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Autobiographical Sketch

My name is Maura Robinson.  I have been employed by the United States Postal Service as an Economist in Pricing since March 1998.  My primary duties include development of Priority Mail rate design, and analysis of postal reform proposals pending before Congress.

Prior to joining the Postal Service, I worked for the Baltimore Gas and Electric Company from 1992 through 1998.  From 1997 to 1998, I held the position of Pricing Analyst with responsibility for preparing analyses supporting the company’s gas rate filings with the Maryland Public Service Commission; analyzing natural gas pipelines’ FERC rate proposals and their impact on BGE; and preparing gas avoided cost and marginal cost studies.  From 1992 to 1997, I was a Forecaster with responsibility for preparation of the company’s gas system sales and peak forecast used in gas capacity planning.  This forecast was included in the company’s annual Gas Purchase and Conservation Plan filed with the Maryland Public Service Commission.  In addition, I prepared BGE’s 1992-1995 Fuel Price Forecasts which were included in the company’s electric Integrated Resource Plan filed with the Maryland PSC.

I am a graduate of the University of Maryland at College Park with a Master’s of Arts degree in Economics and also hold Bachelor of Science in Economics and a Bachelor of Arts in French from Iowa State University.

I.  Purpose and Scope of Testimony

My testimony presents the Postal Service’s proposed rates for Priority Mail.  The proposed rates and classification changes for Priority Mail meet the cost coverage of 181 percent proposed by witness Mayes.  In addition, I project delivery confirmation volumes and propose the fees for scheduled and on-call Express Mail, Priority Mail, and Standard (B) mail pickups.

An electronic version of the attachments to this testimony has been filed as LR-I-165.

II.  Priority Mail Characteristics

A.  Service Description

Priority Mail consists of letters, documents, and packages weighing up to 70 pounds.  For pieces weighing more than 13 ounces, Priority Mail serves, in part, as an extension of First-Class Mail.  Customers also have the option to send lighter-weight pieces by Priority Mail to take advantage of service features including delivery confirmation and expedited handling.

Priority Mail rates are unzoned for mail pieces weighing up to five pounds and zoned for mail pieces weighing more than five pounds.  In addition, the Postal Service provides a flat-rate envelope mailable at the two-pound rate regardless of the piece’s actual weight.  Currently, the minimum Priority Mail rate is applied to pieces weighing two pounds or less; this testimony proposes a new minimum Priority Mail rate for pieces weighing one pound or less.  The rest of the rate structure remains unchanged. 

Table 1

Priority Mail Volume History

(Millions of pieces)

Fiscal Year
Pieces

Annual

% Change

1970
     185
1/


1971
     197
2/
       6%

1972
     208

       6%

1973
     209

       0%

1974
     222

       6%

1975
     206

      -7%

1976
     192
3/
      -7%

1977
     202

       5%

1978
     213
4/
       5%

1979
     229

       8%

1980
     248

       8%

1981
     269

       8%

1982
     259

      -4%

1983
     271

       5%

1984
     293

       8%

1985
     308

       5%

1986
     330

       7%

1987
     354

       7%

1988
     405

     14%

1988(r)
     437
5/
       8%

1989
     471
5/
       8%

1990
     518

     10%

1991
     530

       2%

1992
     584

     10%

1993
     664

     14%

1994
     770

     16%

1995
     869

     13%

1996
     937

       8%

1997
  1,068

     14%

1998
  1,174

     10%

1/ First-Class Mail weighing over 13 ounces and airmail weighing over 7 ounces.

2/ Mail weighing over 12 ounces and airmail weighing over 8 ounces, effective May 16, 1971

3/ Mail weighing over 13 ounces and airmail weighing over 10 ounces, effective September 14, 1975.

4/ Mail weighing over 12 ounces, effective May 29, 1978.

5/ Mail weighing over 11 ounces, effective April 3, 1988.

r = Recast 1988 data and following years include penalty and franked with service categories.

B.  Volume Trends
Table 1 presents historical Priority Mail volumes.  For the ten-year period 1989 to 1998, Priority Mail volumes grew at an average annual rate of 9.6 percent.
  However, as of January 10, 1999, with the implementation of the rates recommended and approved in Docket No. R97-1, the maximum weight for First-Class Mail increased from 11 ounces to 13 ounces.  As a result, approximately 12.4 percent of annual Priority Mail volume is projected to migrate to First-Class Mail
.

