cost of Periodicals in its forthcoming Flats Sttiay

Postal Service should also monitor its costs and develop a plan to further reduce Periodicals
costs. Furthermorethe Commission encourages the Postal Service to continue to maximize its
usage of rate authority granted under 39 C.F.R. § 3030.222 and to miagi its revenue by
strategically pricing Periodicals.

C. Non-Compensatory Products in
Compensatory Classes

1. USPS Marketing Mall

As a class, USPS Marketing Mail covered its attributable costs in FY 2022 and had an overall
cost coverage of 143.5 percent. Tabld -4 provides the cost coverage for each USPS
Marketing Mail product as well as the overall class for the last 5 fiscal years. As Tabledlll
shows, three products within the class did not cover costs in FY 2022: (1) USPS Marketing
Mail Flats; (2) USPS M&eting Mail Carrier Route; and (3) USPS Marketing Mail Parcels.
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Table II14
USPS Marketing Mail Cost Coverage, FY 26¥82022

USPS
Fiscal Year Markgtmg RIS Letters Parcels byl
Mail Route Letters

Overall
2018 142.4% 108.6% | 195.0% | 68.7% 58.5% 145.2% 267.6% | 206.6%
2019 139.1% 99.9% 190.0% | 67.7% 56.9% 138.2% 259.5% | 204.7%
2020 129.5% 96.2% 171.4% | 63.3% 76.5% 129.9% 257.7% | 188.6%
2021 130.5% 94.6% 174.7% | 60.3% 73.1% 125.4% 248.3% | 182.4%
2022 143.5% 99.4% 191.2% | 66.7% 87.5% 132.5% 263.9% | 198.8%

Source: Library Reference PRERACR2022.

In this chapter, the Commission discusses the FY 2022 financial results for USPS Marketing
Mail non-compensatory products in more detail.

a. USPS Marketing Mail Flats

(1)  Introduction

In FY 2022, USPS Marketing Mail Flats continued to experience deficient cost coverage,
although cost coverage improved from 60.3 percent in FY 2021 to 66.7 percent in FY 2022.

(2) FY 2022 Results

In FY 2022, USPS Marketing Mail Flats had a costemge of 66.7 percent, 6.4 percentage
points higher than in the prior year’2 As shown in Figure II}5, cost coverage for USPS
Marketing Mail Flats declined 8.4 percentage points from FY 2018 to FY 2021, before
improving 6.4 percentage points in FY 2024.ibrary Reference PRZ.R-ACR20224.

2|ibrary Reference PRRACR2022.¢ KS / 2YYAdadA2y Qa 02aid O20SNI3S OFfOdA FGA2y RATFSNA
the Postal Service, the Commission inckifies in the revenue for each produgeelibrary Reference PRERACR202-1.
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Figure 145
USPS Marketing Mail Flats Cost Coverage and Contribution, FYGEY18022%
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Unit revenue grew by 11.4 percent in FY 2022, an improvement over the Zo@rcent unit
revenue growth seen in FY 2021Library Reference PRE&.R-ACR20224. The Postal Service
notes that it implemented price increases for USPS Marketing Mail Flats that were at least 2
percentage points higher than the class average for USPS MaikgtMail in each of the last
four price changes to go into effect, including the 8.543 percent rate increase approved in
Docket No. R20221. FY 2022 ACR at 21; Order N6188 at 68 The Postal Service also

notes that after years of steady growth, the propion of Nonprofit Flats, which in prior

years has had an offsetting effect on the revenue realized due to price increases, remained
essentially flat in FY 2022 at 32.0 percent. FY 2022 ACR at 21.

In addition, reported unit cost increased by 0.7 percentd. In responses to CHIRs, the
Postal Service attributed this to increases in transportation costs, particularly highway
transportation costs, which it states was likely due to an increase in origiantered volume

73 Complete USPS Marketing Mail Flats data for FY 2008 to22¥¢&t0be foundn Library Reference PR®RACR2022.
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in FY 2022. The Postal Service explainsahthis increase was mitigated by decreases in o
OT EO AAI EOGAOU AT 60Oh AT AhunibdostsRespohse @KBIR AGOAT Oh
No.7, question 18.a.

As a result of the improvement in unit revenue and the minor increase in unit cost,
contribution improved by $168.5 million in FY 2022, as shown in Figure 5. Despite this
improvement, the cumulative contribution loss from USPS Marketing Mail Flats between
FY2008 and FY 2022 grew to a negative $8.9 billion, as shown in Figure 5.

USPS Mdteting Mail Flats volume continued to decline in FY 2022, decreasing by 175

million pieces, or 6.1 percent, compared to FY 202EY 2022 ACR at 38, Table 12. This rate

I £ AAATETA xAO O1 1T xAO OEAT ET OAAAT O UAAOOR x
10.3 percent in FY 2021 and 16.2 percent in FY 202@. The Postal Service explains that

most of the volume change with respect to flashaped USPS Marketing Mail, including

USPS Marketing Mail Flats, was the result of FY 2022 not being part of a natiaglattion

cycle. FY 2021, by comparison, included October 2020, which preceded a general election

in November 2020. Response to CHIR No. 7, question 15.a.

(3) Previous ACD Directives

Given USPS Marketing Mail Flats history of not covering its costisetCommisson has
issued specific directives related to the cost coverage of USPS Marketing Mail Flats since
the FY 2010 ACD#

1 FY 2010 ACD directive: Th€ommission found that USPS Marketing Mail Flats
prices did not comply with 39 U.S.C. § 101(6Pand directed the Postal Service to
ET ACAAOA OEA DOTI AOGAOSO AT OO Al OAavdgpd OEOI O
price adjustments and cost reductions. In addition, the Commission directed the
Postal Service to provide a description and estimation of the financiaffect of
operational changes designed to reduce USPS Marketing Mail Flats castthe
previous fiscal year, alescription and estimation of the financial effect of all costing
methodology or measurement improvements made in the previous fiscal year, a
statement summarizing the historical and current subsidy for the USPS Marketing
Mail Flats product, and the estimated timeline for phasing out this subsidp each

subsequent ACR. FY 2010 ACD at 108.

1 FY 2015 ACD directive: After finding that the Postal Sace had made progress
towards addressing the issues raised in the FY 2010 ACD in subsequent y€atse
Commission found that sufficient progress was no longer being made in FY 2015

74 Docket No. ACR20, Annual Compliance Determinatioiarch 29, 2011 (FY 2Q0ACD)
7539 U.S.C. § 101(d) requires the costs of postal operations to be apportioned to postal users on a fair and equitable basis.

76 SeeDocket No. ACR201&nnual Compliance Determinatiodarch 28, 2021, at 116 (FY 2012 ACBgket No. ACR20138nnual Compliance
Determination March 27, 2014, at 54 (FY 2013 ACD); Docket No. ACR2014) Compliance DeterminatioMarch 27, 2015, at 47 (FY 2014
ACD).
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and required the Postal Service to develop a plan to measure, track, aegort on
cost and service issues related to flashaped products. FY 2015 ACD at 181.

1 FY 2018 ACD directive: The Commission found that the Postal Service had made no
progress toward addressing the FY 2010 ACD directive in FY 2016 through FY 2018,
and that this required further corrective action. FY 2016 ACD at 57; FY 2017 ACD at
59; FY 2018 ACD at 471. As cost coverage continued to decline, the Commission
found USPS Marketing Mail Flats to be in violation of 39 U.S.C. § 101(d) esglired
the Postal Sevice to propose a price increase for the product of at least 2
percentage points above the class average for USPS Marketing Mail in the next
Market Dominant rate adjustment. FY 2018 ACD at 72. The Commission also
required the Postal Service to continue®bi T AET ¢ O OEA #1101 EOQOOEI
and FY 2015 directivesld.

1 FY 2019, FY 2020, and FY 2021 ACD directivé$sie Commission found USPS
Marketing Mail Flats continued to violate 39 U.S.C. § 101(d), and in each of these
years directed the Postal Service tpropose a price increase at least 2 percentage
points above the class average for USPS Marketing Mail in the next Market
Dominant rate adjustment, in addition to continuing to comply with the FY 2010
and FY 2015 directives for additional reportingFY 2019 ACD at 4243; FY 2020
ACD at 4142; FY2021 ACD at 60. The Commission noted in FY 2020 and FY 2021
that this directive also satisfies the new 39 C.F.R. § 3030.221, which requires such
price increases for noncompensatory products in compensatory classe&Y 2020
ACD at 41; FY 2021 ACD at 60.

In FY 2022, the Postal Service complied with the FY 2010 directives for additional
reporting. Of note, the Postal Service points to three costing methodology changes in

FY 2022 that had a potential measurable effect on the reported costs for USPS Marketing
Mail Flats. FY 2022 ACR at 3536. The Postal Service explains that had these
methodological changes been in place during FY 2022, they would have resulted in a
slightly smaller year-over-year unit cost increaseld.

The Postal Service also reports on thieistorical and current intra-class subsidy of USPS

Marketing Mail Flats.ld. at 37-38. Despite the improvement in the contribution shortfall

noted above, the Postal Service asserts that it is unable to provide an estimated timeline for
DPEAOGETI ¢ 100 OEA 5303 -AOEAOEI C -AEI &l AOO OOA
toyeath 8#0) EO O POAAEAOAAI Ah PAOOEAOGI Aol U 1T 6AO
Marketing Mail Flats sent has decreased dramatically approximately by half> in the last

OAOGAT I1DABRDO86

In responseto the FY2021 ACD directiveand in compliance wth 39 C.F.R. 8030.221, the
Postal Service raised prices for USPS Marketing Mail Flats by 2 percentage points higher
than the USPS Marketing Mail class average in the Market Dominant rate increase during
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FY2022.1d. at 37-38. Specifically, the Postal Seice raised rates on Flats by 8.543 percent
in FY 202277

The Postal Service states that its schedule for future USPS Marketing Mail Flats price
increases will continue to increase those rates by at least 2 percentage points above the
class average, untisuch time as the product is no longer subject to 39 C.F.RB@0.221 or
the Commission otherwise revises its pricing directivedd. at 34.

(4) Comments on USPS Marketing Mail Flats

The Public Representative notes the improvement in cost coverage for USPSkédtng

-AEl &1 AOO ET &9 ¢mnge¢8 02 #1171 AT OO0 AO w8 (A O
price adjustments work effectively to close the gap between revenues and costs gradually

ET OEA 1 Ad@at A thalsArde@iOes iowever, hestafe OEAO Of AYI1 OET OC
Postal Service has taken some good steps to reduce [USPS Marketing Mail] Flats

attributable costs, including the phasing out of the FSS program, it must apply additional

investment and initiatives to enable revenue to exceed attribdt AT A IAT OO08 6

ACMA notes the improvement in cost coverage for USPS Marketing Mail Flats ireBX2

but asserts that the costs associated with flathaped mail products, including USPS
Marketing Mail Flats, USPS Marketing Mail Carrier Route, and USPSKdtang Mail High-
Density/Saturation Flats, have been excessive, with unit attributable costs well in excess of
either CPI or factor prices. ACMA Commenéd 6-10. ACMA also posits that the costs
associated with USPS Marketing Mail Flats in theBigit Automation price category appear
too high relative to USPS Marketing Mail Carrier Route, given the similarities in processing
operations between the two productsld. at 13. As previously noted, ACMA also states that
city carrier street times associated with fats categories appear excessive relative to letter
shaped mail.ld. at 14; seeSection III.B.1.d.supra. ACMA suggests that the reporting of
aggregate unit attributable costs for combined flashaped products per 39 C.F.R. §
3050.50(b)(5)(ii) could be improved by the Commission requiring the development of
weighted unit cost indexesld. at 12. ACMA cautions that continued rate increases for flat
shaped mail products will result in counterproductive volume lossesld. at 2.

PostCom acknowledges the appent improvement in USPS Marketing Mail Flats shortfall
ET &9 c¢mcec OAI AGEOA O1 DPAOO UAAOOh AOO OOAOGAO

AAAT ETAA AU 11T O0OA OEAT OEQ -BR®BEAI a®eesthadthedO# 1 | #
above-average price ircreases for USPS Marketing Mail Flats, which appears to be the

o 6OOAT 3AOOEAA8O 111U APPOI AAE O EI PBOI OET C A
AEFEAAO8 2A0EAOh AU Al T1TxEITC #1011 EOOEIT DOEAE
mailoutoE OEA OUOOAI AT A OOECCARRAIOC wBl )ADDAODKHOI A
I DPETEITh OEA 01 OO6A1 3AOOEAA Ox1 O1 A AOCOAAI U A

volume losses rather than driving additional volume from an inflexible and inefficient
| AOx TIdD#EB 6

771d.at 21.The class average rate increasas®.500percent.Seeid.
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NAPM encourages the Postal Service to restart the Headquarters crdaactional flats
team,’8 which the Postal Service reports is on hiatus pending the outcome of the Postal

3AOOEAAGO TICIEIC AEEI OO O OAOOOOAOOOA EOO
(5) Commission Analysis
4EA #1T 11 EOOET160 AT AT UOGEO T £ 5303 - AOEAQOET ¢ -

intra-class subsidy, changes in the produdével mail mix, and major cost segments.
@) FY 2022 Cost Coverage and Unit Contribution

As described above, the costoverage for USPS Marketing Mail Flats was 66.7 percent in
FY2022, 6.4 percentage points higher than in the prior yeat.ibrary Reference PRE.R-
ACR20224. As shown in Figure 116, the unit contribution of USPS Marketing Mail Flats
was-24.1 cents in FY2022, a 4.4 cent increase from FY 2021. Since cost coverage and unit
contribution are functions of both cost and revenue, the Commission also shows unit cost
and revenue trends in Figure IH6. Unit revenues increased by 11.4 percent, from 43.2
cents in FY2021 to 48.2 cents in FY 2022. Reporteanit attributable cost increased by only
0.7 percentin FY 2022, from 71.7 cents in FY 2021 to 72.2 cents in FY 2022, compared to
8.0 percent in FY 2021. The Commission notes, however, that the rate of increaseasts is
lower due in part to the absence of attributable RHB normal costs in FY 202ZeeSection
[.LA.D, supra

8NAPM indicates that the Headquarters creBsdzy Ot A2yt Ff I Ga GSFYyQa 3I2+f Aa G2 ARSydGATe FyR
processing and improvements aimed at boosting service performance. NAPM Comments at 13.

" NAPM Comments at 1B4 (citing lbrary Reference USAEY22n p = %Lt F2f RSNJ dC, HHOPnp dCAf S&a3Xé¢ adzo T2t RSN
at | NI o WEKNIoFW2 y | £/ KIFY23 Basiagrap8 (fEIadiCpeératidnal fnifativas Repok.pdf | GG H 0 ®
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Figure 146
USPS Marketing Mail Flats Unit Revenue, Attributable Cost,
and Contribution, F2018FY 2022
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Source: LibrariReference PRORACR20221.
(b) Intra-Class CrossSubsidy

In the FY 2010 ACD, as part of its findings of narompliance, the Commission analyzed the

intra-class subsidy received by USPS Marketing Mail Flats, specifically from USPS

Marketing Mail Letters, andf OT A OEAO OEA OAOAO &I O 5303 - AOE
substantial and growing cost coverage shortfall that burdened mailers of other [USPS

- AOEAOGET ¢ - A®rheYCorintskidh Gfuéidne &Y 2010 ACD directive with the

intent of enabling thePostal Service to reduce the contribution gap between these

products 81

80SeeFY 2010 ACD at 1405; DockeNo. ACR201®, Order on Remand, August 9, 2012,-20§Order No. 1427%ee also USPS v. Postal
Regul/ 2 Y'Y, 6¥¢ F.3d 1105, 11608 (D.C. Cir. 2012Jhe Commission identified several factors used in its determination including a
significant and growing cost coverage shortfall; the duration of the shortfall over a significant period; evidence tloat t@verage shortfall
was likely to increase further; a significant adverse impact on users of other mail products (some ofauftimeccompetitors of mailers of

the subsidized mail product) requiring subsidization of the-nomplying product; failure of the Postal Service to address the shortfall by rate
increases, cost increases, or a combination thereof, despite the capabitity so; and the failure of the Postal Service to provide an adequate
explanation for not taking necessary remedial steps designed to ameliorate the cost coverage shortfall. Order No. 1427 at 9.

