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In accordance with the procedures adopted in the Postal Regulatory Commission’s (Commission) Order No. 161 issued December 31, 2008,
 Major Mailers Association (MMA) hereby submits its Initial Comments on issues relating to the Postal Service’s December 29, 2008 Annual Compliance Report for Fiscal Year (FY) 2008 (ACR), as required by the Postal Accountability and Enhancement Act of 2006 (PAEA).
  MMA’s Initial Comments are focused primarily on the development of First Class Mail workshare cost savings.  

At the outset, MMA commends the Commission for identifying numerous instances where the Postal Service’s ACR2008 Filing goes far beyond simple updating of input data to unilaterally implement “methodological changes, i.e., changes in analytical principles” affecting worksharing costs as well as changes affecting attributable costs, revenues, and volumes of postal products.  As the Commission correctly recognizes, affected mailers and the Commission must be afforded an opportunity to consider the merits of such changes in a public forum before they are imposed upon mailers in a severely time-constrained ACR proceeding.
 
More than anything, MMA appreciates the Commission’s scrutiny of issues affecting the viability of the vitally important workshare mail program.  Presorted First Class mail is a critical financial bulwark against the precipitous and accelerating erosion in the volumes and revenues from First Class single piece mail; indeed, Presorted First Class mail now has replaced single piece mail as the financial keystone of the Postal Service.  

It is very important to make substantive and procedural distinctions for processing changes in analytic principles.  Nevertheless, MMA is concerned lest the Commission’s focus on changes in analytical principles not deflect its attention from the Postal Service’s updates of input data that have a much more significant dollars and cents impact on the derivation of workshare cost savings.  Therefore, it is also important for the Commission to develop sensible standards by which to determine what updates of input factors are reasonable, what updates obviously are not reasonable, and what updates require explanations and evidentiary support by the Postal Service.

The Postal Service’s ACR2008 filing contains hundreds of updates to input data.  Due to the extremely short deadlines that PAEA and the Commission’s regulations impose on the Commission and all affected mailers, MMA has been unable to ascertain which specific updates of input data are valid and which are not.  Nevertheless, as discussed below, the net effect of these input updates is to increase workshared letter costs disproportionately and to affect costs and existing cost relationships in ways that defy logic and long standing principles of worksharing.  Such anomalies highlight the need for heightened scrutiny and control over these supposedly ”routine” and “beneficial” changes in input data.  In short, MMA is concerned that the Commission not miss the input update “forest” for the analytical principle “trees” identified in Order No. 169.

The Postal Service’s January 21 Response to Order No. 169
 defends the changes in analytical principles that it made in the ACR2008 Filing.  For example, in response to Item 5 on the Commission’s list of apparent changes in analytical principles –  incorporating the results of a new special study of density in the First Class and Standard Mail and letter and card cost models – the Postal Service states (USPS Response at 14-15): 

With the new standardized sort plan naming convention, we were able to estimate some parts of the density table by class and also to determine exactly what facilities relied on an MMP operation. This new visibility into the data permitted the First-Class Mail letter cost model to be more uniquely and accurately associated with First-Class Mail data, and similarly for the Standard Mail letter cost model.

*


*

*

These minor adjustments were incorporated to accommodate the additional information about refeeds now available, and to permit the mailflow models and resulting cost estimates to more accurately reflect the possibilities of the mail flows.

*


*

*

The Postal Service . . . views the results from the models as initially filed as superior . . . because all of the changes discussed herein represent beneficial enhancements to the letter costs models by incorporating up-to-date data and more accurate reflections of operations.

MMA agrees with the Postal Service that making the letter cost models and resulting cost estimates more accurate is a worthwhile, indeed laudable, goal.  Increased accuracy should also be the standard for determining whether proposed changes to input data are reasonable.  Unfortunately, the Postal Service failed to apply this commonsense standard to the changes in input data that impact the ultimate measurement of First Class workshare cost savings in this case.