Priority Mail service competes in the two- to three-day package and document delivery market.  This market is competitive with services also provided by United Parcel Service, Federal Express, Airborne and others; however, Priority Mail does not necessarily include all the product features of these competitors’ products.  For example, some competitors offer guarantees, free insurance, free track-and-trace and other services that are not included with Priority Mail.  In 1998, the Postal Service’s estimated market share was 61.8 percent of all pieces, and over the last five years, the Postal Service’s market share has remained relatively constant.

 C.  Rate History

Priority Mail originated with the merger of heavy First-Class Mail and air parcel post with the rate structure evolving from the air parcel post rates.  Initially, Priority Mail rates were zoned for all weight steps.  Today, the under-five-pound rates are unzoned.  This began with Docket No. R84-1, when the unzoned, 

two-pound rate was introduced, and continued with Docket No. R90-1, when Priority Mail rates were unzoned for all rate increments between two pounds and five pounds.  In addition, following Docket No. R90-1, the flat-rate envelope, pickup service, and a presort discount were introduced.  The Priority Mail presort discount was eliminated in January 1999 following Docket No. R97-1.  Delivery confirmation service was implemented in March 1999, with the cost of the base (electronic) portion of the service included in Priority Mail rates.

As a result of Docket No. R97-1, Priority Mail rates increased an average of 5.6 percent with the two-pound rate increasing from $3.00 to $3.20.  Table 2 shows the average rate increase for Priority Mail resulting from the past five omnibus rate cases.

Table 2

Priority Mail Rate Changes

1985-1999

Rate

Case
Implementation 

Date
Priority Mail

Rate Change
Two-Pound

Rate

R84-1
    February 17, 1985
             0%
$2.40

R87-1
    April 3, 1988
             0%
$2.40

R90-1
    February 3, 1991
           19%
$2.90

R94-1
    January 1, 1995
          4.8%
$3.00

R97-1
    January 10, 1999
          5.6%


$3.20

III.  Priority Mail Rate Design

A.  Overview

In designing Priority Mail rates, test-year-before-rates costs are separated into two categories: non-weight-related and weight-related.  The non-weight-related costs are the basis for the “per piece” rate element, which is the same for all rate cells.  The “per-pound” rate element varies by zone and is based on the 

Table 3

Priority Mail Financial Summary

Test Year Volume, Revenue and Cost



Test Year Before Rates



(a)
Attachment B, p. 3
Volume
1,356,715 
(000)

(b)
Attachment B, p. 7
Revenue at current rates
 $5,226,546 
(000)

(c)
= (2) / (1)
Revenue per piece
 $3.85 


(d)
USPS-T14 Workpaper H, Table E
Test year before rates cost
 $3,183,801 
(000)

(e)
USPS-T9
Contingency
2.5%


(f)
= (d) * [ 1+ (e) ]
TYBR cost with contingency
 $3,263,396 
(000)

(g)
= (f) / (a)
Cost per piece
 $2.41 


(h)
= (c) / (g)
Cost coverage at current rates
160%










Test Year After Rates



(i)
Attachment D, p. 1
Volume
1,249,750 
(000)

(j)
Attachment D, p. 5
Revenue at proposed rates
$5,538,492 
(000)

(k)
= (j) / (i)
Revenue per piece
$4.43 


(l)
USPS-T14, Workpaper J, Table E
Test year after rates cost
$2,989,329
(000)

(m)
USPS-T9
Contingency
2.5%


(n)
= (l) * [ 1 + (m) ]
Cost with contingency
$3,064,062
(000)

(o)
= (n) / (i)
Cost per piece
$2.45 


(p)
= (k) / (o)
Cost coverage at proposed rates
181%


(q)
=[ (k) - (c) ] / (c)
Average rate increase before adjustments
15%










Pickup Revenue and Cost



(r)
Attachment I (t)
Pickup revenue at proposed rates
$2,972 
(000)

(s)
Attachment I (p)
Pickup costs
$2,888 
(000)







(t)
USPS-T32, Exhibit 32B
Fee Revenue 
$795 
(000)









Total Test Year After Rates



(u)
= (i)
Total volume
1,249,750 
(000)

(v)
= (j) + (r) + (t)
Total revenue
$5,542,259
(000)

(w)
= (n) + (s)
Total cost including contingency
$3,066,950
(000)

