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AUTOBIOGRAPHICAL SKETCH

My name is Michael K. Plunkett.  I am currently an economist in the Pricing Office of Marketing.  I began working for the Postal Service in 1984 as a letter carrier at the Dracut, Massachusetts Post Office.  In 1985, I transferred to the Manchester, New Hampshire Division where I held a number of positions in customer services operations.  In 1990, I  was accepted to the Management Intern program.  As an intern, I rotated through a number of short to medium term assignments in various organizational units throughout the country.  These assignments included positions in headquarters, area, and district offices in finance, human resources, operations, and marketing.  In 1995, I transferred to the office of  Budget and Financial Analysis where I served as an Economist.    In February 1997, I transferred to the office of Pricing.  My responsibilities include all aspects of fee design for various special services.  

I received bachelor's degrees in finance and economics from Pennsylvania State University in University Park, Pennsylvania, and a master’s degree in business administration from the Wharton School at the University of Pennsylvania, where I concentrated on finance and decision sciences.


I have presented pricing testimony in four previous dockets.  I was the Postal Service’s pricing witness in the Provisional Packaging Service case (Docket No. MC97-5), and in the last omnibus rate case (Docket No. R97-1), for various special services. In addition, I presented pricing testimony in the Market Test/Experimental case for Mailing Online (Docket No. MC98-1), and I am currently the pricing and policy witness in the Experimental case for Mailing Online (Docket No. MC2000-02). 

I.
PURPOSE OF TESTIMONY AND GUIDE TO DOCUMENTATION


The purpose of this testimony is to describe the Postal Service’s proposed changes in the rates, service offerings, and classifications for Parcel Post and Express Mail.  An electronic version of my attachments is found in Library Reference I-176.

II. Express Mail

A.
Product Characteristics

1. General Description of Service

Express Mail is a premium service offering guaranteed next-day and second-day delivery nationwide. If guaranteed performance standards are not met, postage will be refunded. There are four service options: Next Day and Second Day Post Office to Addressee Service, Next Day and Second Day Post Office to Post Office Service, Custom Designed Service, and Same Day Airport Service. Same Day Airport Service is currently suspended for security reasons. 

Any mailable matter weighing up to 70 pounds, but not exceeding 108 inches in length and girth, may be sent as Express Mail. In February 1992, the Postal Service initiated Computerized Tracking and Tracing, which provides customers information on the acceptance, arrival at the destination post office, and the delivery of Express Mail.

Express Mail rates are unzoned and rounded to the nearest nickel. A letter rate for items weighing up to eight ounces is available. For Post Office to Addressee or Post Office to Post Office Services, an envelope rate for pieces that fit into the standardized flat-rate envelope supplied by the Postal Service is offered at the two-pound rate. In 1998 Express Mail accounted for 0.03 percent of total volume and 1.4 percent of total revenue.

2.
Express Mail Service Options

a)
Post Office to Addressee 


Next Day Post Office to Addressee Service is available for overnight delivery from designated originating areas or locations. Second Day Post Office to Addressee Service is available to any domestic destination to which guaranteed Next Day delivery service is not available from the given originating office. The Postal Service will refund postage for qualifying Next Day Post Office to Addressee pieces that are not delivered by noon or 3:00 p.m. of the next day, and for qualifying Second Day pieces not delivered by noon or 3:00 p.m. of the second day, depending on the service guaranteed to the destination address.
 Approximately 98 percent of all Express mail volume is Next Day or Second Day Post Office to Addressee Service.

b)
Next Day and Second Day Post Office to Post Office Service

Next Day Post Office to Post Office Service is available from designated 3-digit ZIP code areas for overnight service to designated post offices. Second Day Post Office to Post Office Service is available to designated post offices not guaranteed overnight service. The Post Office will refund postage for Next Day Post Office to Post Office pieces that are not available for claim by 10:00 a.m. of the next day the post office is open for retail business. Postage will be refunded for Second Day Post Office pieces not available for claim by 10:00 a.m. of the second day the destination office is open for retail business. Less than one percent of Express mail volume is Second Day Post Office to Post Office pieces.

c)  Custom Designed Service

Custom Designed Service is available only on a scheduled basis for mailable matter tendered in accordance with a service agreement. For each Custom Designed shipment that is tendered, the service agreement specifies the scheduled day and date and places of origin and designation, which may be virtually any location in the United States. Approximately one percent of Express Mail is Custom Designed Service.