There is a very important policy reason to require that questionable changes in input data be subject to proactive scrutiny by the Commission and be measured against a reasonableness standard.  PAEA required the Commission to establish “a modern system for regulating rates and classes for market-dominant products.”  39 U.S.C. § 3622 (a) In Section 3622 (b), Congress provided the Commission with a set of objectives that the modern system of ratemaking should be designed to achieve.  One of the prime objectives of the new ratemaking system is “[t]o reduce the administrative burden and increase the transparency of the ratemaking process.”  39 U.S.C. § 3622 (b) (7).  Increased transparency of the ratemaking process simply cannot be achieved by giving the Postal Service carte blanche to make any data input changes it wishes and then not even requiring the Postal Service to offer any explanation for changes that have a significant adverse financial impact upon almost 50 billion pieces of First Class workshared mail.  Such a ratemaking system does not deserve to be called transparent; it is more accurately described as Black Box ratemaking.
  While Black Box ratemaking may be useful in certain limited circumstances, it depends on voluntary, informed consent of the regulated company and its customers.  At FERC, Black Box rates are not unilaterally dictated by a powerful regulated company that withholds vital information from its customers who must pay the resulting rates.

In terms of results, the Commission should judge the Postal Service’s derived unit costs on the basis of reasonableness, logic, and consistency with the operational realities affecting the way in which mail is processed.  As shown below, the Postal Service’s updates of workshare model inputs fail to meet this standard.

Finally, as MMA was finalizing these comments, its members read with concern Chairman Dan Blair's March 28 testimony before the Senate Subcommittee on Federal Financial Management, Government Information, Federal Services, and International Security.  It is no secret that the Postal Service faces severe financial times due, in part, to the ongoing economic crisis that grips the Nation and must make tough financial and operational decisions from a limited number of frankly unattractive options.  Chairman Blair noted that possible alternative actions open to the Postal Service carried with them a risk of further, possibly accelerated diversion of First Class mail to electronic alternatives.  

One bright spot in this otherwise dismal picture facing the Postal Service and the Commission has been the fact that volumes of bulk workshared mail have held up remarkably well, actually increasing at the same time as single piece volumes were in steep decline.  First Class workshared mail is the most profitable product that the Postal Service offers and its most valuable financial resource.  However, the Postal Service cannot expect to retain this profitable business by reducing service and gerrymandering costs to artificially increase the postage prices workshared mailers must pay, through the artifice of routine updates of input data, flawed reconciliation procedures and other methods discussed below.  Bulk First Class Mail has been the goose that lays golden eggs for the Postal Service year after year.   But as in the Aesop fable, short sighted, wrong-headed thinking can kill this golden goose.  MMA members value workshared mail and do not want to be forced out of the postal system by unwise public policies.

Comments

The Postal Service’s ACR Report calculates the following workshare cost savings for First Class letters: 

Table 1

Summary of USPS Derived Workshared Cost Savings

(Cents)

	
	(1)
	(2)
	(1) + (2)

	First-Class Workshared Category
	Mail Processing Cost Savings
	Delivery Cost Savings
	Total Workshared Cost Savings

	NonAuto Mach (All Presort Levels)
	5.96
	0.05 
	6.02

	Auto Mixed AADC
	4.80
	(0.27)
	4.53

	Auto AADC 
	6.70
	(0.01)
	6.69

	Auto 3-Digit
	6.98
	0.01 
	6.99

	Auto 5-Digit
	9.22
	0.21 
	9.43

	Source:  USPS-FY08-10 
	


Table 2 compares the Postal Service’s total derived 2008 FY workshare cost savings for First Class letters with the currently effective workshare discounts prescribed by the Commission in R2008-1. 

Table 2

Comparison of Current Discounts to USPS Derived Workshared Cost Savings

(Cents)

	
	(1)
	(2)
	(1) / (2)

	First-Class Workshared Category
	Current Discounts
	USPS Cost Savings
	% Passthrough

	NonAuto Mach (All Presort Levels)
	2.6
	6.02
	43%

	Auto Mixed AADC
	5.1
	4.53
	113%

	Auto AADC 
	6.9
	6.69
	103%

	Auto 3-Digit
	7.4
	6.99
	106%

	Auto 5-Digit
	9.6
	9.43
	102%

	Source:  USPS-FY08-10 
	


As Table 2 shows, the current discounts for all Automation letter categories appear to pass through more than the corresponding FY2008 cost savings.  Based solely on this simplistic comparison, some might conclude that, in the absence of special circumstances, current workshare discounts need to be reduced.  These numbers are misleading for several reasons.