(x)
= (v) / (w)
Cost coverage
181%


Table 4

Proposed Priority Mail Rates

Weight
Zone






up to:
L,1,2&3
Zone 4
Zone 5
Zone 6
Zone 7
Zone 8

Flat Rate
 $   3.85 
 $   3.85 
 $   3.85 
 $   3.85 
 $   3.85 
 $   3.85 

1
      3.45 
      3.45 
      3.45 
      3.45 
      3.45 
      3.45 

2
      3.85 
      3.85 
      3.85 
      3.85 
      3.85 
      3.85 

3
      5.10 
      5.10 
      5.10 
      5.10 
      5.10 
      5.10 

4
      6.35 
      6.35 
      6.35 
      6.35 
      6.35 
      6.35 

5
      7.60 
      7.60 
      7.60 
      7.60 
      7.60 
      7.60 

6
      7.85 
      8.00 
      8.15 
      8.55 
      8.85 
      9.45 

7
      8.05 
      8.40 
      8.70 
      9.50 
    10.10 
    11.30 

8
      8.15 
      8.80 
      9.25 
    10.45 
    11.35 
    13.15 

9
      8.30 
      9.20 
      9.80 
    11.40 
    12.60 
    15.00 

10
      8.40 
      9.70 
    10.45 
    12.40 
    13.75 
    16.85 

11
      8.65 
    10.35 
    11.35 
    13.40 
    14.80 
    18.15 

12
      8.90 
    11.00 
    12.15 
    14.40 
    15.90 
    19.60 

13
      9.15 
    11.65 
    13.00 
    15.45 
    17.05 
    21.00 

14
      9.40 
    12.30 
    13.80 
    16.45 
    18.15 
    22.45 

15
      9.65 
    12.95 
    14.65 
    17.45 
    19.25 
    23.85 

16
      9.90 
    13.65 
    15.40 
    18.45 
    20.40 
    25.30 

17
    10.15 
    14.30 
    16.25 
    19.45 
    21.50 
    26.75 

18
    10.55 
    14.95 
    17.05 
    20.45 
    22.65 
    28.15 

19
    10.95 
    15.60 
    17.90 
    21.45 
    23.75 
    29.65 

20
    11.40 
    16.35 
    18.70 
    22.45 
    24.90 
    31.00 

21
    11.80 
    17.05 
    19.45 
    23.50 
    26.00 
    32.40 

22
    12.25 
    17.75 
    20.30 
    24.50 
    27.15 
    33.70 

23
    12.65 
    18.45 
    21.10 
    25.45 
    28.25 
    35.05 

24
    13.05 
    19.15 
    21.95 
    26.45 
    29.35 
    36.35 

25
    13.50 
    19.85 
    22.75 
    27.50 
    30.55 
    37.80 

26
    13.90 
    20.50 
    23.55 
    28.50 
    31.65 
    39.10 

27
    14.30 
    21.25 
    24.35 
    29.50 
    32.80 
    40.45 

28
    14.70 
    21.95 
    25.20 
    30.45 
    33.90 
    41.75 

29
    15.15 
    22.60 
    26.00 
    31.45 
    35.05 
    43.05 

30
    15.55 
    23.30 
    26.85 
    32.50 
    36.15 
    44.40 

31
    15.95 
    24.05 
    27.60 
    33.50 
    37.30 
    45.70 

32
    16.40 
    24.70 
    28.45 
    34.50 
    38.40 
    47.10 

33
    16.80 
    25.40 
    29.25 
    35.50 
    39.55 
    48.40 

34
    17.20 
    26.05 
    30.10 
    36.45 
    40.65 
    49.70 

35
    17.65 
    26.80 
    30.90 
    37.50 
    41.75 
    51.05 

Table 4 (Continued)