Except where a service agreement provides for claim, or delivery, of Custom Designed Express Mail more than 24 hours after scheduled tender at point of origin, the Postal Service will refund postage for such mail not available for claim, or not delivered, within 24 hours of mailing.

d) Same Day Airport Service

Same Day Airport Service is currently suspended for security reasons. In the event that circumstances may in the future permit the Service to be made available again, the Postal Service is maintaining Same Day Airport Service in the DMCS. As designed, Same Day Airport Service is available between designated airport mail facilities. Mail tendered under this service is dispatched on the next available transportation to the destination airport facility. The Postal Service will refund postage for those pieces which are not available for claim at the destination mail facility at the specified time. 

Table 1
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Year

Total

Designed 3/

Day 4/

Airport 5/

International

Metro Service 7/

1970

      

---

---

---

---

---

---

1971

8

8

---

---

---

---

1972

63

49

12

---

2

---

1973

212

159

45

---

8

---

1974

425

314

99

---

12

---

1975

788

558

209

---

21

---

1976

1,794

820

940

---

34

---

1977

5,401

1,415

3,877

42

67

---

1978

7,820

1,521

5,951

245

103

---

1979

12,512

1,841

10,002

494

168

7

1980

17,477

1,933

14,506

691

337

10

8

/

1981

23,848

2,174

20,343

805

526

---

1982

28,446

2,416

24,522

810

698

---

1983

36,798

2,476

32,602

842

878

---

1984

43,907

2,311

39,778

729

1,088

---

1985

45,250

1,932

41,464

542

1,311

---

1986

41,406

1,566

38,124

404

1,312

---

1987

44,508

1,392

41,365

362

1,389

---

1988

45,966

1,098

42,762

260

1,846

---

1988r

47,477

1,182

44,185

264

1,846

---

1989

55,855

1,023

52,059

224

2,547

---

1990

62,092

931

57,438

213

3,510

---

1991

61,885

340

56,894

72

4,079

---

1992

57,568

771

52,374

31

4,392

---

1993

57,098

718

51,614

46

4,718

---

1994

61,309

674

55,469

49

5,116

---

1995

62,112

603

56,044

44

5,422

---

1996

64,070

599

56,974

0

6,497

---

1997

69,709

   

 

529

63,104

3

6,073

1998

71,636

   

 

492

65,752

3

5,389

1/ Established as a permanent class of service in October 1977. 

2/ Volume based on Postal Fiscal Year through 1987; GFY thereafter. 

3/ Introduced June 1970. 

4/ Introduced September 1971. 

5/ Introduced December 1976. 

6/ Introduced June 1971. 

7/ Introduced May 1979. 

8/ Express Mail Metro Service discontinued May 17, 1980.

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


3.  Volume Trends

     As Table 1 above indicates, Express Mail volume grew at a rapid rate between its inception in FY 1971 and FY 1985, when volume growth slowed to three percent.  In FY 1986, volume declined nine percent. This was the first year Express Mail experienced an annual decline in volume. This reversal of trend was the result of a 15 percent increase in rates in February 1985, followed by the introduction of a $8.50 Next Day letter rate by United Parcel Service and a $11.00 letter rate by FedEx. In addition, the impact of deregulation of certain aspects of the airline industry (often referred to as CAB Sunset) on service quality contributed to the decline in Express Mail volumes. 

Express Mail rebounded from 1986 to 1990. In part, the volume increase was due to the implementation of the Eagle network, a hub-and-spoke network of leased aircraft dedicated to moving expedited products, which enabled the Postal Service to provide much more reliable service for Express and Priority Mail between major markets, and to offer guaranteed morning delivery for Express Mail within designated areas. In 1988, as a result of Docket No. R87-1, a number of improvements and new features were introduced: unzoned rates for all weights, the introduction of a letter rate for Express Mail weighing eight ounces or less, on-call pickup, guaranteed next morning service, and the establishment of Second Day Service. In 1989, a new Eagle network contract was awarded with expansion to 31 major markets. As a result of the enhancements to the product offering, Express Mail was able to recover somewhat in 1989 and 1990.