I.
Déjà vu All Over Again

This is not the first time that the Postal Service has claimed that the current workshare discounts exceed the cost savings.  Just one year ago in ACR2007, Postal Service calculations purported to show that maintenance of the workshare discounts that the Commission prescribed in R2006-1, the last litigated rate proceeding under Postal Reorganization Act of 1970 (PRA), would result in passthroughs for 3-Digit and 5-Digit letters that exceeded the 100% limit generally prescribed by PAEA. 

MMA and several other parties objected to the Postal Service’s calculations because,

[t]he job of making any meaningful comparison between the R2006-1 workshare discounts and 2007 PFY cost savings is . . . complicated by changes that the Postal Service made in the model inputs and other factors that bear upon the derivation of workshare cost savings.

Annual Compliance Report, Docket No. ACR2007, Initial Comments Of Major Mailers Association, dated January 30, 2008 (MMA ACR2007 IC) at 6-7.  The objecting parties also took issue with the fact that none of the changes in input data were explained by the Postal Service.  Finally, MMA’s analyses also showed that if the Postal Service had used the R2006-1 inputs rather than its “improved” ACR2007 inputs, First Class workshare cost savings would have been substantially higher. See MMA ACR2007 IC at 7 (Table 5) and Attachment I thereto.

In its March 27, 2008 Annual Compliance Determination
 (ACD), the Commission appeared to agree with MMA and the other objecting parties “that there needs to be an opportunity to vet nonperfunctory changes to input data and to analytical methods in a more thorough and deliberate procedure than has been available here before they are relied upon in the Postal Service’s standard financial reporting to the Commission.”
  Nevertheless, the promised vetting of ACR2007 input data never occurred, the discounts for 3-Digit and 5-Digit Automation letters were summarily reduced by 0.2 cents apiece (equivalent to $83 Million annually) in R2008-1, and, worst of all, the Postal Service, perhaps emboldened by Commission inaction, has continued to substitute new data inputs that are not even explained, much less justified, but the net effect of which portends a further precipitous reduction in workshare discounts, which could cost workshare mailers an additional $91 Million annually in lost discounts alone,  if discounts are reduced to the levels shown in Column 1 of Table 3.

Table 3

Comparison of USPS Derived Cost Savings in ACR2007 and ACR2008

(Cents)

	
	(1)
	(2)
	(1) - (2)

	
	Derived Costs Savings

	First-Class Workshared Category
	ACR2008
	ACR2007
	Change

	NonAuto Mach (All Presort Levels)
	6.02
	5.54
	0.48 

	Auto Mixed AADC
	4.53
	4.99
	(0.46)

	Auto AADC 
	6.69
	6.83
	(0.14)

	Auto 3-Digit
	6.99
	7.31
	(0.31)

	Auto 5-Digit
	9.43
	9.48
	(0.05)

	Sources:  USPS-FY08-10, PRC-ACR2007-LR3
	
	


MMA’s analysis of the ACR2008 filing indicates that the Postal Service’s unilateral changes to input data is having an increasingly adverse impact on the measurement of workshare cost savings.   In Table 4, MMA has updated the analysis it presented in Table 5 of its ACR2007 Initial Comments.  As Table 4 shows, if the Postal Service had continued to use the R2006-1 inputs, workshare cost savings for 3-digit and 5-digit Auto letters would be higher by 0.33 and 0.31 cents, respectively, than the Postal Service’s ACR2008 calculations indicate.  In other words, the Postal Service’s unexplained changes to input data could cost workshare mailers more than $200 million annually in lost discounts.  
Table 4

Comparison Of Workshare Cost Savings Using

R2006-1 Inputs Rather Than ACR2008 Cumulative Inputs

(Cents)

	
	(1)
	(2)
	(1) - (2)

