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UNITED STATES OF AMERICA

POSTAL REGULATORY COMMISSION

WASHINGTON, D.C. 20268-0001

Rate and Service Changes to Implement
Docket No. MC2007-1

Baseline Negotiated Service Agreement

With Bank of America Corporation

NOTICE OF INQUIRY NO. 1
(Issued April 3, 2007)

The Postal Service proposes to offer incentives in the form of discounts to Bank of America for improvements made in read/accept rates for letter-shaped mailpieces entered at First-Class Mail and Standard Mail rates.  Performance improvements are measured relative to baseline read/accept rates for each class of mail.
The current Bank of America-specific read/accept rates are unknown by the Postal Service and Bank of America.  USPS-T-1 at 16, 20.  Therefore, the Postal Service proposes to use system-wide average read/accept rates weighted for Bank of America’s actual mail mix as proxy baselines for read/accept rates applicable over the proposed three years of the agreement.
Bank of America is a large volume mailer that projects to mail 3.3 billion letter-shaped mailpieces over each of the next three years.  As such, it already is required to meet significant mail preparation requirements, and in addition has employed its Six Sigma system to address processes such as address hygiene.  BAC-T-1 at 9.  Because of its efforts Bank of America’s read/accept rates conceivably could already be better than other mailers and better than the system-wide averages.  Alternatively, in the absence of actual data, it also is conceivable that Bank of America’s read/accept rates are below average.
If Bank of America’s current read/accept rates are higher than the system-wide baselines, Bank of America will obtain discounts without further effort (beyond the operational commitments of the agreement); and if its current read rates entitle it to the maximum discounts already, it may not have an incentive to further improve read/accept rates over the three years of the agreement.  If Bank of America’s current read/accept rates are significantly lower than the system-wide baselines, they possibly could be so low that Bank of America has no incentive to attempt to take the steps necessary to earn discounts.
The proposed three-year duration of this agreement provides an opportunity to explore improving the methods of establishing baselines.  It may be reasonable to establish initial baselines as the co-proponents have proposed using system-wide averages.  The baselines then could be modified at the ends of the first and second years to incorporate actual Bank of America-specific data.  For example, the first year system-wide average baselines could be averaged with year one actual data to establish the baselines for the second year of the agreement.  The second year baselines could be averaged with the year two actual data to establish the baselines for the third year of the agreement.  This approach could reduce the risk that the Postal Service would pay discounts without any performance improvement on the part of the mailer should the baselines have been set too low.  This approach also would make the incentives more obtainable to the mailer should the baselines have been set too high.  This is only one example as there may be many other possible approaches to consider with this form of agreement.
Interested participants are invited to comment on the methods of establishing baselines in longer term (three years in this instance) pay-for-performance agreements where actual mailer information is unavailable.  Specific comments are encouraged which discuss the need to incorporate adjustment mechanisms, and the benefits or 
detriments of incorporating the approach outlined in the example above compared with 
an approach that solely utilizes system-wide averages.  Comments are due April 17, 2007.  Reply comments are due April 24, 2007.
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