On February 3, 1991, as a result of Docket No. R90-1, Express Mail rates were increased by an average of 15 percent.  As a result, volume declined in FY 1991, and in each of the next two fiscal years.  Since that time however, Express Mail volume has grown at an average annual rate of 4.6 percent while overall mail volume growth has averaged 2.5 percent.  Volume growth has increased despite the fact that Express Mail rates were again increased by eight percent as a result of Docket No. R94-1.   The effect of rate increases resulting from Docket No. R97-1 can not yet be measured directly; however, the before rates volume forecast (USPS-T-8, Table 1) calls for test year before rates volume to be approximately unchanged from FY 1998.




4.  Rate History

Express Mail began as an experimental service in 1970, with permanent rates established in 1977. As a result of Docket No. R80-1, uniform two-pound rates were introduced in 1981. In Docket No. R84-1, the Commission recommended a 15 percent overall rate increase, with the two-pound rate increasing from $9.25 to $10.75 and the introduction of a uniform five-pound rate. In Docket No. R87-1, unzoned rates were established for all weight increments, a letter rate of $8.75 was introduced for Next Day pieces weighing eight ounces or less and the Next Day two-pound rate was raised to $12.00, and the five-pound rate was raised to $15.25. The charge for pickup or delivery was lowered from $5.60 to $4.00 per pickup. The overall rate increase for Express Mail in Docket No. R87-1 was 1.9 percent. As a result of Docket R90-1, an envelope rate paid at the two-pound rate was introduced and one-pound rate increments were re-established for pieces weighing between two and five pounds. The letter rate was increase from $8.75 to $9.95, the pickup fee was raised from $4.00 to $4.50, and the overall Express Mail rates were increased by 15 percent. In Docket R94-1, Express Mail rates were raised by eight percent. The Post Office to Addressee letter rate was increased from $9.95 to $10.75, and the pickup fee was raised from $4.50 to $4.95.  Express Mail rates increased by 8.1 percent in Docket No. R97-1, with the Post Office to Addressee letter rate increasing from $10.75 to $11.75, and the pickup fee increasing from $4.95 to $8.50.  A complete rate history for Express Mail is available in Library Reference I-118. 

B.        Financial Summary

Table 2:

[image: image2.wmf]Test Year Revenue and Cost Summary

Line No.

Test Year Before Rates  

1

Volume (USPS-T-x)

71,641,067

2

Postage Revenue at Current Rates

$1,014,584,044

3

Average Revenue Per Piece

$14.16

4

Pickup Revenue

$4,912,530

5

Total Revenue

$1,019,496,573

6

Cost with no contingency (USPS-T-xx)

465,006,000

7

Contingency Factor (USPS-T-X)

1.025

8

Cost with contingency  (Line 6 x Line 7)

$482,577,624

9

Coverage Before Rates (Line 5 divided by Line 8)

210%

% Change

Test Year After Rates 

From Before Rates

10

Volume (USPS-T-X)

72,300,901

        

 

0.9%

11

Revenue at Proposed Rates (excludes pickup revenue) (Exhibit A, Line 13)

$1,062,407,077

4.7%

12

Average Revenue Per Piece

$14.69

3.76%

13

Pickup Revenue 

$6,159,661

25.4%

14

Total Revenue

$1,068,566,737

0.9%

15

Cost with no contingency (USPS-T-15, WP G, Table E, Column (1) + column (3)

469,253,000

$    

 

16

Cost with Contingency (Line 9 x Line 3)

486,855,728

$    

 

3.8%

17

Coverage After Rates (Line 8 / Line 10)

218%


In the test year, Express Mail is projected to produce a cost coverage of 210 percent before rates, with revenues of just over $1 billion, and costs of $483 million including contingency.  The effect of the proposed rates is to increase revenue by $48 million.  Costs increase slightly due to a modest volume increase.  As a result, cost coverage after rates increases to 218 percent.