	
	Derived Workshare Cost Savings

	First Class Letter Category
	ACR2008 USPS
	PRC R2006-1 With FY08 Wages
	Change

	NonAutomation
	6.02
	5.09
	0.93

	Auto MAADC
	4.53
	4.41
	0.12

	Auto AADC
	6.69
	6.54
	0.15

	Auto 3-Digit
	6.99
	7.32
	-0.33

	Auto 5-Digit
	9.43
	9.74
	-0.31

	Sources:  USPS-FY08-10. PRC-LR-12 Updated to FY08 Wages


Clearly the cumulative effect of these unexplained input changes already has had a significant adverse financial impact upon workshare mailers and likely will have an even more severe impact going forward.  Such results might be justified if the Postal Service’s updates did, in fact, make the mail flow models and resulting cost estimates appreciably more accurate.  However, all available evidence indicates that the Postal Service’s updates make the models and resulting cost estimates much less accurate.

II.
The Postal Service’s Updates Have Made The Mail Flow Models And Resulting Cost Estimates Less Accurate

To gauge how changes in input values impact the accuracy of the Postal Service models and resulting cost estimates, it is helpful to compare the model-derived costs and CRA proportional workshare-related costs over time.  Table 5 does so for Bulk Metered Mail (BMM) letters and Presorted letters, the only two letter categories for which such a comparison is possible.

Table 5

Summary of CRA and Model-Derived Unit Costs Since R2006-1

(Cents)

	
	Bulk Metered Mail
	Presorted Letters

	Docket No. (Party)
	Modeled Unit Cost
	CRA Unit Cost
	Modeled Unit Cost
	CRA Unit Cost

	R2006-1 (PRC)
	5.21
	10.67
	3.11
	4.05

	ACR2007 (PRC)
	4.26
	10.75
	2.64
	4.28

	ACR2008 (USPS)
	4.15
	10.71
	2.92
	4.63

	Sources:  PRC-LR-12, PRC-ACR2007-LR3, USPS-FY08-10
	
	


It is clear from Table 5 that the model-derived unit costs are significantly lower than the CRA costs.  Therefore, the models obviously have not picked up a substantial portion of the costs actually incurred.  Moreover, the amount of these “unaccounted for” costs has increased significantly but at different rates.  For BMM, the percentage of costs reflected by the models decreased from 48.8% to   39.6% to its current level of 38.8%.  For Presorted letters, the comparable 

percentages are 76.9% to 61.7% and finally a slight increase to 63.0%.
  There is no logical reason why the relationship of the modeled and CRA costs should be so different for BMM and Presorted letters.
The model input changes incorporated into these numbers have resulted in fewer costs being reflected by the models.  In general, this impact was greater in ACR2007 than in ACR2008.  However, in ACR2008 the impact of model updates is more damaging to workshare mailers.  For some reason that the Postal Service has failed to even acknowledge much less provide a coherent explanation for, the latest input changes affect the BMM model differently than they affect the Presorted model.  In ACR2008, the model input changes have increased the costs that the BMM model failed to account for but simultaneously reduced the costs that the Presorted models do not account for.  Thus, in ACR2008, the Postal Service’s updates operate to reduce derived workshare cost savings even further by reducing the cost differences between BMM and Presorted letters.

If the models were to become more accurate, a laudable goal, one would expect the model-derived and CRA-derived unit costs to become closer to one another.  This has not happened.  Instead, the model-derived and CRA unit costs have moved further apart in each succeeding case.  In ACR2008, the differences are further apart than they ever have been.

More insight into the bizarre results produced by the Postal Service’s unilateral black box updating of data inputs can be found within the Presorted letter category, which actually consists of 13 different models.  Table 6 compares the inflation-adjusted model-derived unit costs of BMM (Metered Letters) with each individual presorted letter category, and shows the percentage change in modeled costs from FY07 to FY08.