811d. at 8. The contribution gap is calculated as the défere between the unit contribution made by USPS Marketing Mail Letters and the unit
contribution made by USPS Marketing Mail Flats
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As Figure 117 shows, in FY 2022 the contribution gap between USPS Marketing Mail
Letters and USPS Marketing Mail Flats showed improvement. In FY 2010, the fiscal year in
which the directive was issued, the contribution gap between USPS Marketing Mail Letters
and USPS Marketing Mail Flats was 16.8 cents. By FY 2021, the contribution gap between
these two products had reached an alime high of 37.8 cents. In FY 2022, however, the
contribution gap fell slightly to 35.3 cents. As shown in Figure ¥, FY 2022 was only the
second fiscal year since FY 2013, roughly the last 10 years, during which the contribution
gap declined. Over the long term, the unit contribution for USPS Marketindgil Flats has
decreased by 16 cents since FY 2010, while the unit contribution for USPS Marketing Mail
Letters since FY 2010 has gone up slightly.

$1

$0

$0

$0

$0

Dollars

$(0)

$(0)

$(0)

$(0)

Figure 47
USPS Marketing Mail Flats and Letters Unit Contribution
and Contribution Gap, FY 20¢4BY2022
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(c) Changes in the Product.evel Mail Mix

The Commission notes, as part of its analysis for USPS Marketing Mail Flats, that changes
have occurred in the mail mix in recent years. Figure H8 shows thedistribution of USPS
Marketing Mail Flats, USPS Marketing Mail Carrier Route, and USPS Marketing Mail High
Density/Saturation Flats volumes. In past years, USPS Marketing Mail High
Density/Saturation Flats came to occupy an increasing share of flahapedUSPS Marketing
Mail. However, the mail mix changed very little between FY 2021 and FY 2022. The Postal
Service states that it is unable to say whether previously observed trends in migration from
USPS Marketing Mail Flats to Higbensity products affectedrY 2022 or are likely to
continue. CHIR No. 7, question 15.b.

The Postal Service explains that prior to the COWIID pandemic, 5 years of positive

growth in USPS Marketing Mail Higibensity Flats allowed for the drawing of general
conclusions with respect to the impact of canailing on the USPS Marketing Mail mix, but
current data are inconclusive. CHIR No. 7, question 15While all three products
experienced volume decreases in absolute terms in FY 2022, USPS Marketing Mail Flats
volumes declined by 6.1 percent, whereas USPS Marketing Mail High Density/Saturation
Flats declined by only 5.5 percentd. These volume declines, in combination with the mail
mix shifts that have occurred over the previous 5 fiscal years, have resulted in the changes
in volume distribution seen in Figure II}8.

Figure 148
Volume Distribution of USPS Marketing Mail Flats, Carrier Route,
and High Density/Saturation Flats, R018¢FY2022
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Source: Library Reference PRRACR2022.
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Additional changes have occurred in the distribution of nonprofit and commercial mail
within the USPS Marketing Mail Flats product as shown in Figure48. The nonprofit share

of USPS Marketing Il Flats increased each year between FY 2018 and FY 2021. However,
after years of steady growth, the Postal Service notes that the proportion of Nonprofit Flats
remained essentially flat in FY 2022 at 32.0 percenkEY 2022 ACR at 21.

Figure 149
USPS Miketing Mail Flats CommercidNonprofit Mail Mix, FY2018;FY2022
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Source: Library Reference PRRACR2022.

Changes in the mail mix of commercial and nonprofit mail can serve to dampen the
expected effects of rate increases on unit revenue for the USPS Marketing Mail Flats
product, as volume shifts to nonprofit pieces which by law are required to have lower
prices.See39 U.S.C. 8626(a)(6)(A). The Commission notes that it is too early to tell
whether previously observed trends are changing or if FY 2022 was simply an anomalous
year. The Commission will continue to monitor these trends and continues to encourage
the Postal Service to seek a better understanding of mail mix trends and factor them into its
operational and pricing decisions.

(d) Major Unit Cost Segments

From FY 2021 to FY 2022, the reported unit attributable costs of USPS Marketing Mail Flats
increasedby 0.5 cents, or by 0.7 percent. Figure H10 shows that reported mail processing
costs remained relatively unchanged between FY 2021 and FY 2022, while unit delivery
costs decreased by 0.5 cents, or 2.0 percent, and unit transportation costs increasedLby
cent, or 20.9 percent.
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Figure 1410
Unit Cost of Major Cost Segments, E¥18&FY20222
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In Response to CHIR No. 7, the Postal Service explains that the increase in unit attributable

costs for USP®arketing Mail Flats in FY 2022 was primarily driven by increases in

transportation costs, particularly highway transportation costs83 These increased

transportation costs were partially offset by a decline in unit delivery costs, and to a lesser

extent A AAAOAAOGA ET Pl @0@iedkidnQAODiile theiP&s@l SAriocd O O 8

states that it is difficult to isolate the impact that specific cost mitigation efforts had on

reducing costs in FY 2022, the Postal Service nevertheless identifies initAtA O OEAO OI AU
have had an effect on reducing USPS Marketing Mail Flats coktsquestion 18.c. These

include the Bundle Sorter Bin Expansion, Additional Package/Bundler Sorter Machines, and
Full-Service Bundle Visibility initiatives.Id.

The Commissiorhas acknowledged that some of the observed changes in costs are a result
of the absence of attributable RHB normal costs in FY 2022, which were not incurred and
appropriately excluded from the CRA in FY 202&eeChapter |,supra. Furthermore, the

82 Mail processing cost per unit is calculated as piggybacked mail processing cost segment comBeskilnzry ReferencelSPS-Y 2-24,
December 29, 202Delivery cost per unit is calculated as piggybacked city carrier and rural carrier cost se@aemtS.ransportation cost
per unit is calculated as transportation cost segment per BeelLibrary Reference USIES2-2, December 29, 2022

83Response to CHIR No. 7, question 18.a. The Postal Service speculates that some of this increase might have beentataibirtai#ase
in originentered volume in F2022.1d.
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Commisson continues to note that overarching issues facing flashaped products will be
discussed in its forthcoming Flats StudySeed.

(6) FY 2022 Directive

Given the continuing severity of the deficiency in cost coverage for USPS Marketing Mail
Flats, the Commision continues to find that this product violates 39 U.S.C. § 101(d) by
constituting an intra-class subsidy. The Commission recognizes the improvement in cost
coverage for this product in FY 2022.

The Commission notes that its FY 2010, FY 2015, FY 2018d &Y 2019 through FY 2021

directives have all, to a large extent, been eclipsed by recent regulatory changes,

particularly the# 1T 1 | EOOET 1 80 AAT B OE-Xdmpenhsaiory cfasses@f@l AO A&l O
products, and improved flats reporting requirements. 39 C.RR. pt. 3030, subpt. G; 39 C.F.R.
883050.50, et seqAs a result, the Commission has determined not to+issuethe FY 2010,

FY 2015, FY 2018, and FY 2019 through FY 2021 directives for FY 2023. The Commission is
hopeful that further improvements in cost ®verage and a further decrease in the intra

class subsidy will be observed in FY 2023. At the same time, the Commission recognizes

OEAO POEAA ET AOAAOGAO ATTTA xEIT 110 OAOOI O EI
§101(d). The full solution must comefrom a combination of revenue increases and cost

reductions. The Commission urges the Postal Service to continue to pursue such cost

reductions.

0T OO0#1 160 OAAT I 1T AT AAGETT OEAO OEA 01 OOAI 3A00
would conflict with 39 C.F.R. § 3030.221, whereunder, if the Postal Service chooses to file

rate changes for the Marketing Mail class, the rate change on products whose attributable

costs exceed revenue must be at least 2 percentage points above the class average.

Additionally, even if holding rates steady were to reduce volume loss, steady rates and

declining volume would necessarily lead to an increasing revenue decline, making it more

difficult for cost-cutting measures on their own to bring the product into compliance with

cw 5838#8 o pmpj AQ8 4EA #i i1 EOOEIT Al O 11 0A0
Commission revise the existing methodology to index unit costs to correct for changes in

the mail mix is outside the scope of this proceeding. However, the Commission encages

the Postal Service to consider the comments of NAPM to restart the Headquarters cross

functional flats team.

USPS Marketing Mail Flats remains particularly emblematic of the problems that can occur
when a noncompensatory product continues to existdr a prolonged period of time84

The Commission finds that the cost coverage for USPS Marketing Mail Flats remains severely
deficient, despite improvement in FY 2022. The Commission reminds the Postal Service that
under 39 C.F.R. 8§ 3030.221, the PostaVise must propose a price increase for USPS

Marketing Mail Flats that is at least 2 percentage points above the average for the class. In
addition, the Commission urges the Postal Service to continue to pursue cost reductions, while

84 SeeSectionlll.C.1.a.(2)supra(citing a$8.9 billion loss).
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it concludes its analgis ofinefficiencies in flats operations and the impact of initiatives on the
cost of flatshaped products as part of its Flats Study. For the reasons discussed abeve, t
Commission removes the directives related to USPS Marketing Mail Flats stemmimgt tie

FY 2010, F2015, FY 2018, and FY 2019 through FY 2021 ACDs.

b. USPS Marketing Mail Carrier Route

(1)  Introduction

In FY 2022, USPS Marketing Mail Carrier Route had a cost coverage below 100 percent for
the fourth year in a row, although costoverage improved 4.8 percentage points compared
to FY 2021, and the product is now nearly compensatory. Unit attributable cost has been
increasing steadily over the past 5 years, but unit revenue has improved.

(2) FY 2022 Results

In FY 2022, USPS Marketing Ma&Carrier Route had a cost coverage of 99.4 percent, up
from 94.6 percent in FY 2021. Library Reference PRAR-ACR20224. The Postal Service
states that, in FY 2022, unit revenue increased by 12.4 percent, while unit cost rose by 7.0
percent. FY 2022 ACRt 18-19. The Postal Service attributes the improvement in cost
coverage in large part to the abowaverage price increase applied to Carrier Route in
recent rate adjustments.ld. at 19. The Postal Service also attributes the improvement to
changes in themail mix within the product, noting that the proportion of the product made
up of commercial volume increased by 5.2 percentage points to 92.7 percent, while the
proportion of nonprofit volumes correspondingly decreased to 7.3 percentd.

The Postal Service states that the most significant drivers of the cost increase for USPS
Marketing Mail Carrier Route in FY 2022 were increases in the unit cost for transportation,
mail processing, and delivery. Response to CHIR No. 7, question 16.a.

The Pogal Service explains that most of the volume change with respect to flahaped
USPS Marketing Malil, including USPS Marketing Mail Carrier Route, was the result of
FY 2022 not being part of a national election cycle as it was in FY 2021, which began in
October 2020 and included a general election in November 202@. question 15.a.

(3)  Prior Commission Directives

In FY 2021, the Commission required that the Postal Service propose price increases that
were at least 2 percentage points above the class average floe USPS Marketing Mail class
in each generally applicable Market Dominant price adjustment. FY 2021 A@D65. In

FY 2022, the Postal Service complied with these directives. The Commission notes that the
Postal Service has increased prices for USPS Metrkg Mail Carrier Route more than 2
percentage points above the class average in each of the last four rate adjustment
proceedings, including an 8.657 percent increase in Docket No. R2022nd a 6.209

percent increase in Docket No. R2023. SeeOrder N0.6188 at 68; Order No. 6341 at 56.
The class average for USPS Marketing Mail was 6.500 percent and 4.202 percent,
respectively.See id.
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The Commission also directed the Postal Service to continue to explore and implement
opportunities to further reduce the unit costs of flatshaped mail products, including USPS
Marketing Mail Carrier Route. FY 2021 ACD at 65. In accordance with the improved flats
reporting requirements, the Postal Service reports on cost reduction initiatives in Library
Reference USREY2245 pursuant to 39 C.F.R. §050.50.

(4) Comments on USPS Marketing Mail Carrier Route

The Public Representative notes the improvement in cost coverage for USPS Marketing

-AET #AOOEAO 21 OOA ET &9 ¢mgg¢8 02 #1111 AT OO0 AO
SAOOEAAGO Ai 1T OET OET C TAAA O 1T AT ACA ET AOAAOQET
OEAO OPAOOEOOAT O AAAI ET ET ¢ Oldlalyisdardsuii OAT O1 U
OOAOAO OEAO OI AET OAET ET ¢ AT OO Allinie &pdcthtiord £ OO0
f EOY OAATIHAAT AAABA OAT OEAEDPAOAO OEAO OEA ¢8¢ -
Docket No. R20231L will be sufficient for Carrier Route to reach full cost coverage and [be]

AT T PAT OAOT OU ET &9 <c¢mncoo Hemtribiable Coste@idently.3 AOOE A
Id.

ACMA also notes the improvement in cost coverage for USPS Marketing Mail Carrier Route
in FY 2022. ACMA Comments at 6. ACMA notes volume losses for nonprofit USPS Marketing
Mail Carrier Route mail in FY 2022, whicACMA suggests is attributable to the nonprofit
component receiving larger rate increases in FY 2022 than the commercial componelat.

at 7-8. Similar to USPS Marketing Mail Flats, AMCA also expresses concern with the rate of
increase in unit attributable costs for USPS Marketing Mail Carrier Route relative to both

the CPI and USPS Marketing Mail Letteisl. at 9-10.

PostCom maintains that any apparent cost coverage improvements with respect to flat
shaped mail products are to some extent due to the exdion of RHB normal costs in
FY2022. PostCom Comments at 2. Using USPS Marketing Mail Carrier Route as an example,
01 0O0#1 1 AOCOAO OEAO OOEA |1 OOEET AOGO 1T &£ A1 60 Al
application of the additional two percent rate authoity on non-compensatory products
until the Commission completes its congressionally AT AAOAA Al . heédy, BedDOA U8 o
0T OOAT 3AOOEAA OOAOAO OEAO o ihexdi#ilii B@O BIOIAG & OAO0I
AT T1T 0 POl OE A Aauthdkith lariedripdnsatdry dassdA Bodial Service Reply
Comments at 78.

(5) Commission Analysis

As Figure 11F11 shows, unit contribution for USPS Marketing Mail Carrier Route, after

falling steadily from FY 2018 to FY 2021, showed improvement in FY 2022. Whthe

Postal Service has increased unit revenue by raising prices above the class average, these
price increases have not been enough to keep up with the changes in unit cost over the last
5 fiscal years. Since FY 2018, the last year that USPS Markektagl Carrier Route was
compensatory, unit cost increased by 6.4 cents, while unit revenue increased by only 4.1
cents. In FY 2022the increase in unit revenue was 12.4 percent, which outpaced the
increase in reported unit cost of 7.0 percent. FY 2022 AGR18-19. The Commission
acknowledges, thathe absence of attributable RHB normal costs has observable effects on
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figures reported by the Postal Service in the FY 2022 ACR when compared to prior years
when the Postal Service incurred and attributed suchasts. SeeChapter I,supra.

Figure 1411
USPS Marketing Mail Carrier Route
Unit Revenue, Unit Attributable Cost, and Unit Contribution, FY 2688 202%
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Source: Library Reference PRRACR2022.