C.
Rate Design

Witness Mayes proposes a 218 percent cost coverage for Express Mail (USPS-T-32). Existing rates in the test year would result in a cost coverage of 210 percent. To meet this cost coverage, target Express Mail rates must be increased by 3.76 percent.

I propose no structural changes to the Express Mail rate schedule. Because the Same Day Airport to Airport Service has been suspended, I have not proposed changes to the existing rates.

The cost base underlying the rate design is developed as follows: Test year Express Mail costs (USPS-T-29) are separated among distance, non-distance related transportation cost, and non-transportation cost (Attachment A). Distance-related transportation costs are distributed to zones by service category based on the distribution of FY98 pounds to zones.  Zone 2 through zone 4 pounds for Next Day and Custom Designed are split between air and surface pounds based on the allocation percents that have been used since Docket No. R87-1. All Same Day pounds are by definition air pounds. All zone 5 through zone 9 Next Day and Custom Designed pounds are assumed to travel by air. Non-distance-related costs are distributed to Next Day and Custom Designed total pounds. Transportation cost per pound for Same Day, and Next Day and Custom Designed is then calculated. Finally, a non-transportation weight-related cost of two cents per pound is added to the transportation cost per pound and adjusted by the contingency factor to arrive at a total cost per pound. (Attachment A).

The non-transportation weight-related cost is subtracted from the non-transportation cost. Piece-related unit cost is developed by dividing the resultant costs by total pieces. I rely on witness Campbell’s Express Mail cost study update (USPS-T-29)  to apportion piece-related costs to the service options. (Attachment A, p.5). Weight-related costs are distributed to rate cells based on postage weight. The markup of proposed rates above costs and the percent increase for each rate element formed the basis for designing rates.

The rate increases for each rate element were constrained to be no more than 4.5 percent consistent with rounding constraints, rates were rounded up to the nearest nickel and rates for Post Office to Addressee are set to be at least twice the Priority Mail rates for zone 5. All rate elements cover cost. The popular letter rate, which accounts for 78 percent of all Express Mail volume, is proposed to be increased from $11.75 to $12.30, an approximate 4.7 percent increase. In a number of cells in each category, particularly for pieces weighing between 20 and 35 pounds, I manually adjusted rates to preserve reasonable relationships between adjacent weight cells. 

III.
PARCEL POST

A.
 Product Characteristics

Parcel Post currently includes mailable matter weighing 16 ounces or more but not exceeding 70 pounds or 130 inches in combined length and girth, and not eligible for any other Standard Mail subclass.  The current rate structure for Parcel Post is based on the weight and machinability of the piece, the distance between origin and destination three-digit ZIP Codes as measured by zones. Separate rate categories are applicable dependent upon whether the parcel is mailed and delivered within a bulk mail center (BMC) or auxiliary service facility (ASF) service area.  Library References I–117 and I-118 include volume, revenue and rate histories for all domestic classes and subclasses of mail, including Parcel Post. 

The Postal Service is renaming Standard Mail (B) as Package Services.  

The Postal Service has been using the term Parcel Select to refer to destination entry Parcel Post.  The Postal Service is proposing that the Commission recommend conforming changes in the DMCS.  For the sake of convenience in this docket, I have continued to use the current names within my testimony and workpapers..

B.
Brief History of Parcel Post Rate Design

The rate design for Parcel Post immediately following Postal Reorganization was a fairly simple one, with rates varying by pound increment from two to seventy pounds, and by eight postal zones and the local zone as measures of distance traveled from origin to destination three-digit ZIP Codes.  Parcels weighing less than 10 pounds, but measuring over 84 inches in combined length and girth, were charged rates equal to the rates for ten-pound parcels for the zone to which they were addressed.  This “stop-loss” or “balloon” charge was changed in 1975 to apply the applicable 15-pound rates to pieces measuring more than 84 inches in combined length and girth but weighing less than 15 pounds.  