Proposed Priority Mail Rates

Weight
Zone






up to:
L,1,2&3
Zone 4
Zone 5
Zone 6
Zone 7
Zone 8

36
 $ 18.05 
 $ 27.50 
 $ 31.70 
 $ 38.50 
 $ 42.90 
 $ 52.35 

37
    18.45 
    28.20 
    32.50 
    39.50 
    44.00 
    53.70 

38
    18.85 
    28.90 
    33.35 
    40.55 
    45.15 
    55.05 

39
    19.30 
    29.60 
    34.15 
    41.55 
    46.25 
    56.40 

40
    19.70 
    30.30 
    35.00 
    42.50 
    47.40 
    57.70 

41
    20.10 
    30.95 
    35.75 
    43.50 
    48.50 
    59.00 

42
    20.55 
    31.70 
    36.60 
    44.50 
    49.65 
    60.35 

43
    20.95 
    32.40 
    37.40 
    45.55 
    50.75 
    61.70 

44
    21.35 
    33.05 
    38.25 
    46.55 
    51.90 
    63.10 

45
    21.80 
    33.75 
    39.05 
    47.50 
    53.00 
    64.40 

46
    22.20 
    34.50 
    39.80 
    48.50 
    54.10 
    65.75 

47
    22.60 
    35.15 
    40.65 
    49.55 
    55.30 
    67.05 

48
    23.00 
    35.85 
    41.45 
    50.55 
    56.40 
    68.35 

49
    23.45 
    36.60 
    42.30 
    51.55 
    57.55 
    69.70 

50
    23.85 
    37.25 
    43.10 
    52.55 
    58.65 
    71.00 

51
    24.25 
    37.95 
    43.90 
    53.50 
    59.70 
    72.40 

52
    24.70 
    38.65 
    44.70 
    54.55 
    60.85 
    73.70 

53
    25.10 
    39.35 
    45.55 
    55.55 
    61.90 
    75.00 

54
    25.50 
    40.05 
    46.35 
    56.55 
    63.00 
    76.35 

55
    25.95 
    40.75 
    47.20 
    57.55 
    64.00 
    77.65 

56
    26.35 
    41.40 
    47.95 
    58.60 
    65.10 
    79.00 

57
    26.75 
    42.15 
    48.80 
    59.55 
    66.20 
    80.35 

58
    27.15 
    42.85 
    49.60 
    60.55 
    67.25 
    81.70 

59
    27.60 
    43.50 
    50.45 
    61.55 
    68.40 
    83.00 

60
    28.00 
    44.20 
    51.25 
    62.60 
    69.45 
    84.30 

61
    28.40 
    44.95 
    52.05 
    63.60 
    70.55 
    85.70 

62
    28.85 
    45.60 
    52.85 
    64.55 
    71.60 
    87.00 

63
    29.25 
    46.30 
    53.70 
    65.55 
    72.70 
    88.40 

64
    29.65 
    47.05 
    54.50 
    66.60 
    73.80 
    89.70 

65
    30.10 
    47.70 
    55.30 
    67.60 
    74.85 
    91.05 

66
    30.50 
    48.40 
    56.10 
    68.60 
    76.00 
    92.35 

67
    30.90 
    49.10 
    56.95 
    69.60 
    77.05 
    93.65 

68
    31.35 
    49.80 
    57.75 
    70.55 
    78.10 
    95.00 

69
    31.75 
    50.50 
    58.60 
    71.60 
    79.25 
    96.30 

70
    32.15 
    51.20 
    59.35 
    72.60 
    80.30 
    97.70 









weight-related costs (primarily transportation) associated with providing Priority Mail service 

B.  Development of “Per-Piece” Rate Element

The per-piece cost is developed by subtracting total transportation costs and weight-related, non-transportation costs (2 cents per pound) from test-year-before-rates total volume variable costs.  An “Emery adjustment” (described below) is then made and the result is divided by volume to derive the per-piece cost.  This cost is increased for the contingency and the Priority Mail markup to determine the “per-piece” rate element.

C.  Development of “Per-Pound” Rate Element

Total transportation costs
 are adjusted for the Emery contract (described below).  The adjusted, test-year-before-rates, transportation costs by mode are distributed between distance and non-distance related components using the FY 1998 cost distribution.  Pounds and average haul by zone for the Eagle network and passenger air transportation are used to develop distribution keys to zone for non-distance-related and distance-related air transportation costs.  

Non-distance-related air transportation costs are distributed to zones based on total air-pounds by zone.  Distance-related air transportation costs are distributed to zone based on air-pound-miles.  Air-pound-miles are calculated by multiplying total passenger air-pounds by the average passenger air haul by 

zone. Non-distance-related surface transportation costs are distributed to all zones based on total postage pounds by zone.  Distance-related surface transportation costs are distributed to Zones L,1, 2, 3, and Zone 4 based on surface-pound miles.  Zone L, 1, 2,3 surface pound-miles are developed by subtracting total Local Zone pounds from the total Zone L, 1, 2, 3 pounds and then subtracting Local, 1, 2, 3 Zone air pounds.  The result is multiplied by a 250-mile average haul.  Zone 4 surface pound-miles are developed by subtracting Zone 4 air pounds from total Zone 4 pounds and multiplying the result by a 350-mile average haul.  The resulting distribution of Local, 1, 2 and 3 Zone and Zone 4 surface pound-miles is used to distribute distance-related, surface transportation cost.