Figure 111-12 illustrates changes in costoverage for USPS Marketing Mail Carrier Route.
Since its peak of 151.2 percent in FY 2008, cost coverage has dropped by percentage
points. The cost coverage for USPS Marketing Mail Carrier Route steadily decreased from
FY 2016through FY 2021 by an gerage of 8.6 percentage points each year, before
recovering by 4.8 percentage points in FY 2022.

8 Complete FY 200BroughFY 202 USPS Marketing Mail Carrier Route data can be fauhébrary Reference PRRACR2022.
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Figure 1412
USPS Marketing Mail Carrier Route Cost Coverage, FY(EX08022
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Source: Library Reference RRRACR2022.

Given theimprovement that has occurred, which includes the Postal Service not incurring
costs related to RHB in FY 2022, the Commission is cautiously optimistic that the Postal
Service will be able to restore this product to compensatory status going forward.

Athl OCE OEA 071 OOAl 3A0O0EAA EO AT OOAAO OEAO OEAC(
additional rate authority for non-compensatory products within compensatory classes, the

#1 11 EOOETT O1 AAOOOAT AO o1 0O#1 160 ATiT T AT O AO E
product requirement at 39 C.F.R. § 3030.221. As articulated in Order No. 5763, 39 C.F.R.

§3030.221 serves an important purpose related to nosrtompensatory products in

compensatory classes and the Commission intends to require the Postal Service to comply.

Order No. 5763 at 18283.

As noted above, th&€ommission finds that its FY 2021 directives related to USPS Marketing

Mail Carrier Route have, to a large extent, been eclipsed by recent regulatory changes,
DAOOEAOI AOI U OEA #1 i 1 E G eoh-totiensatdny cadshrid 1T £ T Ax
products and improved flats reporting requirements. 39 C.F.R. pt. 3030, subpt. G; 39 C.F.R.
883050.50, et seq. Section 111.C.3.1.a.(6). As a result, the Commission has determined not to

re-issue these directives in FY 202

The Commission finds that the FY 2022 revenue for USPS Marketing Mail Carrier Route was

T1T06 OO6&EEAEAEAT O O Al OAO AOOOEADOOAAT A Ai 0b6bh AD
The Commission reminds the Postal Service that under 39 C.F.R. 2203¢the Postal Service
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must propose a price increase for USPS Marketing Mail Flats that is at least 2 percentage
points above the average for the class.addition, the Commission urges the Postal Service to
continue to pursue cost reductions, whileabncludes its analysis afiefficiencies in flats
operations and the impact of initiatives on the cost of flahaped products as part of its Flats
Study.

C. USPS Marketing Mail Parcels
(1)  Introduction

As with USPS Marketing Mail Flats, USPS Marketing Mail Pé&des a long history of
deficient cost coverage. Both cost coverage and contribution for USPS Marketing Mall
Parcels improved in FY 2022.

(2) FY 2022 Results

In FY 2022, USPS Marketing Mail Parcels had a cost coverage of 87.5 percent, up 14.4

percentage poins from FY 2021. The Postal Service explains that unit revenue increased by

16.6 percent while unit cost decreased by 2.5 percent. FY 2022 ACR at 19. The Postal
3AOO0OEAA 11 O0AO OEAO EO &I 11T xAA OEA #1011 EOOEITI
Marketing Mail Parcels by at least 2 percentage points above the class averddeat 19-20.

In Docket No. R20221, the Postal Service proposed, and the Commission approved, a price
increase of 9.785 percent for this productOrder No. 6188 at 64, Table V1.

The Postal Service explains the decrease in reported costs in FY 2022 as being primarily
driven by decreases in the unit cost of transportatioff and delivery. The Postal Service
attributes the decreases in the unit cost of transportation to both a methodological change,
which was expected to have a slight decrease on transportation costs for USPS Marketing
Mail Parcels, and a slightly higher peragage of volume being entered close to its
destination. Response to CHIR No. 7, question 17.

(3) Comments on USPS Marketing Mail Parcels
The Public Representative notes the improvement in cost coverage for USPS Marketing

Mail Parcels in FY 2022. PR Commentsat8 . AOAOOEAT AOOh EA OAT OEAET
No.R2023-1 rate increase above the authorized 2 percent price increase might not be

sufficient for [USPS] Marketing Mail Parcels to fully cover its costs in FY 2023 unless the

Postal Service is able to managd aA AOOOEAO OAAOAA 5303 -AOEAOQE
AT 000 OEQd.a&E9EEAAT Ol UBS

01 00#1 1 OOAOAO OEAO EO OEO Ai 1T AAOT AA OEAO Al
Al OAOACAO OEOI BCE EECEAO POEAAO i AU AAi ACA 53
to raise the price of USPS Marketing Mail products, including USPS Marketing INPaircels,

8 The Postal Service attributed the decrease in transportation cost to a recent change in the acceptedwetstouplogy that introduced
TRAC®ased highway peak season distribution keys into the transportation cost model. Response to CHIR No. 7, quSstorder.
No.6322. The Postal Service also attributes the decrease to a shift in the destiratigiprofile for USPS Marketing Mail Parcels, with more
volume being entered closer to its destination in FY 2022. Response to CHIR No. 7, question 17.
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i OA OEA A1 AGO AOAOACA OxEll EAOA
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(4)  Prior Directives

C QAOAA[QNAA
DAOAI Oi AT AAS8

The Commission has previously directed the Postal Service to utilize its pricing flexibility to

eliminate the intra-class crosssubsidy received by this productSee, e.gFY 2010 ACD at

108; FY 2020 ACD at 46. In the FY 2021 ACD directive, the Commission required that the

01T OOAIT 3AOOEAA ET AOAAOA 5303 - AOrechtdge pots- AET 0
above the class average. FY 2021 ACD at 69. The Postal Service complied, increasing prices

for USPS Marketing Mail Parcels by 9.785 percent in Docket No. R2a2and 20.493

percent in Docket No. R2023L. Order No. 6188 at 64, Table V1; Order No. 6341 at 52,

Table VI1. The average for the USPS Marketing Mail class in each of these dockets was

6.500 percent and 4.202 percent respectively. The increase in unit revenue in FY 2022,

coupled with a decrease in reported unit cost, led to an imp@@Ai AT O ET OEA DOT AO
coverage.

The Commission also encouraged the Postal Service, commensurate with the small size of

the product, to explore and implement opportunities to further reduce the unit costs of

USPS Marketing Mail Parcels and report dhose opportunities and results FY 2021 ACD at

69.4EA 071 OOAT 3AOOEAA Al i bPpi EAA xEOE OEEO AEOAAC
AAOT 1 OOA AT A OA1I AGEOGA O1T1 O0Ii A T £ OEEO POl AOAODGS

management efforts focused exclusively T OEEO DBOT AGAO Al T TAfrhyod AO
Marketing Mail Parcels in postal facilities typically occurs in contexts in which such pieces

AOA T EGAA xEOE |1 OEAO PEAAAO 1T £ OEIi EI AO OEUA A

the Postal Service explainshiat in FY 2022 it began shifting the processing of certain

package volumes from NDCs to local processing and distribution centers (P&DCs), which

the Postal Service speculates could result in improvements to unit costs for USPS

Marketing Mail Parcelsld.
(5) Commission Analysis

In FY 2022, USPS Marketing Mail Parcels did not produce sufficient revenues to cover its
attributable costs, although cost coverage improved substantially relative to FY 2021.
Despite compliance with directives related to pricing and cdseporting, cost coverage for
the product remains an issue. Figure HLL3 displays the unit revenue, unit attributable cost,
and unit contribution for USPS Marketing Mail Parcels from FY 2018 through FY 2022.
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Figure 1413
USPS Marketing Mail Parcels&ncial Comparison, FX018FY20227
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Source: Library Reference RRRACR2022.

As illustrated in Figure I1I-13, unit attributable cost decreased from $2.09 in FY 2021 to
$2.04 in FY 2022 while unit revenue increased from $1.53 in FY 2021$4.78 in FY 2022,
resulting in a total negative unit contribution of 25.6 cents.

Figure I11-14 shows the annual cost coverage for USPS Marketing Mail Parcels. In FY 2022,
cost coverage for USPS Marketing Mail Parcels improved 14.4 percentage points.
Contributing to this improvement was a substantial increase in unit revenue, coupled with

a slight decrease in reported unit costThe Commission does acknowledge thdlhe absence

of attributable RHB normal costs has observable effects on figures reported byetiPostal
Service in the FY 2022 ACR when compared to prior years when the Postal Service incurred
and attributed such costsSeeChapter I,supra.

87 Complete FY 2008roughFY 202 USPS Marketing Mail Parcels data cafoped in Library Reference PRRACR2022.
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Figure 1414
USPS Marketing Mail ParceostCoverage, FY 208EY2022
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The Commission finds the improvement in cost coverage for USPS Marketing Mail Parcels

in FY 2022 to be a positive development. However, the Commission continues to be

concerned about the repeated failure of USPS Marketing MRi&rcels to cover its costs, and

the fluctuation in cost coverage makes it difficult to ascertain whether such improvement

can be sustained. Theost coverage shortfall has existed for a significant period of time.

The Commission concludes that USPS MarketC - AET 0 AOAAI 06 DPOEAAOh |
Marketing Mail Flats, do not comply with 39 U.S.C. § 101(d) because they do not apportion

the costs of postal operations to postal users on a fair and equitable basis.

As noted above, th&€ommissionfinds that its FY 2021 directives related to USPS Marketing

Mail Parcels have all, to a large extent, been eclipsed by recent regulatory changes,
DAOOEAOI AOI U OEA #1111 EOOET -tohgensatdyyichBdshrid T £ T Ax
products and improved flats reportingrequirements. 39 C.F.R. pt. 3030, subpt. G; 39 C.F.R.
883050.50, et seq. Section I11.C.3.1.a.(6As a result, the Commission has determined not to

re-issue these directives in FY 2022.

The Commission finds that the FY 2022 revenue for USPS MarketilgPslrcels was not
OOEEFEAEAT O OI AT OAO AOOOEAOOAAIT A AT 60Oh AOO OE
The Commission reminds the Postal Service that under 39 C.F.R. § 3030.221, the Postal Service
must propose a price increase for USKH&rketing Mail Parcels that is at least 2 percentage

points above the average for the cla3$ie Commission also encourages the Postal Service to
continue to expend a reasonable amount of resources given the size of the product to explore

and implement opprtunities to further reduce the unit cost of USPS Marketing Mail Parcels,

and the Postal Service shall report on those opportunities and results in the FY 2023 ACR.
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2. Package Services

a. Introduction

After 3 consecutive fiscal years of the Package Servicessslaot covering its costs, Package
Services covered its attributable costs in FY 2022 and had an overall cost coverage of 102.2
percent, which was a 9.0 percentage point improvement from the class cost coverage of
93.2 percent in FY 2021.

The Package Seiges class consists of four products. Three of those products, Alaska
Bypass Service, Bound Printed Matter (BPM) Parcels, and BPM Flats, covered their costs in
FY 2022. The Media Mail/Library Mail product was the only Package Services product that
failed to cover its costs in FY 2022. Table 1B contains the cost coverage of each Package
Services product as well as the overall class cost coverage for the last 5 fiscal years.

Table 145
Package Services Cost Coverage, FY @oi2022

Fiscal Year PackageServices| Alaska Bypass Bound Printed Bound Printed Media Mail{
Overall Service Matter Flats Matter Parcels Library Mail
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% 125.8% 94.0% 79.3%
FY2021 93.2% 129.8% 117.3% 94.6% 84.3%
FY 2022 102.2% 136.0% 124.7% 108.7% 91.3%

Source: Library Reference PRRACR202:5.

As Table II}5 shows, the cost coverage for the Package Services class in FY 2022 is near the
highest cost coverage of théast 5 years, which was 102.6 percent cost coverage in

FY2018. Table II}5 further illustrates that cost coverages for all Package Services products

except Media Mail/Library Mail decreased over the last 5 fiscal years. However, all Package
Services prodicts had an increase in cost coverage between FY 2021 and2022.

-AAEA - AEI T, EAOAOU - AEI 80 AT OO AT OAOACA EI BOI
FY2018 and FY 2022 but continues to have the lowest cost coverage of all Package Services
products. Below, the Commission discusses the FY 2022 financial results for Media

Mail/Library Mail in more detail.



Docket No. ACR202 -58 -

b. Media Mail/Library Mail
(1)  Introduction

In FY 2022, the Media Mail/Library Mail product failed to cover its attributable cost.
FY 2022 was the sixteenth conseutive year that Media Mail/Library Mail did not generate
sufficient revenue to cover its attributable costSeeFY 2021 ACD at 41.

(2) FY 2022 Results

In FY 2022, Media Mail/Library Mail had a cost coverage of ®Blpercent, a 7.0 percentage
point increase compared to FY 2021. The Postal Service states that the increase in cost
coverage for Media Mail/Library Mail in FY 2022 is the result of a 51 cent increase in unit
revenue, which outpaced the 22 cent increase imit cost. FY 2022 ACR at 43.

The Postal Service states that the increase in unit revenue resulted from the abeaxerage
price increases in Docket No. R2022 and Docket No. R2022.. Id. at 43-44. Docket No.
R2021-2 included a 10.865 percent price increase for Media Mail/Library Mailyhich was
more than 2 percentage points above the average increase for the Package Services class of
8.804 percent.ld.; Order No. 5937 at 116. Docket No. R202Rincluded an 8.897 percent
price increase for Media Mail/Library Mail, which exceeded the avage increase for the
Package Services class of 8.511 percent. FY 2022 ACR a44t30rder No. 6188 at 90. These
price increases went into effect on August 29, 2021, and July 10, 2022, respectively. Order
No. 5937 at 6; Order No. 6188 at 6. The Postal Seerstates that the Docket No. R2022
price increase coupled with the additional aboveclass average price increase in Docket No.
R2023-1 (i.e.,4.381 percent) should have a significant effect on cost coverage in FY 2023
and that it intends to continue toimprove the cost coverage of Media Mail/Library Mail
through above-average price increases. FY 2022 ACR at 44; Order No. 6341 at 92. The
Docket No. R2023L1 price increase went into effect on January 22, 2023. Order No. 6341
at7.

With respect to the 22.3cent increase in unit cost for Media Mail/Library Mail, the
Commission notes that this increase occurred despite the fact that the Postal Service did
not incur costs related to RHB in FY 2022. The Postal Service explains that the 5.1 percent
increase in wit cost was driven by increasing transportation and window service costs.
Response to CHIR No. 5, question 2.a. The Postal Service further explains that Media
Mail/Library Mail unit transportation costs rose by 23.4 percent or 32 cents in FY 2022, an
increase that it attributes to the expected impacts of the Proposal Six methodological
change and increases in Media Mail/Library Mail transported via air transportationld.; see
Order No. 6322. The Postal Service states that unit window service costs incredsy 16.8
percent or 2.9 cents in FY 2022. Response to CHIR No. 5, question 2.a. The Postal Service
attributes this increase to a 4.5 percent increase in window clerk wage rates and the
continued decline in the overall number of window transactions, whichiesult in higher

unit window service costs for products like Media Mail/Library Mail that are not available
through certain alternative channels, such as Cliek-Ship.Id.
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The Postal Service notes that inflationary pressure challenges its ability to malang-term
reductions in unit costs.ld. question 2.b. The Postal Service states that more th&0
percent of Media Mail/Library Mail costs are related to mail processing or transportation.
Id. The Postal Service notes that it plans to shift Media Mail/Liary Mail processing from
the NDC to the local P&DC by the end of FY 2023, Quarter 3, which the Postal Service
represents should lead to more efficient processing and better transportation utilization
that may reduce costsld.