Table 6

Comparison of Model-Derived Unit Costs for All Letter Categories 

Adjusted For Inflation

(Cents)

	
	(1)
	(2)
	(2) / (1) -1

	Presort Letter Category
	FY07 Modeled Unit Cost*
	FY08 Modeled Unit Cost
	% Change

	Metered Letters
	4.41
	4.15
	-6%

	NonAuto NonMach MAADC
	28.11
	34.06
	21%

	NonAuto NonMach ADC
	22.32
	29.65
	33%

	NonAuto NonMach 3-Digit
	19.36
	25.15
	30%

	NonAuto NonMach 5-Digit
	10.21
	14.51
	42%

	NonAuto Mach MAADC
	4.42
	4.17
	-5%

	NonAuto Mach AADC
	4.42
	4.17
	-5%

	NonAuto Mach 3-Digit
	4.03
	3.90
	-3%

	NonAuto Mach 5-Digit
	4.03
	3.90
	-3%

	Auto MAADC
	4.44
	4.79
	8%

	Auto AADC
	3.40
	3.59
	5%

	Auto 3-Digit
	3.13
	3.41
	9%

	Auto 5-Digit 
	1.86
	2.00
	8%

	Auto Carrier Route
	0.94
	0.99
	5%

	    Presorted Weighted Average
	2.74
	2.92
	7%

	*Adjusted to FY08 Labor Rates
	
	
	

	Sources:  PRC-ACR2007-LR3, adjusted to FY08 Labor Rates, USPS-FY08-10


As Table 6 shows, the changes in input values affect Machinable letters that are not prebarcoded much differently than they affect Machinable letters that are prebarcoded.  The unit costs of BMM and NonAuto Machinable letters have decreased while the unit costs of Automation letters have increased.  There is no factual or logical explanation why the updating of input data has affected the costs of prebarcoded letter categories so differently than it has affected letter categories that are not prebarcoded.   This clearly reduces any derived cost differences between BMM and Automation letters, resulting in reduced cost savings.  As shown by the direction of the cost changes, this phenomenon is even worse now, as further illustrated in the next section of MMA’s comments.  

III.
Postal Service Update Workshare Cost Results Defy Logic And Confound Basic Principles Of Worksharing

There are certain worksharing principles that are immutable.  Among them is that prebarcoding saves the Postal Service money and merits giving mailers who apply them a discount as an essential part of worksharing.  This concept is codified in PAEA § 3622 (e) (1).   Yet the Postal Service’s ACR 2008 updates of input data appear to call this fundamental principle into question.

NonAuto Machinable Mixed AADC letters (NAMMA) and Auto Mixed AADC (MAADC) letters are almost identical in terms of cost causing characteristics.  Both letters have printed addresses.  Both letters are machinable.  Both letters are presorted to exactly the same extent.  And both letters are brought to the post office by the mailer.  Indeed, the only material distinguishing characteristic is that MAADC letters are prebarcoded by the mailer whereas NAMMA letters are not prebarcoded and, consequently, require additional processing in order for the Postal Service to apply a barcode.

According to the basic principles of worksharing and logic it should cost less to process the MAADC letter than the NAMMA letter.  Indeed, the Postal Service’s models have shown this to be the case, until ACR2008 that is.  Now, for the first time ever, the Postal Service’s updated cost calculations in ACR2008 indicate just the opposite, as Table 7 demonstrates. 

Table 7

Comparison of Modeled and Total Workshare-Related Unit Costs

For MAADC and NAMMA

(Cents)

	
	(1)
	(2)
	(3)
	(2) + (3)
	

	Presorted Letter Category
	Model-Derived Unit Cost
	Total W-R MP Unit Cost
	Delivery Unit Cost
	Total W-R Unit Cost
	DPS %

	MAADC
	4.79
	8.35
	4.50
	12.86
	88.19%

	NAMMA
	4.17
	7.38
	4.23
	11.62
	89.96%

	   Difference
	0.61
	0.97
	0.27
	1.24
	-1.77%

	Source:  USPS-FY08-10
	
	
	
	
	


The costs shown in Table 7 prompt several questions:

1.
Why, according to the mail flow models, do NAMMA letters cost 0.61 cents less to process than MAADC letters?

2.
When the model-derived costs are adjusted to the workshare-related mail processing cost, by reconciling to actual CRA costs, why does NAMMA cost 0.97 cents less to process than MAADC?