Total distributed transportation costs are then summed by zone and divided by total postage-pounds by zone to arrive at total transportation cost per pound by zone.  A two-cent, weight-related, non-transportation cost per pound is added to the total transportation cost per pound by zone to arrive at the per-pound cost by zone.  These per-pound costs by zone are increased for the contingency and the Priority Mail markup to determine the “per-pound” rate element by zone.

D.  Emery Adjustment

In 1997, the Postal Service contracted with Emery Worldwide Airlines for the processing and transportation of a portion of Priority Mail volume.  These costs are included in Cost Segment 16.  Under its agreement with the Postal Service, Emery is providing mail processing, surface transportation, and air transportation; however, the Postal Service’s contract with Emery is on a 

“per-piece” basis that does not permit the Postal Service to identify payments to Emery as either “transportation” or “non-transportation.”  While this simplicity aids contract administration, it presents a unique rate design challenge.

The Priority Mail rate design method used by both the Postal Service and the Postal Rate Commission assumes that all air and surface transportation costs are readily identifiable and reported in Cost Segment 14.  However, the Postal Service cannot readily identify air and surface transportation costs incurred under the Emery Contract.  In addition, USPS accounting practice has resulted in Emery costs being assigned to Cost Segment 16.  Therefore, if the traditional rate design methodology were applied blindly in this case, the transportation costs embedded in the Emery contract costs by default would be assigned to the “per-piece” rate element described above.  The resulting rate structure would “flatten” as transportation costs were assigned to the “per-piece” rate element instead of the “per-pound” rate element and the apparent cost differential between a heavyweight piece and a lightweight piece was reduced.

The Postal Service is currently evaluating the Priority Mail processing network and has not decided how it will be configured in the future.  As a result, for the purposes of this rate case, the cost studies assume that the current network configuration (10 PMPC sites located in the Northeast and Florida) exists in the test year.  However, given the uncertainty surrounding the future network configuration, it is not clear that costs following the test year will continue to be incurred as the Postal Service is currently projecting for the test year.  For example, an expansion of the Emery network (assuming the current contract structure) would result in an increase in “per-piece” costs.  Conversely, a substitution of Postal-contracted transportation for the Emery network may result in a reduction in “per-piece” costs.  Lastly, even if the Emery contract were to be extended, it is not clear that costs would continue to be incurred on a strictly “per-piece” basis.  In contract negotiations, any party -- the Postal Service, Emery, or other vendors seeking to provide service in the existing or an expanded PMPC network -- might propose a contract structure that would directly identify transportation and non-transportation costs.  Alternatively, future contracts could incorporate novel features that do not parallel either the Emery contract structure or the Postal Service’s cost segment structure.

In designing Priority Mail rates, I attempted to reconcile two factors:  (1) the Postal Service is incurring costs (at least in the short run) on a less weight-related basis; and (2) the Emery PMPC network is a test program.   The Emery rate-making adjustment does this by assuming that the Emery costs in Cost Segment 16 remain at the same level as in the base year and reallocating the difference (based on base year proportions) between the test year and the base year Emery costs to Cost Segment 3.1 (Mail Processing Direct Labor), and Cost Segment 14 (Transportation).  The allocation to Cost Segment 14 is further allocated to air and surface transportation.  This adjustment recognizes that, with the Emery contract, total Priority Mail volume variable costs are less distance-related by retaining a portion of the Emery costs in Cost Segment 16.  In addition, the reallocation of costs to Cost Segment 14, recognizes that the Emery contract, in part, substitutes for air and surface transportation that otherwise would have been purchased by the Postal Service in a more traditional manner.

The Emery adjustment mitigates the impact of the PMPC test program on Priority Mail rates.  It takes a gradual approach to incorporating a contract-specific change in costs, is consistent with Commission precedents,
 and is designed to avoid dramatic changes in Priority Mail rate design and the potential effects on Priority Mail customers.  This is necessary given the degree of uncertainty surrounding the future Priority Mail network configuration, and the potential effect of unknown network changes on the cost structure of Priority Mail. 