(3) Comments on Media Mail/Libray Mail

The Public Representative notes that the Package Services class covered its attributable
costs and contributed to institutional costs in FY 2022 for the first time in several years
despite continued volume declines. PR Comments at 11. With regaad¥Media Mail/Library
Mail, he states that cost coverage, pggiece loss, and pepiece revenue improved in

FY 2022, while per-piece costs increased and volume declinett. at 11-12. He notes that
the Media Mail/Library Mail product has received aboveaverage price increases with
additional recent price increases expected to have a more significant impact on cost
coverage in FY 2023d. at 12. Based on these price increases, he expects Media
Mail/Library Mail to fully cover its attributable costs in FY 2023. Id. He cautions, however,
that the Postal Service must keep managing costs effectivelly.

(4) Commission Analysis

As noted above, the Media Mail/Library Mail product did not cover its attributable cost or
make a contribution to institutional costs in FY B22. Table IIF6 contains the volume, unit

revenue, unit attributable cost, unit contribution, and cost coverage of Media Mail/Library
Mail since FY 2018.

Table 116
Media Mail/Library Mail Financial Results, FY 2@FY 2022

: Volume Sl .Unit U.nit : Cost
Fiscal Year (Millions) Revenue  Attributable Contribution Coverage
(Cents) Cost (Cents) (Cents)

FY 2018 79.0 350.1 456.4 -106.4 76.7%
FY 2019 80.1 354.5 495.5 -141.1 71.5%
FY 2020 97.8 357.3 450.5 -93.2 79.3%
FY 2021 107.3 372.8 442.0 -69.2 84.3%
FY 2022 95.0 423.8 464.2 -40.4 91.3%

Source: Library Reference PRRRACR202:5.

Although Media Mail/Library Mail covered only 91.3 percent of its attributable cost in

Z A X 7 A o~ o~ A o

FY2022,as Tableldp AATI T 1T OOOAOAOh OEA DPOI AOAOGBO AET AT A
MaillLiAOAOU - AEI 60 O1T EO OAOAT OA ET AOAAOAA AU xo38
increase of 7.8 cents over the same period, leading to an improved unit contribution of 65.9 .
AAT 008 4EEO EIi BDOT OAA AT 1 OOEAOOETT EwnicAl O OAZE
improved by 14.6 percentage points between FY 2018 and FY 2022. The Commission notes
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that between FY 2021 and FY 2022 alone, unit contribution improved by 28.8 cents and
cost coverage improved by 7.0 percentage points. The Commission also notes #i#iough
unit revenue, unit contribution, and cost coverage have all improved significantly since

FY 2018, unit attributable costs have experienced more volatility over the same period and
are an area where the Postal Service should focus efforts as ibks to improve the cost
coverage for this product.

Table IlI-7 shows the history of price increases for Media Mail/Library Mail since the
enactment of the PAEA. This table demonstrates that the Postal Service consistently
increased the prices for Media Mif{lLibrary Mail above the average price increase for the
Package Services class. It also reflects that recent rate adjustments have resulted in larger
price increases for the Media Mail/Library Mail product, which have substantially
contributed to the recent increases in unit revenue, unit contribution, and cost coverage
shown in Table 1116 above.

Table 147
Media Mail/Library Mail Price Adjustment vs.
Package Services Price Adjustment

Docket No. Media Mail/Library Mail Price PackageServices Price
Adjustment Adjustment

R20081 4.538% 2.875%
R20092 7.468% 3.800%
R201%12 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%
R20201 1.993% 1.892%
R20211 3.579% 1.460%
R20212 10.865% 8.804%
R20221 8.897% 8.511%
R20231 4.381% 4.197%

Source: Library Reference PRRACR202:5.

According to the Postal Service, it intends to continue applying aboaverage price
increases to Media Mail/Library Mail. FY 2022 ACR at 44. The Commission notes that the
Postal Service will be required to do so whenever it proposes price adjustments ftire
Package Services class, because Media Mail/Library Mail is now a raompensatory
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product in a compensatory class and is therefore subject to the requirements of 39 C.F.R.
§3030.221.

The Commission finds that the FY 2022 revenue for Media Mail/Lilgristail was not

sufficient to cover attributable cosfThe Commission reminds the Postal Service that under
39C.F.R. § 3030.221, the Postal Service must increase the prices of Media Mail/Library Mail
by at least 2 percentage points above the class averageach Market Dominant rate
adjustment affecting Package Services through the issuance of the FY 2023 ACD.

3. Special Services

a. Introduction

As a class, Special Services covered its attributable cost in FY 2022 and had an overall cost
coverage of 155.5 percen Table IlI-8 contains the cost coverages of a selection of key
products from the 10 total Special Services products as well as the overall class cost
coverage for the last 5 fiscal year#

Table 148
Special Services Cost Coverage, FY @2B6Y&8022

Total Post

Fiscal Special | Ancillary Internc_atlonal RIS Money  Office St_amp
: : Ancillary Management Fulfillment
Year Services| Services . . Orders Box .
) Services Services . Services
\YET Service
FY 2018 | 131.0% 135.4% 114.9% 295.9% 108.1% | 112.9% 87.4%
FY 2019| 136.9% 145.6% 100.6% 299.1% 105.5% | 115.1% 94.5%
FY 2020 | 143.7% 135.3% 94.8% 266.9% 97.7% | 228.6% 142.7%
FY 2021 | 141.0% 133.7% 127.6% 318.8% 88.5% | 218.9% 136.6%
FY 2022 | 155.5% 146.4% 204.9% 593.6% 99.2% | 236.9% 127.7%

Source: Library ReferenBeRELRACR2027.

As Table I8 shows, the cost coverage for the Special Services class in FY 2022 was the
highest it has been in the last 5 fiscal years, reflecting a trend of the class cost coverage
improving year-over-year in most years. Table IH8 further illustrates that cost coverages
for listed Special Services products except Money Orders are higher in FY 2022 compared
to FY 2018, and that all listed products except Stamp Fulfilment Services had an increase
in cost coverage between FY 2021 andvR2022.

88 The10 Special Services produ@ee: (1) Ancillary Service$2) International Ancillary Service8) Address Management Servic¢4) Caller
Service(5) Credit Card Authenticatigri6) International Reply Coupon Servi¢eé) International Business Reply Mail Seryi@& Money Orders
(9) Post Office Box Servicand (10) Stamp Fulfillment Serviceavailable ahttps://www.prc.gov/maitclassificatiorscheduleCost coverage
information for products not appearing in Table8itan be found in Library Reference PERACR2027 .
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Money Orders is the sole Special Services product to fail to cover its attributable costs in
FY2022. Below, the Commission discusses the FY 2022 financial results for Money Orders
in more detalil.

b. Money Orders

(1)  Introduction

In FY 2022, the Money Qters product failed to cover its attributable cost. FY 2022 was the
third consecutive year that Money Orders did not generate sufficient revenue to cover its
attributable cost. SeeFY 2021 ACD at 69.

(2) FY 2022 Results

In FY 2022, Money Orders had a cost caege 0f99.2 percent, an over 10 percentage point
increase from the cost coverage of 88.5 percent in FY 2021. FY 2022 ACR a4 A6The
Postal Service states that although unit costs increased by 12.2 percent, unit revenue
increased by 25.9 percent and unicontribution improved. Id. at 47. The Postal Service
attributes the increase in unit contribution to price increases in Docket No. R2022 and
Docket No. R20221 of 11.514 percent and 14.377 percent, respectively, as well as a
reduction in debit card codgs. Id.; Order No. 5937 at 123; Order No. 6188 at 9The Docket
No. R20212 and Docket No. R2022 price increases went into effect on August 29, 2021,
and July 10, 2022, respectively. Order No. 5937 at 6; Order No. 6188 atlee Postal

Service notes thaMoney Orders also received a price increase of 6.685 percent in Docket
No. R20231, which went into effect on January 22, 2023, and which is expected to further
decrease the gap between revenue and costs. FY 2022 ACR at 47; Order No. 6341 at 7, 99.

with OAOPAAO O1I -TTAU /1 OAAOOGE OTEO AT 00O ET AOAAO
Commission notes that this increase occurred despite the fact that the Postal Service did

not incur costs related to RHB in FY 2022. The Postal Service attributes the increasanit

costs to an increase in the total attributable cost of 4.3 percent and a decrease in volume of

7.1 percent compared to FY 2021. Response to CHIR No. 3, question 1.a. The Postal Service
OOAOAO OEAO -T1T1TAU /1 OARAOOS AwiktOsendice Activlie3ET AOET U
and debit card processing feedd. question 1.b. Window service activities costs increased

by 6.7 percent in FY 2022 due in large part to a 4.5 percent increase in the wage rate for

window clerks. Id. The Postal Service noteshat in FY 2022, piggybacked window service

AT 000 xAOA xo8c¢ DPAOAAT O T £ OI OAT -1TTAU /1 OAAOO
continue to increase as wages riséd. The Postal Service further explains that supplies and

services costs €.g.the manufacturing and printing of Money Orders) and product specific

costs attributed to Money Orders €.9. software and compliance with the Bank Secrecy Act)

increased in FY 2022 compared to FY 202[d.

The Postal Service notes that these cost increases warartially offset by an 11.7 percent

decrease in unit debit card costdd. The Postal Service explains that debit card costs are

OEA OAATTA 1 AOCAOO AiT OOEAOOIT O O1T -1T1TAU 1 OAAO
FY2022, the Postal Service entered inta new payment processor contract that would

ensure transactions are routed to the lowest cost processing networld.
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The Postal Service states that because the attributable costs for Money Orders are
primarily made up of window service costs and debit caf costs, any effort to reduce costs
should focus on these two cost driverdd. The Postal Service represents that it has agreed
to explore initiatives to reduce window service costs by seeking opportunities to offer
Money Orders more efficiently and willperiodically negotiate debit card fees with debit
card processing vendorsld. However, the Postal Service also explains that it is challenged

ET EOGO AAE‘IAEQU NQ'I'N ,C‘)AAC)AA - T‘AU ‘/'Oﬁ{oﬁ\"mé)é _QT EC) AA
Postal Service states th@ AAVAAOOA - I'TAU / OAAONOA EAC"):& OA | AOA
OPAAEZLZEA Al OOOhoe xEEAE AOA AgbPAAOAA O OEOA x

product specific costs will likely cause future increases in unit costtd.
(3) Comments on Money Orders

The PublicRepresentative notes that the Money Orders product did not cover its
attributable costs in FY 2022 although its cost coverage improved yeaver-year. PR
Comments at 12. He states that unit revenue, unit contribution, and unit costs for this
product increased in FY 2022 while volumes declinedd. at 12-13. He notes that based on
the current trends for this product of revenue increases exceeding cost increases, Money
Orders should fully cover its attributable costs in FY 2023d. at 13.

(4) Commission Analysis

Money Orders provide customers with an istrument for payment of a specified sum of
money, with a maximum value of $1,000. This product reliably covered costs until FY 2016
but has exhibited inconsistent financial results in recent years. FY 2021 ACD at 70. Table
[11-9 shows the unit revenue, urtiattributable cost, unit contribution, and cost coverage for
the Money Orders product from FY 2018 through FY 2022.

Table 49
Money Orders Financial Results, FY 2088 2022

Unit Unit Unit

'jz(:rll Revenue Attributable Contribution Co(\:/:f;ge
(Cents) Cost (Cents) (Cents)
FY 2018 190.1 175.9 14.2 108.1%
FY 2019 200.5 190.1 10.4 105.5%
FY 2020 198.9 203.6 -4.8 97.7%
FY 2021 206.0 232.8 -26.8 88.5%
FY 2022 259.4 261.6 2.2 99.2%

Source: Library ReferenBlRELRACR2027.

As Table II}F9 shows, the FY 2022 cost coverage for Money Orders was 99.2 percent, a
notable increase from the cost coverage of 88.5 percent in FY 2021. Between FY 2018 and
FY 2021, unit contribution and cost coverage decreased every yeaaith FY 2022 reversing

L N A 2 oA £ oA A
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primarily to a 53.4 cent increase in unit revenue, which more than offset the 28.8 cent
increase in unit attributable costs. Unit attributable costs ioreased yearover-year in each
year between FY 2018 and FY 2022.

On October 20, 2022, the United States Postal Service Office of Inspector General (OIG)
issued an audit report on Money Order trends and cost coverage with a particular focus on
FY 2017through FY 202189 In the report, the OIG describes several challenges for the
Money Orders product. These include that customers can purchase Money Orders from
other entities at lower prices, which may lead to further volume declines. OIG Report No.
22-057-R23 at 1, 3As the Postal Service explained in the Response to CHIR No. 3, volume
declines make reducing unit costs difficult, as product specific costs, such as the labor costs
associated with complying with the Bank Secrecy Act continue to increaseegponse to

CHIR No. 3, question 1.b.

In addition, the OIG highlights that window service costs are the largest cost associated
with Money Orders, ranging from 47.9 percent of total Money Orders cost in FY 2017 to
55.7 percent of total Money Orders cost ikFY 2021. OIG Report No. 2057-R23 at 5. In

FY 2022, window service costs increased substantially to 73.2 percent of total Money
Orders cost due primarily to a 4.5 percent increase in the wage rate for window clerks
despite the fact that the Postal Servedid not incur costs related to RHB in FY 2022.
Response to CHIR No. 3, question 1(iven that window service costs will continue to
increase with wages, the OIG recommended that the Postal Service develop initiatives to
reduce window service costs. Ol®eport No. 22057-R23 at 5. In response to the
recommendation, the Postal Service agreed to explore initiatives to reduce window service
costs and identify ways in which Money Orders could be more efficiently offered with a
target implementation date of Aril 30, 2023. 1d.

Although there was substantial improvement in the cost coverage for Money Orders in
FY2022,0IG Report No. 22057-R23and the Response to CHIR No. 3, question 1.b.
indicate that the Postal Service may face difficulties in continuing tdrive improvements in
the cost coverage of Money Orders.

The Commission finds that the FY 2022 revenue for Money Orders was not sufficient to cover
attributable cost. The Commission reminds the Postal Service that urgeC.F.R. § 3030.221,
the Postal Service mugtcrease the price of Money Orders by at ledgiercentage points

above the class average in each Market Dominant rate adjustment affecting the Special
Services class through the issuance of the FY 2023 AiOCommission encourages the

Postal Service to continuously look for ways to reduce the gogts of Money Orders. The
Commission also directs the Postal Service to include a discussion of the initiatives identified
ET OAODPITOA OI OEA /)' 60 OAATI T AT AAGETT Ol
including the current status of each initiave, in the FY 2023 ACR.

89 United States Postal Service, Office of Inspector General, Report {05223, U.S. Postal Service Money Order Trends and Cost Coverage,
October 20, 2022, available kitps://www.uspsoig.gov/site&lefault/files/reports/202301/22-057-R23.pdf(OIG Report No. 2057-R23).

OA
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D. Fully Compensatory Class
1. FirstClass Mall

a. Introduction

As a class, FirsClass Mail covered its attributable costs in FY 2022 and had an overall cost
coverage of 210.7 percent, which is an increase in cost coverage compared to.Y93rcent
in FY 2021.

b. FY 2022 Results

Furthermore, each product within FirstClass Mail covered its costs for FY 2022, which
represents an improvement over FY 2021 when Firs€Class Mail Flats did not cover its
attributable costs. Table 11110 provides thecost coverage for each FirsClass Mail product
as well as the overall class for the last 5 fiscal years.