The rate design for Parcel Post changed in several ways as a result of Docket No. R80–1.  The rate structure began differentiating between parcels entered within the service area of a BMC—intra-BMC pieces—and parcels entered for delivery outside of the origin BMC service area—inter-BMC pieces.  The rate difference between intra-BMC pieces and inter-BMC pieces was a simple 14-cent per-piece difference.  The Docket No. R80–1 rate design also differentiated between machinable and nonmachinable inter-BMC parcels, assessing the latter an additional 50 cents per piece.  The “stop-loss” or “balloon” charge previously assessed low-density pieces was removed from the rate design at that time.

Parcel Post rate design remained unchanged until Docket No. R90–1, although the sizes of the inter-BMC nonmachinable surcharge and the difference between the intra-BMC and inter-BMC rates increased.  As can be seen from Library Reference H-117, Parcel Post volume declined steadily between 1970 and 1990.  At its low point, Parcel Post volume in 1989 was only 21 percent of the 1970 volume.  In Docket No. R90–1, Postal Service witness Nai-Chi Wang proposed discounts from the intra-BMC rate schedule for bulk mailings of at least 50 properly prepared parcels entered at the destination bulk mail center (DBMC), with the discounts varying with both weight and zone.  The DBMC rates that were implemented as a result of Docket No. R90–1 are shown in Library Reference H–118.  In introducing the DBMC proposal, Dr. Wang stated that, “[w]hile the proposed DBMC worksharing program may not arrest the downward trend of parcel post volume, it may open the door to increased competition and satisfy, in part, the needs of high volume mailers.”  Docket No. R90-1, USPS–T–​21, page 18.

In fact, the steady decline in Parcel Post volumes turned around in 1990, with an increase in volume of 6 percent.  Volume continued to increase each year thereafter until 1995 when the volume fell from the 1994 peak of 224 million pieces to 218 million pieces.  The 1994 volume was the highest annual volume since 1978, although it was still less than 40 percent of the 1970 volume.  The 1996 volume of Parcel Post was 213 million pieces.

The reversal of the trend of steadily declining Parcel Post volume cannot be attributed solely to the introduction of the DBMC discounts, but it is worth noting that in 1992, total Parcel Post volume was almost 20 percent higher than in 1991, and 14 percent of the 1992 Parcel Post volume was in the DBMC category.  Growth of DBMC volume has continued, and in 1998, more than 66 percent of Parcel Post volume was mailed at DBMC rates, while total Parcel Post volume was 92 percent higher than the 1992 level. 
C.        Recent Changes in Parcel Post Rate Design
In Docket No. R97-1, the Postal Service proposed, and the Commission recommended, extensive revisions to Parcel Post classification and rate design. The changes, which were intended to produce rates better reflective of underlying costs, produced a number of new dropship incentives including separate rate categories for parcels entered at SCFs, Destination Delivery Units (DDU), and Origin BMCs (OBMC) and a reestablishment of a balloon rate for pieces exceeding 84 inches (but not exceeding 108 inches) in combined length and girth, but weighing less than 15 pounds, which now pay the applicable 15 pound rate.   In addition, the maximum length and girth was increased from 108 to 130 inches.  Pieces exceeding 108 inches pay an oversize rate.  A discount for parcels that are prebarcoded was also established. 

D.       Proposed Parcel Post Rates 

The rate design being proposed in this docket maintains all of the existing rate elements, and adds three additional features.  The existing rate structure includes a surcharge for inter-BMC parcels that do not comply with the machinability criteria codified in the Domestic Mail Manual (DMM E630).  In this docket I propose establishing similar surcharges for parcels mailed at intra-BMC and DBMC rates as well.  In addition I propose removing the existing one pound minimum weight requirement for pieces otherwise mailable at Parcel Post rates. 

I have not proposed a new rate for pieces weighing less than one pound, rather, the lowest rate in each category would be applicable to all pieces weighing up to two pounds.  Witness Kiefer (USPS-T-37) is proposing that a similar change be made for pieces mailable at Bound Printed Matter rates.