E.  One-Pound Priority Mail Rate

In its Docket No. R97-1 Opinion and Recommended Decision, the Commission expressed concern over the rate differential or “gap” between the maximum First-Class Mail rate and the minimum Priority Mail rate.  Several participants’ arguments during Docket No. R97-1 focused on the equity concerns with a large gap particularly for those customers who were obligated to mail what would otherwise be heavyweight First-Class Mail pieces at Priority Mail rates.  To address this concern, the PRC recommended and the Postal Service subsequently implemented an increase from 11 to 13 ounces in the maximum First-Class Mail weight.
  While the Docket No. R97-1 change in the maximum weight for First-Class Mail directly addressed the “gap” between First-Class Mail rates and Priority Mail rates, the underlying causes of the problem have not been addressed.  This problem results from the large weight step (currently 19 ounces) when mailers move between the two classes and the differences in the cost structure of the two mail classes.  While a sequence of changes in the maximum First-Class Mail weight will, to some extent, mitigate the problem, a long-term solution must address the specific causes of the problem.  A one-pound Priority Mail rate would reduce the weight step between First-Class Mail and Priority Mail from 19 ounces to 3 ounces with a corresponding reduction in the underlying cost of the incremental weight step.  Obviously, changing the rate design by adding a one-pound Priority Mail rate does not change the relative cost of providing a heavy-weight, First-Class Mail piece versus the cost of providing a light-weight, Priority Mail piece.  However, appropriate rate design can be used to choose a breakpoint between the two classes that will result in a smooth transition between the cost structures of the two classes.  Therefore, I am proposing that the rate for a one-pound Priority Mail piece be $3.45, $0.40 lower than the proposed $3.85, two-pound Priority Mail rate.

The proposed one-pound Priority Mail rate is $0.35 greater than the First-Class Mail rate ($3.10) for a 13-ounce piece proposed by witness Fronk.
  For this additional $0.35, a customer receives considerable additional service.  The customer can mail an additional three ounces (compare to the proposed First-Class Mail additional ounce rate of $0.23
), receives expedited handling and transportation, and can purchase delivery confirmation, a service is not available with First-Class Mail.
  In addition, the one-pound rate provides an attractive alternative for customers mailing documents; and provides a lower-price alternative for First-Class Mail customers who wish to “buy up” to Priority Mail service.

F.  Rate Differential Between 2-, 3-, 4- and 5- Pound Unzoned Rates

Once the 1-pound and 2-pound rates were set, the rate increment between the 2-, 3-, 4- and 5-pound unzoned rates was set at $1.25.  A uniform rate increment for unzoned Priority Mail is consistent with prior Commission decisions
 and results in a relatively simple rate structure.  In addition, adopting the even rate increment in this case furthers my goal of mitigating rate changes that significantly disrupt the historical relationships between rate cells.

G.  Rate Constraints

The uncertain future of the Priority Mail network configuration makes significant changes in relative rates within the Priority Mail rate schedule undesirable and may increase the number and size of rate fluctuations over time.  For example, by mitigating the impact of the Emery contract on rates, the Postal Service will be able to fully evaluate the operational feasibility of alternate network configurations without being constrained by having fully incorporated the unique features of the current contract into rates.

Therefore, to maintain the current relative rate structure, the rate change (from the current rates) is constrained to be within a 5 percent band around the average rate change for Priority Mail as a whole.   As a result, for the unzoned rate cells, the smallest increase, as compared to the current rates is approximately 10% and the largest increase is approximately 20%.  All rates were rounded to the nearest five-cent increment.

H.  Base (Electronic) Delivery Confirmation Service

Consistent with the Commission’s treatment of delivery confirmation in its Docket No. R97-1 Recommended Decision, the costs for the base (electronic) delivery confirmation service for Priority Mail have been included in Priority Mail costs.  Like all other Priority Mail costs, base (electronic) delivery confirmation costs have been increased by the contingency and the Priority Mail markup.  I am proposing that base (electronic) delivery confirmation service remain an included service for Priority Mail with a zero additional charge.

IV.  Pickup Fees

Pickup service is available for Express Mail, Priority Mail, and Standard (B) service on an on-call or scheduled basis. The current fee is $8.25. The average cost per stop for each option is developed by witness Campbell
.  

In Attachment I, I develop a weighted average cost based on the test year estimated number of stops for Express Mail, Priority Mail, and Standard (B) Parcels.  The weighted average cost is $10.01.  I propose a fee of $10.25 for each pickup stop yielding a 105% cost coverage.  The low cost coverage is consistent with cost coverages from prior cases and is justified due to the large percentage increase required to cover the estimated test year cost.