Table 410
FirstClass Mail Cost Coverage, FY 2(H8 2022

Outbound

Fiscal FirstClass SinglePiece Presorted Flats SinalePiece Inbound
Year Mail Overall | Letters/Postcards | Letters/Postcards g . Letter Post
International
FY 2018 205.1% 160.7% 309.8% 123.2% 142.0% 83.8%
FY 2019 194.3% 156.1% 292.9% 109.0% 145.7% 78.5%
FY 2020 197.9% 163.3% 281.0% 100.2% 128.3% 83.3%
FY 2021 193.7% 148.9% 279.9% 98.9% 152.8% 122.2%
FY 2022 210.7% 154.4% 307.0% 108.8% 171.1% 128.0%

Source: Library Reference PRRRACR202:3.
C. Comments

The Public Representative finds that FirsClass Mail products overall covered their
attributable costs in FY2022. PR Comments at 5.

NAPMOOAOAO OEAO EO xi O A O1 EEA OI OAA OEA 01 00,
specificto First# | AOO - AEIT &1 AOOd OET AA ET 1T AT U AAOGAO
other types of flats, largely due to the setice standards, and may have unique cost

drivers[;] [hence,] [i]t is unclear how many of the initiatives laid out by the Postal Service

for FY2023 apply to First# | AOO - AET 1 DA OA OEat 1408RM states@hat # 1 1 | A
OOEAOA EO A OiliyQd reddee RirdtlCl@ss Mail Blatspetational costs by B
| AEET ¢ AEAT CAO OEAO i1 OA 11 0A PEAAAOG ET O OEA

OAT AT OOACAO OEA 01 OOAI 3AOOEAA OI xi1 OE xEOE O
barriers and potential incentives that could be developed to move more [FirsElass Mail] o
&1 AOO ET O POAOGT 0O AT A OAA@MABnotedihSediocnET ¢ Al 000
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l11.C.1.a.(4), NAPM encourages the Postal Service to restart the Headquarters cross
functional flats team as described abovdd. at 13; seeSection III.C.1.a.(4)supra.

NPPC identifies specific FirsClass Mail products for which it alleges that reported costs in

FY2022 are misleading due to the exclusion of RHB normal co$,sNPPC notes thatotal

First-#1 AOO - AE1T OAOAT OA ET AOAAOAA ET &9 ¢m¢gg AOQ
OAOA ET AOAAOGAOR AO OEA 071 OOAI 3AO0OO0OEAA EAEI AA
NPPC Commentat 12. NPPC highlights continued volume declines f&iirst-Class Mail in

FY 2022, including for SinglePiece Letters/Postcards, Presorted Letters/Postcards

(including the 5-Digit Automation Letters price category), and FirstClass Flatsld. at 11-12.

.00# AOOAOOO OEAO Of bY OAwdt @fidientlyiprephied andidwi OET OA O
AT 00 1 AEI ET OEA OUOOAIifrhyYo AT A Ofr OYEA 01 OOAI
remain in the mailstream, not to drive it out through price increases or cuts in service

OO0AT ANGHIDS 6

PostCom, noting relaitvely high cost coverage levels for products such as Fir€llass

Letters/Postcards, argues that users of these products are bearing an undue burden as a

OAOOI O T £/ OOAOOAT OEAI OAOA ET AOAAOGAOR AT A O0OC

from the costs incurred in providing the[se] products, the question arises as to whether the

01T OOA1I 3AOOEAA EO I AET OAETET ¢ A EOGOO AT A OAAO
d. Commission Analysis

The Commission finds that all FirstClass Mail products cogred their attributable costs in
FY2022.

As noted in Chapter Ithere are significant challenges facing the Postal Service associated
with the processing and delivery of flatshaped mailpieces. The Commission is currently

conducting a study concerning @00 T DPAOAOGETI 1O ET 1 OAAO Oi OAI
AAOCOAO 1T &£ El AERAEAEAT AEAO ETI OEA AT11AAOQOETTh
Al 1T x OEA #1111 EOOET1T OF ONOAT OE&EU OEA AEEAA

excess capacityand operational inefficiencies of the Postal Service on the direct and
ET AEOAAO AT OO0 1T &£ OEA 01 OOAISsSexhamé& Estipla.TReEA O AC
Commission findings must be submitted no later than April 6, 2023d. In addition, the

Commission encourages the Postal Service to restart the Headquarters crdgactional

flats team.

The Commission also noted thatp the extent that commenters discuss concerns related to
the treatment of RHB normal costs in the FY 2022 cost data, thosesntments fall outside
the scope of this proceedingSee id.

SONPPC Comments at54 These include FirsElass Presorted Letters/Postcards, FBkss SinglBiece Letters/Postcards, and Figass Flats.
Id.
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The Commission encourages the Postal Service in future rate adjustment dockets to take into
consideration the concerns expressed by mailers with respect to the effect of recent rate
increases, pdicularly in regard to moving more mailpieces into presort categories.

e. Other Issues FirstClass Mail NeMMachinable
Surcharge

In the FY 2021 ACD, the Commission addressed a request by the Greeting Card Association

(GCA) that the Commission undertake fulter review pursuant to 39 C.F.R. 8 3030.126(j) of

OEA #7111 EOOEI T80 ADPDPOI OAl I-machinablesurchabgo®dAl O ET A
First-Class Mail SingléPiece Letters in Docket No. R2022. FY 2021 ACD at #2Z5. The

Commission balanced the relevamstatutory objectives and factors from 39 U.S.C.322(b)

and (c) cited by GCA. These includeaabjectives 2 (stable and predictable rates) and 8 (just

and reasonable schedule for rates and classifications), as wellfastor 3 (effect of rate

increases).39 U.S.C. § 3622 (b)(2), (b)(8), (c)(3). The Commission ultimately affirmed its

decision from Docket No. R2022, concluding that there was no basis for finding the nen

machinable surcharge norcompliant with the relevant statutory provisions.9!

Initscol | AT 00 ET OAODPI T OA O OEA 071 OOAI 3AOOEAABC
concerns over the increase in the noimachinable surcharge for SingldPiece FirstClass

Letters. GCA contends that the nemachinable surcharge primarily affects personal

correspondence. GCA Comments a#42 GCA invokes 39 U.S.C. § 101(a), which provides

OEAO O+ OYEA 01 OOAT 3AOOEAA OEAIT EAOA AO EOGO
services to bind the Nation together through thgpersonal educational, literary, ad

AOOET AOO Al OOAODPTTAAT AA 1T £ OEA PAIT PI A8d j Al PE
postal rate impinges on personal correspondence alone, as the surcharge does, this basic

I AlTECAOETT EO 110 AAET C 1T AOCAOOGAA8BG ken! #1111 Al
objective 8 (39 U.S.C. § 3622(b)(8)), asserting that:

If one looks realistically atwho the customer 15 that s, if one does not
define the customer solely by which operations (s)he requires the
Postal Service to perform, but also considers thases (s)he makes of
the mail? it seems evident that the personal correspondence
customer is being subjected to an unjust rate.

GCA Comments at-8 (emphasis on original).

&OOOEAOQI T OAh "#! AOCOAO OE Adrespandeite iOtArgetedE/E ET  x
by a surcharge bearing little relation to the cost the Commission accepts as justifying it is

TTO0 AT AgAipl A 1T £ OAAdB AGAassertd thaDiE tGd FA0R2 DPOEAET C
ACR, there has been a large decrease in th@oeted workshare-related mail processing
costfortneNoni AAEET AAT A - AOGAOAA , AOOAOO POEAA AAOGAC
the period when the nonmachinable surcharge has been doubled, the cost of processing

911d. For information related to the Firstlass MailnoY I OKA Yy | 6 f § & dzNDK | djBEcBvesi? afdlB yinhdtax §se@eF 020216 A (i K
ACD at 7&5.
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Z A~ A oA oA

non-machinable singlepiece letters maytA OA AAAT OOAOOAT O&#&us.U 1T OAO
'#1 AOCOAO OEAO Ofr OYET AA OEA #1111 EOOEITT & O1A
approving that surcharge, it seems necessary for the Commission to inquire into how this
apparent overestimate came taccur and to view the current noarmachinable surcharge
j1T10 O OPAAE 1T £ ATU AEOOOOA ET ARaA®DAO ET E

O
0

As an initial matter, the Commission does not accept the premise that the noamachinable
OOOAEAOCA OIOADIC ABDIOO O OMEAIOIOA A T-Aaktsnable)etters& 9 ¢ mggh 1
meaning letters that could not be sorted on mail processing equipment due to irregular

physical characteristics related to weight, rigidity, shape, or readability, and thus required

manual handling,made up less than 1 percent of either stamped or metered SingfRtece

First-Class Mail volumé?2 Thus, no matter how one defines the portion of the Firs€Class

i AE1l OOOAAT AT T OOEOOOET ¢ OPAOOITAI AT OOAODPITAA
hence rot subject to the normachinable surcharge. Furthermore, FirsClass Mail is sealed

against inspection, and the Postal Service would be unable to target the contents of a

First-Class mailpiece as personal correspondence.

Moreover, in terms of assessing # cost to the Postal Service of handling nemachinable
letters, the Commission finds that the relevant consideration is not simply the change in the
reported unit processing cost for Nommachinable Metered Letters from year to year, but
rather the difference between the total reported cost for handling Nommachinable Metered
Letters compared to the total reported cost for handling Machinable Metered Letters. The
only difference between these price categories is machinability, and the difference between
them represents the cost of handling a nomachinable letter compared to a machinable
letter. For FY 2022, the reported unit mail processing cost for Nemachinable Metered
Letters was 31.099 cents higher than for Machinable Metered Lette?3The reported unit
delivery cost for Nonrmachinable Metered Letters was 13.555 cents higher than for
Machinable Metered Letterg4 The reported unit collection cost was the same for both

price categories? Thus, in total in FY 2022, Nomamachinable Metered Letters cost on
average 44.654 cents more to process and deliver than Machinable Metered Lett&3he
non-machinable surcharge is currently 40 cent§&’ This means that even with recent
increases in the noamachinable surcharge, normachinable letters still cost more to

2| jbrary Reference USFES22n = 5 S 0SY 6 SNJ H hEY224ivMDIBD.FilesZif & AZ0HSMIRBDEIE ¢ 9 E OR022 FOME S &
BD.xIsx ¢ (-1Sngld A SOS [ SGGSNARXé OSftfa LMHY LmMoX LHAX LumMO®
93 | jbrary Reference USES22vnz 5 S OSY 0 SNJ H dFY22.401tr Madel Biles. ZipgT 29 ERESRE VR0 FEM Létters. xIExé

cells B11, BA
% jbrary Reference USFES22v n £ %L EY2Z D LtRIBoNS] Riles.Zig 9 E OSPEF YR FEM Lettersxisxé OSf f & 5MME 5MHO®
% |ibrary Reference USIFS22v n £ %L EY2F D LR IBoNA] Riles.Zig 9 E OSPFYRIOFGM Létterssiz ¢ OSff a4 9MME 9MHO

% For FY 2021, Nemachinable Metered Letters cost on average 50.553 cents more to process and deliver than Machinable Metered Letters.

Docket No. ACR2021, Library Reference WSRaMn = 5SS 0SY 06 SNJ H dF¥21.A0Fiess ¢ 40 £ OFPSY RBOKIEG ¢

Lettersxlst ¢ OSft&d . mMMZ . MHY 5MMI 5MH® t NA2NJ (2 C-machimabledeterédd &ters, 80a G { SNIIA
there are no relevant data to compare.

971n Order No. 6341, the Commission ap@dthe current noAmachinable surcharge of 40 cen@ompareSinglePiece Machinable rates to
SinglePiece Normachinable rates, Order No. 6341, Attachment & 2Vhen GCA first raised this issue, the sneexchinable surcharge was 30
cents.CompareSinglePiece Machinable rates to Singece Normachinable rates, Order No. 5937, Attachment &.2
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process and deliver than the Postal Service recovers after the nomachinable surcharge is

APDbl EAA8 4EEO Ol AAOI ET AGi AAEEOAATI RODOOBEAOQGREA
I EOOI A OAT AGETT O1T OEA Al 00O OEA #indadtEOOET T AA
Indeed, based on this analysis, the surcharge appears closely related to the cost of
non-machinability, with the small difference between the two benefitting the non

machinable letters customers.

More significantly, however, while the additionalcost of handling normachinable letters

xAO AAOOAETIT U OAI AGAT O O1 OEA #1 i1 EOQOEIT60 PO
machinable surcharge, it was far from the only consideration. As the Commission has

explained, the modified system of ratemakig which the Commission adopted in Docket No.

RM2017-3 was specifically designed to properly balance all of the statutory objectives and

factors from 39 U.S.C. § 3622(b) and (c). Order No. 5763 at 260. As noted above, the

Commission balanced certain objecties and factors raised by GCA related to the non

machinable surcharge. FY 2021 ACD at 7%.

GCA continues to maintain that the nomachinable surcharge is excessive and is targeted

AO OOEA DPAOOIT AT AT OOAODI T AAT AAindoisidtént with ONée OE
objective 8. GCA Comments at8 As demonstrated above, however, the nemachinable

surcharge can hardly be said to be excessive in relation to the actual costs incurred by the

Postal Service in processing hemachinable letters; nor can it be said to target personal
correspondence, since the majority of personal correspondence is machinable and not

subject to the surcharge. Moreover, there is no way to know with certainty if the majority

of mail subject to the surcharge is actually permal correspondence since FirsClass Mail

is, by definition, sealed against inspection.

7EOE OAOPAAO O1 '"#!80 EI OI AAOCEIT 1T &£ ow 5838#8
POl AAAAET ¢ EO OI AAOAOI ET A OxEAOEAOQlakéd U OAOAO
with applicable provisions of [chapter 36 of the United States Code] (or regulations

POl i Ol CAOAA OEAOAOT AROQ86 ow 5838#8 5 oceuaj AQ
scope of review of this proceeding. At most, section 101(a) could be canered as falling

under factor 14 of the statutory objectives and factors for the Market Dominant ratemaking
OUOOAI j OOEA DIl EAEAO 1 £ OEfidri1dE pdtdnbdamogw 5838
many objectives and factors to be considered in cqumction with each other. The

Commission does not find the general statement of policy contained in section 101(a) to

| OOxAECE OEA #i1 i1 EOOETT160 AAOAEI AA E£EET AET CO x
factors, includingobjectives 2 and 8, as well aicor 3.
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CHAPTER.COMPETITINERODUCTS

A. Introduction

In this chapter, the Commission reviews Competitive products to determine whether any
rates or fees in effect during FY 2022 were not in compliance with 39 U.S.G683, 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 appraojate share of the
0T OOAT 3AOOEAABO ET GB6B@E@OEIT T Al AT 0004 ocw
The principal FY 2022 findings for Competitive products are:

1 Revenues for Competitive products as a whole exceeded incremental costs. Thus,
Competitive products were not subglized by Market Dominant products during
FY 2022, thereby satisfying 39U.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 International Money Transfer Serviee Inbound
(IMTS? Inbound), International Money Transfer Service Outbound (IMTS
Outbound), Competitive International Ancillary Services, as well as two NSAs
Priority Mail Contract 543 ard Priority Mail Express International, Priority Mail
International, First-Class Package International Service & Commercial ePacket
Contract 5.

1 Collectively, Competitive products satisfied the appropriate share requirement of
39 U.S.C. 8633(a)(3) during FY 2022.

5
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B. CrossSubsidy Provision:
39U.5.C83633(a)(1)

39 U.S.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 allective costs incurred by Competitive products, and compares

those costs to the collective revenue generated by Competitive products. As long as the
OAOAT OA EOI i #1711 DPAOEOEOA POT AOAOO AgGAAAAO OEI
Commission can concludéhat no crosssubsidization has occurred®

Because the collective 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 crosssubsidization®® Therefore, the

ET AOAI AT OA1 AT 00 i1 AAT APPI EAA AO #1 1 PAOEOEOA
rigorous test for determining compliance with 39 U.S.C.3633(a)(1) than the attributable

cost coverage requirement oB9 U.S.C. 8633(a)(2), which is applied at the product level.

