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COMMENTS

ON USPS NOTICE OF MARKET-DOMINANT PRICE ADJUSTMENT

The Direct Marketing Association, Inc. (“DMA”) and the Association for Postal commerce (“PostCom” and, together with DMA, the “Commenters”) respectfully submit these comments in response to the Postal Service’s Notice of February 11, 2008 (the “USPS Notice”) concerning a planned price adjustment of market-dominant prices (the “Adjusted Rates”) and PRC Order No. 59 of February 14, 2008, related to the USPS Notice.  These comments will also address some of the issues raised in Commission Information Request No. 1, issued February 26, 2008 (the “CIR”).
I. The Adjusted Rates Appear to Comply with the CPI Cap. 

The USPS Notice represents the Postal Service’s first use of its authority under the Postal Accountability and Enhancement Act (“PAEA”),
 and Commenters are pleased that the Adjused Rates comply, at least on their face, with the requirement that rate adjustments under the PAEA for market dominant products not exceed the rate of inflation, as measured by the Consumer Price Index for All Urban Consumers.
  Commenters hasten to add that, in the short time available to them, they have not had the opportunity to review the USPS calculations closely.  However, they would appear to comply with the requirements set forth in the Commission’s Rules, especially Rule 3010.23.  Furthermore, Commenters are pleased to note that the USPS Notice represents the successful implementation of rate-making principles that Commenters, along with the Postal Service, the Commission and a large number of interested parties, have worked for over the course of many years.
II. The Postal Service has Adequately Justified its Workshare Discounts. 

In its Information Request No. 1, the Commission has requested the Postal Service to provide additional justifications for certain workshare-discount passthroughs that exceed 100%.  


As an initial legal matter, Commenters note that the Commission’s discussion in the CIR concerning the validity of the workshare discounts for Standard mail and BPM dropshipped to DDU appears to be based on an erroneous interpretation of section 3622(e)(2)(D).  This provision states that workshare discounts may exceed associated costs if,

“. . . reduction or elimination of the discount would impede the efficient operation of the Postal Service.” 


The CIR, by making a distinction between “reducing” and “increasing” discounts,
 appears to interpret this provision of the PAEA to apply only if the “discount” planned by the Postal Service would be lower than the discount that existed before the rate adjustment in question.  The CIR provides no support for this interpretation, and Commenters know of none.  The plain language of the PAEA is more reasonably interpreted to refer to the discount being planned by the Postal Service, regardless of its relation to the pre-existing discount.  In other words, under section 3622(e)(2)(D), if a reduction or elimination of the USPS-planned discount would decrease the efficiency of USPS operations, it should not be reduced by the Commission in this docket.


To the best of Commenters’ information, such is the case with the discounts planned by the Postal Service.  Some members have told Commenters that reduction of discounts will hasten the move of advertising from the Mail to the Internet--a total loss for the Postal Service. 


There is an additional technical point that the Commission should address.  Commenters believe it unassailable that cost avoidances should be measured over the same time period as the discounts.  In this case, discounts will presumably be in effect from May 12, 2008 to sometime in May 2009, while cost avoidances have been measured from Fiscal 2007: Oct 1 2006 to Sept 30 2007.  This makes no sense. Cost avoidances should be inflated to the same time period for which the planned rates will be in effect before a comparison is made with the size of the planned discounts. 

Finally, the BPM DDU passthrough should be calculated relative to DSCF-entered pieces, whereas the USPS calculates the passthrough relative to origin-entered pieces.  When calculated relative to DSCF-entered pieces, the passthrough is 100%.
 

III. The Adjustments for Standard Parcels and NFM’s are Excessively High.


The per-class CPI Cap established by the PAEA gives the Postal Service the legal authority to impose rate adjustments for each individual product that vary from the per-class average -- authority that the Postal Service has used liberally in its Notice.  The extent of these variations is nowhere more apparent than in the case of Standard Parcels and NFM’s, upon which the Postal Service would impose increases of 9.66%, a number that is in sharp contrast with the increase of 2.875% for Standard mail overall and increases for Standard flats of only 0.86%.  

The explanation for this wildly out-of-line increase is limited to fewer than eight lines.
  The Postal Service says simply:

“The new prices move toward providing parcels with better cost coverage and encourage efficient dropship behavior by increasing the incentive to take parcels to the delivery unit (Factor 5).  The pricing for parcels is also a further step in the Postal Service’s ongoing harmonization of all of its parcels offerings (Factor 6).


This explanation is wholly inadequate.  PRC Rule 3010.14 (b)(7) requires that Postal Service Notices contain a discussion

“. . . that demonstrates how the planned rate adjustments are designed to help achieve the objectives listed in 39 U.S.C. §3622(b) and properly take into account of the factors listed in 39 U.S.C. §3622(c).”
The brief, conclusory references to Factors 5 and 6 offered by the Postal Service fail to meet this standard.  For example, there is no discussion whatsoever of any of the objectives, nor of the impact (Factor 3) that these increases, which are more than triple the increases for Standard mail as a whole, will have on mailers and their use of the U.S. Mail to deliver these items.  The Commission should direct the Postal Service to revise these proposed adjustments downward substantially, unless it is able to provide a convincing explanation that meets the applicable statutory standard.


Commenters note in this regard the Postal Service’s accurate statement that

“. . . a price cap allows prices to be changed more efficiently, and this in a more gradual, incremental, and market-friendly manner.  In addition, price adjustments, like this one, that result in prices that are consistent with business needs, and that seek to improve the efficiency of the mailstream, ‘help achieve’ these objectives.”

However, the Postal Service’s planned adjustments in the rates for Standard Parcels and NFM’s can hardly be called either “incremental” or “market-friendly.”


Commenters also note that the proposed implementation date of May 12, 2008, gives the Postal Service what amounts to a five-month windfall.  The current rates, which provide the foundation for the proposed rate adjustments, were derived from PRC Docket No. R2006-1, which used FY 2008 as the Test Year and determined that the PRC-recommended rates were sufficient to permit the Postal Service to “break even” in FY 2008.  Nevertheless, the Postal Service would apply a full 12-months of CPI increases to rates that will be implemented four-and-a-half months before the beginning of the period when, according to the logic of the CPI Cap provision of the PAEA, they should be implemented.  This revenue cushion will come straight out of the pockets of mailers and is more than 
adequate justification for reductions in increases, such as those proposed for Standard Parcels and NFM’s, that exceed the rate of inflation to such a large extent.
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� Public Law 109-435.


� PAEA, Section 3622(d)(1)(A).


� Id. at 3.


� The discount and cost avoidance figures used to calculate this passthrough can be calculated by subtracting the DSCF cost avoidance and discount figures from the Bound Printed Matter Parcels sheet of Appendix B of the Adjustment Notice from the DDU cost avoidance and discount figures on that sheet.


� USPS Notice at 16.


� Id.


� Cf. Commission Information Request No. 1 in this Docket, which, consistent with the statutory objective of achieving greater transparency, requested the Postal Service to “clarify and explain the justifications . . .” for passthroughs greater than 100 percent.


� USPS Notice at 9.
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