V.  Delivery Confirmation Forecast -- Priority Mail and Standard (B)

I project delivery confirmation volumes associated with Priority Mail and Standard (B) based on FY 1999 delivery confirmation program scanner data and the adoption curve proposed by USPS witness Sharkey in Docket No. R97-1 and accepted by the Commission
.  Delivery confirmation service was available throughout FY 1999 during both a pilot program and was fully implemented on March 14, 1999.
  Therefore, FY 1999 is assumed to be “Year 1” for the purposes of projecting delivery confirmation volume.  Using the adoption curve employed in Docket No. R97-1
, Year 1 volume is projected to be 11.92 percent of total delivery confirmation volume once the program has been fully adopted.  In the test year, 2001 or Year 3, the adoption curve projects that 50 percent of the potential market will have adopted delivery confirmation.  As shown in Attachment J, delivery confirmation volumes are separately projected using the adoption curve for Priority Mail electronic and retail delivery confirmation service 

and for Standard (B) electronic and retail delivery confirmation service.  In the test year, 177 million Priority Mail and Standard (B) delivery confirmation transactions are projected to occur.

Customers find delivery confirmation to be an important value-added service and expect it to be included at no additional cost.  Some account managers have suggested that the availability of delivery confirmation service has been instrumental in making sales to new customers.  While the Postal Service cannot readily identify which new Priority Mail customers decided to purchase Priority Mail solely due to the availability of delivery confirmation, I believe that the availability of delivery confirmation will result in additional growth in Priority Mail volumes that would not have occurred in the absence of the delivery confirmation service.  However, Priority Mail exists in a dynamic marketplace and does not offer the range of value-added services (such as track and trace) that are offered by competitors.  Therefore, due to the relatively recent availability of delivery confirmation and tempered with a recognition of the other services available in the marketplace, I have conservatively increased witness Musgrave’s projected Priority Mail volume by 1% in 2000 and increased the growth rate for Priority Mail by 1% in 2001.  This results in an additional 25.6 million pieces of Priority Mail in the test year before rates.  I have also calculated final adjustments to projected costs based on these additional volumes.







� The relatively small growth rate in 1991 was due at least in part to the implementation of the Docket No. R90-1 rates which increase Priority Mail rates by 19%.


� USPS-LR-I-114, p. 8


� Attachment F


� Attachment G


� Total air and transportation costs include the transportation components of: (1) An adjustment for the Docket No. R97-1 classification change increasing the maximum weight of First-Class Mail, and (2) an adjustment to add additional Priority Mail volume due to the existence of delivery confirmation service.  See Attachment K


� Attachment E


� See Docket No. R94-1, PRC Op. at V-37, para. 5119 where the Postal Rate Commission accepts a revision to the treatment of air transportation costs proposed by Nashua/District witness Haldi and mitigates the impact of this rate design change “[t]o avoid severe rate impact and potential market dislocations. . . .”


� See Docket No. R97-1, PRC Op. at 338-339.


� The Priority Mail flat-rate envelope provided by the Postal Service would continue to be priced at the two-pound rate.


� USPS-T33, Attachment A.


� USPS-T33, Attachment A.


� The proposed $0.35 rate differential is within the range of “gaps” implied by recent Commission Recommended Decisions.  In its Docket No. R94-1 Recommended Decision, the Postal Rate Commission recommended rates that resulted in a “gap” of $0.38 ($3.00 two-pound Priority Mail rate less $2.62, 11-ounce First-Class Mail rate).  Adjusted for inflation, this rate differential would be higher in current (2000) dollars.


� Docket No. R94-1, PRC Op. at V-40.  Docket No. R97-1, PRC Op. at 367.


� In future rate proposals, following a full evaluation of and decision on the future Priority Mail network configuration, the desirability of even rate increments may need to be re-evaluated.


� Witness Mayo (USPS-T39) proposes the fee for Priority Mail manual delivery confirmation service.


� USPS-LR-I-160, Section I, p. 1


� Docket No. R97-1, PRC Op. at 359.


� Delivery confirmation service was available for Priority Mail customers who electronically manifest during the pilot period.  Retail service and Standard (B) service began with the implementation of rates on March 14, 1999.


� Docket No. R97-1, USPS-33R, p. 6-8.
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