Several commenters conclude that Competitive products were not subsidized by Market
Dominant products in FY 2022, complying with 39 U.S.C3833(a)(1).1% To the extent that
commenters challange Competitive product cost attribution191 the Commission continues
to note that the purpose of the ACD is to determine compliance with existing regulations
using established methodologySeeFY 2021 ACD at 77; FY 2020 ACD at-80.
Recommendations for inproving specific cost attribution methodologies are appropriately
addressed in dockets considering changes to those methodologiés.

In FY 2022, the incremental costs of Competitive products were $20.667 billion and the
total revenues of Competitive products were $33.129 billioi?3 Accordingly, in FY 2022,
revenues from Competitive products exceeded incremental costs.

The Commissionrids Competitive products satisfied 39 U.S.8633(a)(1) in FY 2022.

%8 SeeDocket No. RM2007, Order Proposing Regulations to Establish a System of Ratemaking, August 15, 2007, at 65 (Order No. 26).

% Docket No. RM201@, Order Accepting Analytical Principles Used in Periodic Reporting (Proposals-Tweritiirough Twentffive),
January 27, 2010, at3 (Order No. 399).

1003eg, e.gRitney Bowes Comments at54 PR Comments at 24; NAPM Comments at 8.

0mgSee,egft ! /2YYSyida i m 64! OO2NRAYy3I (2 ¢t! Q& Hnauwuw t230FF tgdah OAy 3 t NR)
RSt AOSNASaAE RSaALAGS GKS 3SyoOeQa NBFdzalf G2 | (éabeseei &roSeoSty | avYlhtf &f
O02YLRyYySyGa S@rftdad GSR o0& (KS ! {t{ode00d

wegKS /2YYAaaAzyQa NBIdzZ I A2

ya LISN¥YAG Fye AYyiSNBaiSR tjadlradyorii2 adz YA
completeness of the data or analysis of data cofit§iR Ay GKS t2adlf {SNBAOSQa | yydzadf LISNA2ZRAO NBL

§3050.11(a).
1035ed jbrary Reference PR(RACR2021 3 9 EOSf FA( S MOEARELdzY il BB @B LLIBYRAE ! OLYONBYSyil
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C. Product Cost Coverage Provision: 39 U.S.C.
§3633(a)(2)

39 U.S.C. 8633(a)(2) requires that the revenue for each Competitive product cover its
attributable cost. Below, the Commissiomliscusses the FY 2022 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 o general applicability

Competitive international products consisting of NSAs

= =2 4 A -2

Competitive nonpostal services

1. CompetitiveDomestic Products with Rates of
GeneralApplicability

In FY 2022, there were 12 Competitive domestic products with rates of 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 Servicé$;Premium Forwarding
Service; Post Office Box Service; and Shipping and Mailing Supplies.

The Commission finds that, in FY 2022, every Competitive domestic product with rates of
general applicability covered its attributable co® and, thereby, satisfied the statutory
requirements of 39 U.S.C3633(a)(2).

2.  Competitive Domestic Products Consisting of
NSASs

As shown below in Figure IV1, in FY 2022, there were 575 Competitive domestic products
consisting of NSA34% Pursuant to 39 U.S.C.3633(a)(2), the Commission finds that all but
one Competitive domestic NSA covered their attributable costs in compliance with this
statutory requirement. The noncompliant Competitive domestic NSA in question, Priority
Mail Contrad 543, is being renegotiated with higher prices. FY 2022 ACR at 92. Although

104 The Competitive Ancillary Servicesguct consists of the following services: Adult Signature, Package Intercept Service, Premium Data
Retention and Retrieval Service, and Label Delivery SeBeaelICS § 2645, available fatps://www.prc.gov/maitclassificatiorschedule

105 Sed jbrary Refrence PRCRACR2021 Y 9 EOSf FA( S MOEAAEfdzY Vil BB GERUWE ! £ al Af | LIISYRA

106 The 575 products include agreements that were extended via amendment.
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four additional agreements had individual components that failed to cover attributable
costs, each agreement covered its total attributable costg’

Figure IV1
Competitive Domesc NSA Products in Effect During FY 2022

First-Class Package Service
Contracts

Priority Mail Express & Priority
Mail Contracts

Parcel Return Service Priority Mail Express Contracts

Priority Mail Express, Priority Mail
& First-Class Package Service
Contracts

Parcel Select & Parcel Return
Service Contracts

Priority Mail, First-Class Package

Parcel Select Contracts Service & Parcel Select Contracts

Priority Mail—Non-Published
Rates? Contracts

Priority Mail & Parcel Select
Contracts

Priority Mail & First-Class Package
Service Contracts

Priority Mail Express & First-Class
Package Service Contracts

Priority Mail Express, Priority Mail,
First-Class Package Service &
Parcel Select Contracts

Priority Mail Contracts

575 Tota

aWith the exception of NSAs entered into under the Priority M&lbn-Published Rates (Priority MaiNPR) product, each
Competitive domestic NSA is a separate product.

b The Priority Mail NPR product allows thieostal Service to enter into Priority Mail NSAs without filing the individual agreements with
the Commission for pramplementation review of each. Such contracts must comply with Commission classification and regulatory
requirements, including preapprodepricing formulas, minimum cost coverage, and documentation.

Source: Library Reference USPR2NP27, December 29, 2022.

107 SeeResponse to CHIR No. 6, questiohiBrary Reference USIES22NP36, January 22023.
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The Commission encourages the Postal Service to fully account for all of its active NSAs and
remove inactive NSAs from the Competie product list. The Postal Service continues to
report financial data for NSAs utilizing observed data instead of projected daté The
Commission notes that the Postal Service should increase the use of the mostayulate
observed data to estimate the asts of NSAs. The use of accurate data is essential to
ensuring agreements are, and remain, in compliance with 39 U.S.G683(a)(2).

Multiple CHIRs were issued in this docket pertaining to domestic NSA Competitive
products to clarify data.See, e.gCHIR No. 4The overall themes involved the need for
further clarification of data due to insufficient source notes; reconciliation of values across
various spreadsheets; and inquiries on several of the cost models that included new
workbooks. Seeg.g.CHIR No. 4, questions 80; CHIR No. 7, questions-80.

The Commission encourages the Postal Service to continue to improve the explanation of

its NSA financial materials provided as part of its ACR. In particular, a detailed explanatory

summary identifying any novel file, terminology, and methodology (or how an existing

methodology was adapted or updated to suit current circumstances) should accompany all

1T Ax x1T OEATTEO Z£EI AA ET £EOOOOA ' #20 Oi EAI Db £EA
review process byminimizing the need for additional CHIRs.

The need for additional CHIRs could be minimized by ensuring that the Commission has
up-to-date records on active NSAs. The Commission regularly needs to resolve
discrepancies between the list of NSAs for which éhPostal Service reports financial
performance in the ACR and the list of NSAs for which the Commission was expecting
financial data to be filed. Typical causes for such discrepancies have included the Postal
SAOOEAAB8 O E£EAEI OOA Olthth&EdminissivA @ilute toAl©tErinihation T OE A A O
notices in the appropriate docket, and typographical errors in lists of docket numberSee
generally, e.gDocket Nos. CP20135 and CP202652. To identify and correct such
discrepancies more quickly, andd reduce the incidences of such discrepancies in future
ACR filings, the Commission will require the Postal Service to file a quarterly summary
spreadsheet listing active NSAs and noting all extensions, expirations, and early
terminations. The Commission acourages the Postal Service to review the spreadsheet
and related docket filings each quarter to identify errors, ensure the quality and accuracy of
the spreadsheet, and file notices of termination or errata where necessary.

As it relates to new workbools included by the Postal Service in Library Reference USPS
FY22NP27 that disaggregated costs for Priority Mail, Priority Ma® Non-Published Rates,

& Parcel Select to finer levels, the Postal Service generally mentioned these new files in the
preface to that library reference but, as described above, did not adequately explain the
methodology used and how it was adapted. The Commission finds that the contents of the
new files do not alter the final results of the FY 2022 cost files. Therefore, the Commissio
concludes that these new files do not represent a change in analytical principles and

|y GKS C. Hawn ! /53 GKS /2YYAAAA2Y y206R GKFG GdziAtduladydfiney 2F | O da
0230 O2YLIX AlLyOS OFtOdg FGA2ya F2N) 6KSaS LINRPRdAzOGadé C, Wnuwn '/ 5 G Twm™
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instead would be considered a change in quantification technique. The Commission
reminds the Postal Service that, in accordance with 39 C.F.RR(®0.2(a), the Postal 8rvice
is obligated, in its periodic reporting, to identify any input data or quantification techniques
that changed from the prior year including, but not limited to, the addition or deletion of
files or tabs in library references.

The Commission find$at Priority Mail Contract 543 was not in compliance with 39 U.S.C.
83633(a)(2) in FY 2022. The Commission directs the Postal Service to renegotiate higher
prices for that contract or terminate the contract.

To ensure accurate recordkeeping and timelyemtification of any discrepancies, the
Commission directs the Postal Service to file in this docket, on a quarterly basis, a summary
spreadsheet listing all NSAs active during the prior quarter and identifying all extensions,
expirations, and early termin&ons. Each report is due within 7 days after the conclusion of
each quarter of the fiscal year, with the first such report due April 7, 2023, and the last such
report due January 8, 2024. The Commission encourages the Postal Service to review the
spreadsleet and related docket filings each quarter to identify errors, ensure the quality and
accuracy of the spreadsheet, and file notices of termination or errata where necessary

3. Competitive International Products with Rates of
GeneralApplicability

Eleven Competitive 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 rateshternational Direct Sack® Airmail M-
Bags; IMTS Outbound; IMTS Inbound;and International Anallary Services.

The Commission finds that three of these products, IM®SInbound, IMTS Outbound, and
International Ancillary Services, did not satisfy 39 U.S.C3833(a)(2).109

a. International Money Transfer Servicenbound

(1) FY 2022 Results

In FY 2022, the MTS? Inbound product!?0 did not cover its attributable cost. FY 2022 ACR
at 95. The product likewise did not cover costs in FY 2021 and has been raompensatory
for more thana decade, except in FY 2013 when the Commission did not have sufficient
informatio n to determine its cost coveragé!! The Postal Service reports that the IMTS

109SeeFY 2022 ACR at-93.See &solLibrary Reference USIES22NP2, December 29, 2022.

10IMTS Inbound provides a service to designated operators of foreign countries for payment of money orders to recipients ireithe Unit
States.SeeMCS § 2625.

11SeeFY 2012 ACD at 165; FY 2013 ACD at 84 (finding there was insufficient information tthee@uihmission to determine whether the
IMTS Inbound product covered its attributable cost); FY 2014 ACD at 75; FY 2015 ACD at 84; FY 2016 ACD at 83; FY 201Y ACIBat 86; F
ACD at 108; FY 2019 ACD at 78; FY 2020 ACD at 73; FY 2021 ACD at 81.
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2022. FY 2022 ACR at 97. The product earns revenue only from commissions paid by the

foreign postal operator (FPO)that issued the IMTS Inbound money order, and some

agreements do not include a commissiok-2 The Postal Serviceacknowledges that the

number of transactions were derived differently in FY 202 than in FY 2021113 In addition,

OEA 01 OOAI 3AOOEAA OADPI OO0 OEAO OrEYT &9 c¢mcgc
OAOOEAAO86 A®9 wogrct T OE21 £/ OEAOA AAAOI O AZEAEAAOD

As the Commission approved in Order No. 2825, costs are attrifed to IMTS Inbound

through a hybrid methodology that uses a combination of IOCS costs to develop aggregate

IMTS costs and a distribution of IMTS costs to IM$Sinbound and IMTS Outbound based

on transaction volume!44 EA 01 OOAIT 3 A OOE Agfega@ 0ost@ditate®@ EAO O) -
developed under either the strict IOCS or hybrid methods are subject to variation and wide

AT T ZEAAT ARARAODBODEBAOA AOA MEAx )/ #3150kl 1 EAO A
Postal Service states that in FY 2022 there were ordgven IOCS tallies, two of which were

for the IMTS> Inbound product. FY 2022 ACR at 99he Postal Service represents that
OAAEEAOETI ¢ A O1 AOOO 101 ARO 1T £ )-43 OAITTEAO EO
model continues to be an improved costingnethod for IMTS compared to the strict IOCS

i AGET Aho AT A OEAO EO OEAO 110 EAAT OEEAEAA Al U
AOOOEAO EI BRespddde toLHIR NB @ questish.a, 1.cThe Postal Service
asserts that one clear beneft £ OEA EUAOEA 11T AAl EO OEAO OEO £

variable costs are estimated for both the separate MCS produg$MTS? Outbound and
IMTS? ) T Al Qd.question 1.a.

The Postal Service states that it has attempted to address cost coverage ésshy
terminating or modifying IMTS? Inbound agreements. FY 2022 ACR at 96. For example, it
highlights that it has taken steps towards terminating agreements with 15POs!6 In its
Response to CHIR No. 11, the Postal Service confirms that it has not reagiaey inbound
international postal money orders since September 2022. Response to CHIR No. 11,
guestion 2.

(2) Comments
No comments were filed related to IMTS Inbound.

12|MTS Inbound consists only of paper international postal money orders issued by certain $68¥%. 2022 ACR at Fee alsResponse to
CHIR No. 7, question 14.a.; Library Reference BSRPINP37.

113SeeResponse to CHIR No. 4, question 4.a.; Library Refer&R8Y22NP34, January 20, 2023.

114 SeeDocket No. RM20143, Order Approving Analytical Principles Used in Periodic Reporting (Proposal Five), November 19, 2425, at 10
(Order No. 2825).

115Response to CHIR No. 6, question $deFY 2022 ACR at 95 (cit@glerNo. 2825).

16SeeFY 2022 ACR at-96. See alstnited States Postal Servidggstal BulletilNo. 22604, IMM Revision: Termination of International Postal
Money Order Service, August 11, 2022, availablgtps://about.usps.com/postabulletin/2022/pb22604/html/updt_002.htn{Postal Bulletin

No. 22604); United States Postal Servitestal BulletiiNo.22611, IMM Revision: Termination of International Postal Money Order Service for
Trinidad and Tobago, November 17, 2022, availabletps://about.usps.com/postabulletin/2022/pb22611/html/updt_005.htn{Postal
BulletinNo.22611).
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(3) Previous ACD Directives

In its FY 2021 ACD, the Commission encouraged the Postal Servicedwntinue its efforts

towards terminating remaining agreements and directed the Postal Service teport the
AAOAETI O T &£ ATU ACOAAI AT 080 11T AEAEEIAALET T Oh E
DOl AOAOGO OADPT OOAAT A OOAT OAladitthelinStanAdbcket. OA O A 1
SeeFY 2021 ACD at 83. The Commission also directed the Postal Service to provide data on

all foreign-issued money orders processed through the Federal Reserve Bank for payment

in the United States in FY 2022, to the extent pasde, as part of its FY 2022 ACR filindd.

The data were to include details such as country of origin, number of paper and electronic
money orders, whether they were issued byrmFPOor other financial institution, the

number of money orders cashed at Postal Service retail windows or BtSbanks, and

whether a fee or a commission was paid to the Postal Servité.