3.
Why does it cost 0.27 cents less to deliver a NAMMA letter than it costs to deliver an MAADC letter?

4.
Why is the cost to process and deliver a NAMMA letter 1.24 cents less than an MAADC letter?

5.
Why is the theoretical DPS % higher for a NAMMA letter than it is for an MAADC letter? 

The Commission should require the Postal Service to provide complete, coherent answers to each of these questions.  Moreover, in view of the facts that these results appear to make no sense whatsoever and they result directly from the Postal Service’s updating and reconciliation procedures, the Postal Service should be required to identify and explain the rationale for each update that contributed to a reversal of the longstanding cost relationship between these letter categories.
  

IV.
The Results Of The Postal Service’s Input Updates Are Not Credible

In certain glaring respects, the cost estimates produced by the Postal Service’s updating of data inputs simply make no sense.  Table 8 compares the modeled and CRA mail processing costs for BMM and shows how they have changed from FY2007 to FY2008. 

Table 8

BMM Model-Derived and Actual CRA Proportional Mail Processing Unit Costs

(Cents)

	
	(1)
	(2)
	(1) / (2) -1

	BMM Letters
	FY 2007
	FY 2008
	Change

	Modeled Mail Processing Cost
	4.257
	4.149
	-2.5%

	CRA Prop Mail Processing Cost
	10.747
	10.707
	-0.4%

	Sources:  PRC-ACR2007-LR3, USPS-FY08-10


Table 9 makes the same comparison for Presorted letters.

Table 9

Presorted Model-Derived and Actual CRA Proportional Mail Processing Unit 
(Cents)

	
	(1)
	(2)
	(1) / (2) -1

	Presorted Letters
	FY 2007
	FY 2008
	Change

	Modeled Mail Processing Cost
	2.641
	2.917
	10.5%

	CRA Prop Mail Processing Cost
	4.282
	4.626
	8.0%

	Sources:  PRC-ACR2007-LR3, USPS-FY08-10


Comparing Tables 8 and 9, raises some very basic questions:

1.
What specific input update or set of updated inputs explains why modeled BMM costs decreased by 2.5%, from one fiscal year to the next while the modeled costs for Presorted letters went up 10.5% in the same period – a difference of 13 percentage points.
2.
What accounts for the Postal Service’s “finding” that the actual BMM CRA unit cost decreased by 0.4% while the comparable Presorted unit cost increased by 8.0%?  

These are not trick questions.  In the real world, costs do not behave in such a convoluted manner.  The Postal Service’s ACR2008 Filing indicates that labor costs increased by 3.7% from FY2007 to FY 2008.  All other things being equal, it would be reasonable to expect that the costs of processing less efficient BMM, which requires more manual processing, would increase at a higher rate than the costs of processing the more efficient Presorted mail piece.   The illogical decrease in the model-derived unit cost of BMM, combined with the propensity of the BMM model to reflect fewer actual costs in each of the last three proceedings, provides even further proof that something is very wrong with the models.  The Commission should not just accept the relationships and results shown in Tables 8 and 9 without demanding further investigation and a thorough explanation by the Postal Service.

V.
The Postal Service Artificially Restricts Delivery Cost Savings Due 
To Worksharing By Using A Non-Representative Proxy For BMM And  Failing To Reconcile Theoretical DPS %s To Readily Available Actual DPS %s

A.
NAMMA Letter Delivery Costs Are Not A Reasonable Proxy For BMM Delivery Costs

Since R2006-1, the Commission has accepted the use of NonAutomation, Machinable, Mixed AADC (NAMMA) letter delivery costs as a proxy for BMM delivery costs.   When the Postal Service first proposed using NAMMA delivery costs as the BMM proxy in R2001-1, the Postal Service justified using NAMMA delivery costs as the proxy because the costs and characteristics of BMM and NAMMA were very similar.  At that time, USPS witness Michael Miller justified changing the proxy to NAMMA on the bases that (1) using NAMMA “resulted in more accurate worksharing related savings estimates for those rate categories that use BMM letters as a benchmark” and (2) the theoretical DPS % for NAMMA (76.21%) and BMM (76.35%) were virtually identical.  See Postal Rate And Fee Changes, 2001, Docket No. R2001-1, Response of USPS witness Miller to Interrogatories MMA/USPS-T22-19 (A) and (B).  Since then, USPS witnesses have maintained that “[NAMMA] letters delivery unit cost estimate was used as a proxy for BMM letters, due to the fact that they exhibit similar mail piece characteristics”
 and have “confirmed that NAMMA and BMM exhibit similar physical characteristics and would be expected to have similar cost characteristics.”  See Postal Rate And Fee Changes, 2006, Docket No. R2006-1, Tr. 18C/6281 (Institutional Response of USPS to Interrogatory MMA/USPS-T22-35 B. (redirected from USPS witness Abdirahman), dated July 14, 2006).  