The rate development process in this docket followed, in large part, the methodologies used by the Commission and previous Postal Service witnesses.  The transportation costs as identified by Postal Service witness Eggleston (USPS-T-26), which are incurred primarily on the basis of cube and distance, were distributed to weight and zone separately for intra-BMC, inter-BMC and DBMC, utilizing three independent cube/weight relationships.  The rate for each piece includes the two-cent per-pound weight-related nontransportation handling cost applied on the basis of postage pounds to each cell, in keeping with Commission practice.  The costs thus allocated through the two-cent per-pound charge were subtracted from the non-transportation costs, and the remaining costs were recovered through the per-piece elements of the rates. 

The preceding describes the first phase of the rate design process I employed, and it is largely consistent with the rate design employed by Postal Service witnesses in prior dockets.  In many cases, however, this method would have resulted in rate increases that were excessive.  Conversely, rates in certain zones and categories would have received large discounts, while the majority of  rates were increasing.  

Moreover, two new rate categories were created in Docket No. R97-1: DSCF and DDU.   As these rates were not in effect during the base year, there is little empirical data with which to evaluate the existing rates.  Consequently, drastic rate changes in these categories would be likely to hamper understanding of the extent to which these destination entry discounts have benefited parcel post mailers.  

Therefore, in the second phase of rate development, I imposed constraints in order to mitigate rate changes.  Rates have been constrained such that no rate is allowed to increase by more than 10 percent.  Moreover, for the newest rate categories, rate changes were restricted so that no rate could change by more than 2 percent in either direction.

E.
Additional Rate Elements

As mentioned above, I am proposing that non-machinable surcharges, which currently apply to inter-BMC rates, be applied to all pieces that, by virtue of the rate category into which they fall, can be assumed to receive a BMC handling.  For that reason, I propose new surcharges for the intra-BMC and DBMC categories.  


The basis for the surcharges is the cost analysis of witness Eggleston that contains, among other studies, separate estimates of additional costs incurred by non-machinable pieces in the DBMC and intra-BMC categories.  Witness Eggleston’s analysis clearly demonstrates a cost difference for non-machinable pieces in these categories; however, passing through 100 percent of the costs would result in rate changes that are excessive given the magnitude of rate changes I propose for these categories generally.  Therefore, I have chosen to pass through 35 percent of the costs associated with handling non-machinable pieces in the DBMC and intra-BMC categories, resulting in surcharges of 45 and 40 cents, respectively, after rounding.  Over time, a greater percentage of the handling costs can be phased in to more perfectly reflect cost differentials.


In all other cases, I have developed surcharges and discounts applicable to Parcel Post by passing through 100 percent of the relevant cost differential and rounding to the nearest cent.   A table with a complete list of these rate elements is appended in my Attachment H below.

F. Pickup Fee


Pickup service was expanded to Parcel Post and Priority Mail in Docket No. R90‑1, for a charge of $4.50 per pickup stop.  DBMC mail was excluded from pickup service because of the requirement that the mailer enter such mail at the destination BMC.  The charge for pickup service was increased to $4.95 per pickup stop in 1995.   In Docket No. R97-1, in order to ensure that pickup revenues would cover costs, the fee was raised from $4.95 to $8.25.

As is described in the testimonies of Postal Service witnesses Robinson (USPS-T-34) and Campbell (USPS-T-19), analysis of the costs underlying the pickup fee indicates that the current fee of $8.25 is no longer sufficient to recover the costs associated with picking up a parcel or parcels at a customer’s location. Consequently, a fee of $10.25 has been proposed.  The revenue for Parcel Post associated with the change in the pickup fee has been incorporated into my financial analyses and is shown in my attachment J below. 
�  See Domestic Mail Manual at E500.5.3 at E-87 for acceptance time requirements for Next Day.  See Domestic Mail Manual at E500 6.2 at E-87 for acceptance time requirements for Second Day. See Domestic Mail Manual Domestic Mail Manual, D500, 1.3 at D-33 for service objectives and refund conditions.


� See Domestic Mail Manual, D500, 1.2 at D-33 for service objectives and refund conditions.


� See Domestic Mail Manual, D500, 1.1 at D-33  for service objectives and refund conditions.
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