T A
OA

The Postal Service complied with these directives and provided theslata with the FY

2022 ACR. FY 2022 ACR at %kelLibrary Reference USPEY22NP2. The Postal Service

did not provide information on money orders issued by other financial institutions because

Q) - 2418bound consists only of paper international postal moey orders issued by

AAOOAET &I OAEciT bl OOAI 1T PAOAOI 00806 &9 ¢qmgg ! #
(4) Commission Analysis

AEA #1101 EOOEIT T ATl i1 AT phogresSictdrmifating MAS? InBAMOE A A G O

agreements, including the latest termination of agreements with 18POghat were

announced or took effect in FY 202217 The Commission notes that as of January 2023,

only Belize and Peru may issue international postal money oedls destined for the United
States!8

The Commission acknowledges the decreased number of reportable transactiahsat
resulted in lower revenue in FY 2022and notes that this decrease did not result in a
decrease in the proportion of total IMTS costs digbuted to the IMTS? Inbound product
based on the approved methodologywhich apportions total IMTS costs based on IMBS
Inbound and IMTS Outbound volumel1® However, the Commission reaffirms its

AT T Al OOETT OEAO OEA ADPDOI OA Abldtrddd-&fibdtwebnttgU OADO
increased cost of expanded IOCS sampling to more reliably estimate attributable cosés2°

The Commission noteshat the low recorded revenue, coupled with a disproportionate

increase in costresults in IMTS Inbound failing to achieve cost coveragé!

117SeeFY 2022 ACR a6-97.See als®ostal BulletilNo. 22604 Postal BulletiNo. 22611.

118 SeelFebruary 10 Response to CHIR No. 10, question 1.b. (citing United States PostalNBativigeStandards of the United States Postal
Servicelnternational Mail Manual, January 22023, Exhibit 371.2, availabletdtps://pe.usps.com/text/imm/immc3_018.htn

19 This is due to the observed decrease in IMTHitbound pieces noted below.
120Qrder No. 2825 at 201. SeeResponse to CHIR No. 6, question 1.a. (quoting Order No. 2825.4).10
121SeeFY 2022 ACR at ¥®e alscResponse to CHIR No. 4, question 4; Library ReferenceRY2RISP34.
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The Commission finds useful the additional data that the Postal Service provided in
response to the FY 2021 ACD direies on all foreigrissued money orders processed
through the Federal Reserve Bank for payment in the United States in FY 2022 as part of
this filing.

The Commission finds that the IMTSnbound product was not in compliance with 39 U.S.C.
§3633(a)(2) inFY 2022. The Commission encourages the Postal Service to continue its efforts
towards termination of the remaining agreements comprising the IMI $hbound product

during FY 2023. Should the progress towards this goal include modifications rather than

terminations of international postal money order agreements, the Commission directs the

0T OOA1T 3AOOEAA Oi OAPI OO OEA AAOCAEI O T &£ AT U A
the IMTS ) T AT OT A POI AOAOBO OADPT OOAAT A ©YVWR3O0AAO0ET T ¢
ACR filing.

The Commission also directs the Postal Service to provide data on all foisgyred money

orders processed through the Federal Reserve Bank for payment in the United States in FY
2023 as part of its FY 2023 ACR filing. These datdlshelude additional details, such as

country of origin, number of paper and electronic money orders, and information on whether
they were issued by an FPO or other financial institution (if any). These data shall also include
information on the number omoney orders cashed at Postal Service retail windows and those
cashed at U.S. banks.

b. International Money Transfer Servic®utbound
(1) FY 2022 Results

In FY 2022, the IMTS Outbound product?2 did not cover its attributable cost. FY 2022
ACR at 95. This producalso did not cover its attributable cost in FY 2021FY 2021 ACD at
86. In addition, this product has been compensatory in only 4 fiscal years during the last
decadel23

The Postal Service reports an increase in window services costs for the entire IMTS
product in FY 2022, but it again notes that the hybrid costing methodology for distributing
IMTS costs to IMTS Outbound and IMTS Inbound approved in Order No. 2825 still
results in cost variation. FY 2022 ACR at 95geOrder No. 2825 at 1011.

The PostalService notes that prices in the first quarter of FY 2022 predate the 15.8 percent
increase for IMTS Outbound implemented in January 202224 In addition, the Postal
Service highlights that it increasedrices for IMTS Outbound by about 305 percent in July

122]MTS Outbound enables customers in the United States to make payments or transfer funds to individuals or firms in foreigtiodestina
SeeMCS § 2620.

123The IMT$ Outbound product did not cover its attributable cost in FY 2013, FY 2014, FY 2015, FRY 20, and FY 20&eeFY 2013
ACD at 84; FY 2014 ACD at 75; FY 2015 ACD at 84; FY 2017 ACD at 86; FY 2020 ACD at 75; FY 2021 ACD at 86.liudaidzemgs @ity
in FY 2012, FY 2016, FY 2018, and FY 26&RY 2012 ACD at 165; FY 2016 AC83; FY 2018 ACD at 104; FY 2019 ACD at 77.

124FY 2022 ACR at 95 (citingcket No. CP20222, OrderApproving Changes in Rates of General Applicability for Domestic Competitive
Products, December 21, 2021, at 4 (Order No. §071
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(2) Comments
Only the Public Representative commented ote IMTS Outbound product, notingthat

dn OAODPT T OA OF OEA #7111 EOOEI 1860 AEOAAOEOA ET &
coverage, the Postal Service increased prices for IMTitbound by about 305 percent in
*OlU ¢gmgg806 02 #1011 AT OO AO ¢cus

(3) Previous ACD Directive

As part of the FY 2021 ACD, the Conmsion directed the Postal Service to propose price
increases for the two components of the IMTSE Outbound product that more adequately
reflect the impact that decreases in IMTS Inbound transactions have on the proportions
of total IMTS costs distributed tolnternational Money Orders and Electronic Money
Transfers, in its next request to adjust prices of general applicability for Competitive
products. FY 2021 ACD at 86.

As noted by the Public Representative, the Postal Service complied with this directive i
Docket No. CP202:52 by increasing prices for IMTS Outbound by about 305 percent
Order No. 6195 at 3.

(4) Commission Analysis

The Commission observes a substantial decrease in IMI ®utbound pieces from FY 2021
to FY 2022126 However, the magnitude of the de®ase was not matched by an equally
substantial decrease in volumevariable cost.See idThis underscores the shortcomings of

OEA EUAOEA Al OOET ¢ T AOGEIT AT TTcCcU AT A OEA o1 OOAI
cost estimates developed under either thetrict IOCS or hybrid methods are subject to
OAOEAOQOEIT AT A xEAAZATT ZEAAT AA ET OAOOAI 0846

The Commission notes an improvement in IMTE Outbound cost coverage from FY 2021 to

&9 ¢mgg AT A AAETT x1 AACAO OEA o1 OOAI 3A0O0OEAAGO
increase for IMTS Outbound that took effect in January 2022 was not in effect for the first

guarter of FY 2022. However, the Commission points out that the 305 percent price

increase for IMTS Outbound, which took effect in July 2022, was in effect for moef the

fourth quarter of FY 2022.While the Commission agrees that this price increase should

EAOA A Pi OEOEOA EIi PAAO 11 OEA DPOI AGAOGEO Al 00
impact giventhe high variation in IMTScosts

125FY 2022 ACR at 96 (citing Docket No. CR@R20rder Approving Changes in Rates and Classifications of General Applicability for
Competitive Products, June 8, 2022 (Order No. 6195)).

126 SeeDocket No. ACR2021, Library Reference US23NP2, ICRACoréf6 a2 9EOSt FAf S awSLRNI& | yATASROEL AE
Reference USPEY22bt HX L/ w! [/ 2NB FTAfSazX 9EOSt FTAtS awSLR2NIaodoEf AaEXZE GFo6 a! LI :

127Response to CHIR No. 6, question ¢.IKS t 2 &G+t { SNIBA OS T dzNI K S Ndoeg dtipduse stalility b théidstimte K& 6 NA R Y
of volume variable costs for Sure Money that results in a material reduction in the variation of the cost estimate fQQMBSund. The

primary source of the reduction stems from applying a fixed transactioa to all Sure Money transactions. However, significant variation in

IMTS product costs remain because of its reliance on a less than robust number of IOCS tallies that historically eapgzipecedntage

OKFy3aSa Iyydz ttaads



Docket No. ACR202 -80-

The Commissiofindsthat the IMTS Outbound product was not in compliance with 39 U.S.C.
§3633(a)(2) in FY 2022. The Commissiencourages thd>ostal Service to monitor the

impact of theprice increases that took effect in July 2022 on the product based on information
available before the Postal Service files its next request to adjust prices of general

applicability for Competitive products and encourages the Postal Service to request further
price increases as necessary based on its continued assessment of the impact of the July 2022
price increases on the cost coverage of the IMTSutbound product.

C. International Ancillary Services

In FY 2022, the International Ancillary Services product did ot cover its attributable
cost128 This product did not cover costs id out of the 5 preceding fiscal years® More
specifically, Inbound Competitive International Registered Mail did not cover its
attributable cost in FY 2022, causing the International Agillary Services product to be non
compensatory130

(1) Inbound Competitive International Registered Malil
€) FY 2022 Results

The Postal Service attributed theontinued negative contribution of Inbound Competitive
International Registered Mailto an increase in cet combined with only a modest increase
in pieces and revenue associated with Competitive International Registered M&ibm
FY2021 to FY 2022. FY 2022 ACR at 93.

The Postal Service notes that the remuneration that it receives for the provision of
registered mail service under Inbound Competitive International Registered Mail is
governed by the Universal Postal Conventio¥#? In its discussion of cost coverage for
Inbound Competitive International Registered Mail, the Postal Service lists current and
futur e per-item UPU rates that increase each calendar year and initially states that these

OAEAAOI AA AAT ATAAO UAAO OAOA ET AOAAOAO OOEIT Oi
ACR at 94. However, in response to an information request, the Postal Service later

AAET T xI AACAO OEAO OEA OAEAAOI AA OAOA ET AOAAOA
A£OOOOA ET AOAAOGAOG ET AT OO0 OEAO 1 AU 1T AAOO OEI E

128FY 2022 ACR at 93tdmational Ancillary Services consists of International Certificate of Mailing, Inbound International Tracked Delivery
Service, Competitive International Registered Mail (which further includes Outbound Competitive International Registesied Maiburl
Competitive International Registered Mail), Outbound International Return Receipt, Outbound International Insurance, amd Clesirance
and Delivery Fe€SeeMCS § 2615.

129SeeFY 201ACD at 88; FY 2018 ACD at 108; FY 2020 ACD at 77; FY 20288ACD at

10FY 2022 ACR at 93. The Competitive International Registered Mail component (MCS section 2615.2) of the Internatiop&ekwicidlar
product includes Inbound Competitive International Registered Mail and Outbound Competitive International Reditér For the
remainder of the discussion on International Ancillary Services, the Commission will refer to Inbound Competitive IngfRatistered Mail
as a sukcomponent of the International Ancillary Services product.

181SeeFY 2022 ACR at 94tity Universal Postal Union (UPU), Second Additional Protocol to the Universal Postal Convention, Geneva 2019
(Second Additional Protocol), Article 1 (Article 28 Amended), paragraph 8, available at
https://lwww.upu.int/UPU/media/upu/files/aboutUpu/acts/08

actsAndOtherDecisionsPreviousCongresses/actsOf TheExtraordinaryCongressGeng\gémaisd\cts of the Abidjan Congress 2021, August
2021 (Acts of the Abidjan Congress), Article 28, paragraph 8, availdtpsat/www.upu.int/UPU/media/upu/files/aboutu/acts/07-
actsAndOtherDecisions2021AbidjanCongress/actsAndOtherDecisions2021AbidjanCongressEn.pdf
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Response to CHIR No. 4, question 1Tthe Postal Service explains that thecheduled annual
rate increases average roughly 4.5 percent for the next several years, while the costs for
Inbound Competitive International Registered Mail increased by about 6 percem
aggregatebetween FY 2021 and FY 2022d. The Postal Service fuher states that cost
increases are highly dependent on inflation, which is difficult to predictd.

The Postal Service explains that it is reviewing various alternatives with the underlying

objective to migrate registered items to the lower costracked offering. ld. question 1.a.

4EA 01T OOAI 3AOOEAA AOOAOOO OEAOh EAZA OOAAAOGOAED
coverage for Inbound Competitive Registered Mail, but it would improve its contribution

AOGA O 11T xid0 OT1 Oi Ao

The Postal Service suggests that the Commission shoteddgte a more holistic view of all

inbound registered items, including items not under MCS section 2615.2 Competitive

International Registered Mail, Inbound Competitive International Registered MaiSeerY

2022 ACR at 94see alsdresponse to CHIR No. 4, gstion 1.c. The Postal Service provides

a tablein Library Reference USPE&Y22NP2 demonstrating such a holistic approach, which

includes information about MCS section 2615.2 Competitive International Registered Mail,

Inbound Competitive International Regstered Mail, as well as inbound registered items

that were attributed to certain MCS section 2515.10 Inbound Competitive International

Multi-Service Agreements with Foreign Postal Operators that were in effect in FY 2022.

This table is similar to a tableprovided by the Postal Serviceén two filings in Docket No.

ACR2021133 The Postal Service notes thdbr cost calculations concerning inbound

registered items, Postal Service data systems do not make any distinction among the

various docket numbers offerng inbound registered service. Response to CHIR No. 4,

questionl.a( T x AOAOh AAOPEOA OEA OOAEOITAOO 1T &£ OEA
O0OAO

DEAOOOA 1T £ A1 6O Al OAOACA &£ O ET AT 01T A OACE
is not inclined to propose a reclassification of MCS section 261502 any other agreements
associated with inbound registered mailld. question 1.c.

(b) Comments

Only the Public Representative commented on Inbound Competitive International
Registered Mail, notingDEA 01 OOAI 3 AOOEAAG6O AEOAOCGEeET 1T 1 A&
remuneration as a way to improve the cost coverage of Inbound Competitive International

Registered Mail. PR Comments at 25. The Public Representative explains that the rates are

set in Special Drawing Rights (SDR), which is a basket of currencies that the International
-TTAOAOU &OT AGO j)-&Qq "1 AOA IdAe SakeOthaleodad® OAOE
OEA xAECEO |1 &£# OEA 5838 AiT 11 AO ET ORA 3%$260 AA
Al OEAEDPAOAOG OEAO OEA 01 OOAT 3AOOEAA8O POEAA E
effectively help Inbound Competitive International Registered Mail to cover its costs

132SeeFY 2022 ACR at-95.See alsdibrary Reference USFES22bt v L/ w! [/ 2NB CAf Sax 9EOSEt FAfS awSLER NI
{ dZY Y| NE 0¢

1335eeDocke No. ACR2021, Responses of the United States Postal Service to Question2 F  / K ANX Iy Qa LYy F2NXIGA2Yy wSj|
February 9, 2022, question 3ee als®@ocket No. ACR2021, Third Response of the United States Postal Service to Commission &equests f
Additional Information in the FY 2021 Annual Compliance Determination, June 27, 2022, question 1.
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completely and suggests that the Postal Service consider the devaluationrevaluation of
the U.S. dollar compared to the SDR to find a more effective price increddeat 26.

The Postal Service responded that it does not have discretion to devalue or revalue the U.S.
dollar compared to the SDR because the determination of @xange rates for Inbound
Competitive International Registered Mail is governed by the UPU Convention
Regulations!34 According to the Postal Servicat must use the data published by the IMF,
and thus cannot deliberately suppress the exchange value of theS. dollar for purposes of
improving the financial performance of inbound productsPostal Service Reply Comments

at 19.

(c) Previous Commission Directives

As part of the FY 2021 ACD, the Commission directed the Postal Service to provide a

detailed analysis d the current attribution of costs and revenues for inbound registered

EOATI O OEAO A1 OAOAA OEA o071 OOA1I 3AOOEAAGO I AEI
sections within 90 days of issuance of this ACD. FY 2021 ACD at 88.

The Postal Service complied WitOEA #1 1 I EOOET 180 AEGAAOEOA 11
(d) Commission Analysis

The Commissionobserves that the Postal Service has expressed its expectation for
improved cost coverage for Inbound Competitive International Registered Mail based on
calendar year increaes in peritem UPU rates since at least FY 2017 Despite this
expectation, the Commission notes that the cost coverage for Inbound Competitive
International Registered Mail has been declining since FY 2018,

Although the Commission finds the details vided in the table in Library Reference USRS
FY22NP2 referenced by the Postal Service as presenting a more holistic view to be useful
as background information, the Postal Service has provided no explanation for why the
Commission should consider revene received under a separate product on the MCS to
evaluate the financial performance of Inbound Competitive International Registered Mail.
Ultimately the holistic view does not change the fact that the product at isseei.e, MCS

134 postal Service Reply Comments at1B8(citing Regulations of the Universal Postal Convention, ArtieB92Y.

135SeeDocket No. ACR2021, Library RefelSPEY2INP45, July 27, 2022; Docket No. ACR2021, Responses of the United States Postal
Serviceto Questionsd 2 F / KFANXI yQa LYF2NNIGA2Y wSljdzSald b2d® 00X WdZ & HTI HAHH

136]n FY 2017 through Postal Quarieof FY 2020, Inbound International Registered Mail was included on the Market Dominant product list
(MCS section 1510.2). Starting in Postal Quarter 2 of FY 2020 through the present, Inbound Competitive InternationatiRdaiisier

included on the Cometitive product list (MCS section 2615.8geDocket No. ACR2017, United States Postal Service Fiscal YeaAn20ar
Compliance ReparDecember 29, 2017, at 44 (FY 2017 ACR); Docket No. ACR2018, United States Postal Service Fiscahiealr 2018
Conpliance ReportDecember 28, 2018, at 43 (FY 2018 ACR); Docket No. ACR2019, United States Postal Service Fiscahiealr 2019
Compliance RepagrDecember 27, 2019, at 35 (FY 2019 AB&).als&Y 2020 ACR at 68; FY 2021 ACR at 85; FY 2022 ACR at 94.

137 SeeDocket No. ACR2017, Library Reference ERACR201-NP2, March 29, 2018; Docket No. ACR2018, Library ReferenddRPRC
ACR201P2, April 12, 2019; Docket No. ACR2019, Library ReferendeRARR201NP2, March 25, 2020; Docket No. ACR2020, Library
Réderence PRCRACR2020NP2, March 29, 2021; Docket No. ACR2021, Library ReferenddRPRR202INP2; Library Reference PRR
ACR202NP2.



Docket No. ACR202 -83-

section 2615.2 (Competitivelnternational Registered Mail, Inbound Competitive
International Registered Maily» does not cover its costs.

Relatedly, in Docket No. ACR2021, Response to CHIR No. 33, the Postal Service presented a
new approach for distributing costs related to inbound egistered items between MCS

section 2615.2 (Competitive International Registered Mail, Inbound Competitive

International Registered Mail) and certain agreements under MCS section 2515.10

(Inbound Competitive International Multi-Service Agreements with Forgn Postal
Operators).SeeDocket No. ACR2021, Response to CHIR No. 33, questiosThe

Commission views this approach as reasonable and encourages the Postal Serce

continue with this approach until the Postal Service aaidentify a new methodology that

would improve the accuracy of cost and revenue attribution for inbound registered items
included under the applicable MCS sections.

The Commission confirms that rates for Inbound Competitive International Registered Mail
are set in the URJ Convention and agrees with the Postal Service that it does not have the
discretion to change the value of the U.S. dollar as compared to the SDR. Furthermore, the
Commission finds it uncertain that the 1.65 percentage point increase noted by the Public
Representative in the weight of the U.S. dollar in the SDR currency basket alone will make a
material difference in cost coverage for Inbound Competitive International Registered Mail,
as the value of the U.S. dollar is subject to variatié?? The Commissim is interested in the

01T OOAT 3 A O Giighatk de@isterrd iterinsQo tid@llowercost tracked offering and
encourages the Postal Service to pursue this objective.

The Commission finds that the International Ancillary Services product was not in compliance
with 39 U.S.C. 3633(a)(2) in FY 2022ecauseone of its sulcomponents, Inbound

Competitive International Registered Malil, did not cover cost. The Commissi@tdithe

Postal Service to produce in the FY 2023 ACR and in all future ACRs ahablacludes

revenue, pieces, volumariable costs, produespecific costs, total costs, contribution, and

cost coverag®f inbound registered items under MCS sectiorl2& (Competitive

International Registered Mail, Inbound Competitive International Registered Mail), as well as
inbound registered items that were attributed to other products, including MCS section
2515.10 (InboundCompetitivelnternational Multi-ServiceAgreements with Foreign Postal
Operators), that are in effeatluring the relevant fiscal yea#3®

The Commission further directs the Postal Service to file an update on its efforts to move

registered mail to a tracked offering within 180 days of the issuaof this ACD and in the FY

0T o)X !'#28 4EEO EEIEI C OEi Ol A El Al OAA A OPAAEE
including anticipated major milestones and progress toward achieving them.

B8The IMF described the increase in the weight of the U.S. dollar in the SDR currency basket in 2022 as made$ghtwdithat the ranking
by weight of the five currencies in the SDR currency basket did not change from the 2015 valuation. International MonétdlH-Bolicy
Paper: Review of the Method of Valuation of the SDR, May 16, 2022, at 19, avaifdbté/&fPPEA2022020.pdf

13 This would be an updated version of Library Reference 82t v L/ w! [/ 2NB CAf Sas 9EOSt FAfS awSLR2NJ
{ dzY Y} NE 0¢
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4. Competitive International Products Consisting of
NSAs

Compettive 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 classification on the Competitive product list, the Commission
permitted the grouping of functionally equivalent international NSAs with the
understanding that the Commission would evaluate whether each NSA covers its
attributable cost.140 Functionally equivalent international NSAs are collectively evaluated
as a product for compliance with 39 U.S.C.3833(a)(2).

The Postal Service reports volume, revenue, and cost data for each Competitive
international NSA comprising Competitive international products with activity, and
separately lists Competitive international NSAs with no activity during théiscal year. See
Library Reference USPEY22NP2. For FY 2022, the Postal Service provided data for 372
international NSAs, 347 of which include negotiated rates for outbound mail and 28
which include negotiated rates for inbound maik41

The financial results for Compaetive outbound and inbound international products
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 must commit to tendering
specified minimum volume, revenue, or both on an annual basis in exchange for reduced
rates from the Postal Servicé42 Additional postal services may be available for products
with rates and fees not of general applicabilityt43 Figure V-2 shows the FY 2022 product
category for each of these products for which the Postal Service reports FY 2022 financial
results.

140Sege.g, Docket No. CP20434, et al,, Order Approving Five Additional Global Expedited Package Seregm@ated Service Agreements,
December 1, 2010, at 5 (Order No. 601).

141 ibrary Reference USIFS22NP2; Library Reference RRRACR20222IP2. The Commission counts each semimhbered agreement
included under the Global Expedited Package SenvibksPblished Rates (GEPS8IPR) product as one NSA in this summary value.

WweKS /2YYAAdaAA2Y Kl & LINB@gAZ2dzaté SELINBA&aSR 02y OSNYy (KIG GKS t2adlf { S
commitments.SeeDocket Nos. MC201827 and CP201936, Order Adding Priority Mail Express & Priority Mail Contract 92 to the Cdivgeti

Product List, April 30, 2019, at 5 (Order No. 5077). The Commission continues to monitor compliance with statutory retuiegiaretiess of

adherence to contractual minimums.

43See, e.g., MCS section 2510.7.5 for additional services availabledtacggancluded in the Global Reseller Expedited Package Contracts
category.
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Figure 12
Competitive Outbound International Products by Category, FY 2622

Global Reseller Expedited Package
Contracts

Global Expedited Package Services
(GEPS)—Non-Published Rates

Priority Mail Express International,
Priority Mail International & First-
Class Package International
Service (PMEI, PMI & FCPIS)
Contracts

Priority Mail Express International,
Priority Mail International, First-
Class Package International
Service & Commercial ePacket
(PMEI, PMI, FCPIS & CeP)
Contracts

International Priority Airmail,
Commercial ePacket, Priority Mail
Express International, Priority Mail
International & First-Class Package
International Service (IPA, CeP,
PMEI, PMI & FCPIS) Contracts

347 TotaL

International Priority Airmail,
Commercial ePacket, Priority Mail
Express International, Priority Mail
International & First-Class Package
International Service (IPA, CeP,
PMEI, PMI & FCPIS) with Reseller
Contracts

International Priority Airmail,
International Surface Air Lift,
Commercial ePacket, Priority Mail
Express International, Priority Mail
International & First-Class Package
International Service (IPA, ISAL,
CeP, PMEI, PMI & FCPIS) with
Reseller Contracts

International Priority Airmail,
International Surface Air Lift,
Commercial ePacket, Priority Mail
Express International, Priority Mail
International & First-Class Package
International Service (IPA, ISAL,
CeP, PMEI, PMI & FCPIS) Contracts

Agreements with no recorded
activity

SourceSeelibrary Reference USIFS22NP2.

144 This figure includes outbound international products by product category for which the Postal Service reports finanisiafoesdlich
there is a total of 293 agreements aliso includes 54 agreements with no recorded activity.
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The Postal Service reports financial results for each outbound international NSA within
these product categories#> In FY 2022, all but one outbound Competitive international

NSA product covered their attributable costs. The only outbound Competitive international
NSA product that did not cover its attributable cost was Priority Mail Express International,
Priority Mail International, First-Class Package International Service & Commercial ePacket
Contract 5. FY 2022 ACR at 97. The Postal Service states that this agreement expired on
May 31, 2022, with no renewalld. The Postal Service highlights that this NSA had ordy

very small number of pieces in FY 2022, all in Postal Quarter 1, and fell short of covering its
costs by only a trivial amountlid.

The Commission finds that Priority Mail Express International, Priority Mail International,
First-Class Package Internabinal Service & Commercial ePacket Contract 5 did not cover
its attributable cost and thus did not comply with 39 U.S.C.333(b) in FY 2022. No

further action is needed, as the agreement expired on May 31, 2022 and was not renewed.

While all other Compettive outbound international NSAs covered their attributable cost,

the Postal Service confirmed that it used provisional 2021 UPU qualitinked terminal

dues rates for FY 2022 quarter 1 in its workpapers, instead of final 2021 qualiiynked
terminal duesrates that the UPU published on September 19, 2022. Response to CHIR No.
4, question 2. The Postal Service explained that it did not use the final 2021 terminal dues
rates because they were issued on September 19, 2022, and they had not been entered or
billed at the time of closing the FY 2022 accounting books on September 30, 202R2.

The Commission understands that there was a short window of time between when the

UPU issued the final 2021 terminal dues rates on September 19, 2022, and the closing of

tEA 01 OOAT 3 AOOEAAGO AAAI O1T OET ¢ ATTEO 11 3ADPOA
notes that these final terminal dues rates were available for more than 3 months before the

FY 2022 ACR was filed on December 29, 2022. The Commission acknowledges that the

difference between provisional and final terminal dues rates should not have resulted in

any additional NSAs becoming notompensatory. However, it is a lornggtanding practice

in dockets before the Commission to use the most updated information.

The Comnission also notes that the Postal Service included a file in Library Reference
USPSFY22NP32 that altered ICRA unit costs used as input to the financial models for
NSAs as a result of changes to zoiased pricing for PMI destined to Canada approved in
Docket No. CP202342, but made no mention of the relevant computational change in the
prefacel46 The Commission finds that the content of the new file affects projections of cost
coverage for certain NSAs filed in FY 2023 and therefore does not alter the uéts of the FY
2022 ACD. The Commission reminds the Postal Service that before it can use the data

¥5In FY 2022, the Postal Service reports financial results for 293 outbound international NSAs andrebeatd agreements. For the
remaining 54 outbound international NSAs and samiahbered agreements, the Postal Service reports no actiSaglibray Reference USPS
FY22NP2.

16 Seelibrary Reference USIFS22NP32, January 12, 2023; Docket No. CP2@®®rder Approving Price Adjustments for Competitive
Products, December 22, 2022 (Order No. 6384).
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developed from this or another file in a manner that affects the data required in reporting
on any product, it will need to request a change to the appropria analytical principle(s).

In addition, the Commission reminds the Postal Service that, in accordance with 39 C.F.R.
§3050.2(a), in its periodic reporting it is obligated to identify any input data or
guantification techniques that changed from the priotyear? including, but not limited to,
the addition or deletion of files or tabs in library references. In particular, a detailed
explanatory summary identifying any novel file, terminology, and methodology (or how an
existing methodology was adapted or updid to suit current circumstances) should
accompany all new workbooks or changes to workbooks filed in future ACRs to help
AAAEI EOAOCA AT A AGPAAEOA OEA #1111 EOOEIT60 OAOE
additional CHIRs.

The Commission concludes thabi@petitive outbound international products consisting of
NSAs satisfied 39 U.S.B633(a)(2), except for one Competitive outbound international NSA

in Docket No. CP202093 that did not cover its attributable costTheCommission

recommends that the Poat Service continually monitor the financial performance of each
outbound international NSA and take steps to terminate or renegotiate agreements that are
non-compensatory. The Commission also urges the Postal Service to update its accounting
processes tensure that the FY 2023 ACR includes all latest available terminal dues and other
international delivery rates.

To ensure accurate recordkeeping and timely identification of any discrepancies, the
Commission directs the Postal Service to file in this dackn a quarterly basis, a summary
spreadsheet listing all NSAs active during the prior quarter and identifying all extensions,
expirations, and early terminations. Each report is due within 7 days after the conclusion of
each quarter of the fiscal yeawith the first such report due April 7, 2023, and the last such
report due January 8, 2024. The Commission encourages the Postal Service to review the
spreadsheet and related docket filings each quarter to identify errors, ensure the quality and
accuracy @ the spreadsheet, and file notices of termination or errata where necessary.

b.  Competitive Inbound International Products Consisting of
NSAs

Competitive inbound international products with negotiated rates are 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 availaiigy
to mailers meeting defined eligibility requirements for mail preparation, content, size, and
weight limitations. Figure V-3 shows the product category for each inbound international
product for which the Postal Service reports FY 2022 financial re#s.
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Figure IV¥3
Competitive Inbound International Products by Category, FY 2622

Inbound Competitive Multi-
Service Agreements with Foreign
Postal Operators

International Business Reply
Service (IBRS) Competitive
Contracts

Agreements with no recorded

Inbound Express Mail Service =
activity

(EMS)

25 TOTAL

SourceSeelibrary Reference USIFS22NP2

The Postal Service reports financial results for each inbound Competitive NSA within these
products.148 In FY 2022, each inbound Competitive international product and each inbound
Competitive NSA within these products covered its attributable cost.

The Commission concludes that Competitive inbound international 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 mathieor
financial performance of each inbound international NSA and take steps to terminate or
renegotiate agreements that are nenompensatory.

To ensure accurate recordkeeping and timely identification of any discrepancies, the
Commission directs the Post8krvice to file in this docket, on a quarterly basis, a summary
spreadsheet listing all NSAs active during the prior quarter and identifying all extensions,
expirations, and early terminations. Each report is due within 7 days after the conclusion of
eachquarter of the fiscal year, with the first such report due April 7, 2023, and the last such
report due January 8, 2024. The Commission encourages the Postal Service to review the
spreadsheet and related docket filings each quarter to identify errors, eaghe quality and
accuracy of the spreadsheet, and file notices of termination or errata where necessary.

147 This figure includes inbound international prodsitty product category for which the Postal Service reports financial results, for which there
is a total of 16 agreements. For the remaining 9 inbound international NSAs, the Postal Service reports nc&aetiibitary Reference USPS
FY22NP2.

18|n FY2022, the Postal Service reports financial results for 16 inbound international S8&Ashrary Reference USIFS22NP2.






























































































































































































































































































