Regardless of how appropriate use of the NAMMA delivery cost proxy may have been at one time, there can no longer be any colorable claim that it is still a reasonable proxy for BMM delivery costs.  The Postal Service’s own updated cost estimates completely debunk the theory that BMM costs and NAMMA costs must be similar because they have similar mail piece characteristics.”  The unit processing cost for BMM is 13.2 cents and the cost of processing a NAMMA letter is only 7.4 cents.   See USPS-FY08-10. Moreover, the theoretical DPS %s for BMM and that for NAMMA are identical at 89.96%.   These facts simply cannot be reconciled with one another.

These facts also raise fundamental questions that the Postal Service should be required to answer:

1.
If, as the Postal Service has consistently maintained, NAMMA and BMM exhibit similar physical characteristics and would be expected to have similar cost characteristics, why are the model-derived mail processing costs for these two letter types so different?

2.
What specific set of updated inputs or part of the reconciliation process causes the unit processing costs for NAMMA and BMM to be so different?

3.
Why should the delivery costs for NAMMA be expected to be a good proxy for BMM, when the mail processing costs are so different?

4.
According to the Postal Service, the CRA Proportional Adjustment factors for BMM and NAMMA are significantly different -- 2.581 and 1.586, respectively.
  Why shouldn’t the relationship between the actual CRA cost and the modeled cost for BMM be similar to the relationship between the actual CRA cost and modeled cost for NAMMA?

5.
According to the Postal Service, the unit delivery costs for NAMMA and MAADC are 4.235 cents and 4.502 cents.
    This results in negative delivery cost savings for Auto MAADC letters.  How is it conceivable that NAMMA letters could possibly cost less to deliver than MAADC letters?

6.
According to the Postal Service, the unit delivery costs for NAMMA and Auto AADC are 4.235 cents and 4.245 cents.
   This results in negative savings for Auto AADC letters.  How is it possible that NAMMA letters cost less to deliver than Auto AADC letters?

In ACR2008, the Postal Service uses the theoretical DPS %s from the mail flow models as the cost driver to attribute more than $400 million of in-office carrier costs to the various presorted letter categories.  Therefore, the significance of obtaining accurate and reasonable DPS %s is extremely important as a key factor to determining unit delivery costs and delivery cost savings due to worksharing.  The following table compares the current theoretical DPS%s to the most recent actual DPS %s.

Table 10

Comparison of Theoretical and Actual DPS %s 

for Automation and NonAutomation Letters

	
	(1)
	(2)
	(1) - (2)

	Presorted Letter Category
	Theoretical DPS %
	FY2005 Actual DPS %
	Difference

	Automation
	90.49%
	85.24%
	5.26%

	NonAutomation
	88.95%
	77.22%
	11.73%

	    Difference
	1.54%
	8.02%
	

	Sources:  Docket No. R2006-1, USPS-L-67, UDCInputs.USPS, USPS-FY08-10


The differences between the actual and theoretical DPS %s are staggering when one considers the impact of the much higher costs of manual carrier sortations and the lower costs of automated carrier sortations.  Moreover, this table raises additional questions about the use of theoretical DPS %s without any means to check their accuracy and reasonableness:

1. How can the Postal Service reconcile the 11.73% difference between the NonAutomation average DPS % obtained from the mail flow models and the actual DPS % obtained from operational data?

2. How can the Postal Service reconcile the 5.26% difference between the Automation average DPS % obtained from the mail flow models and the actual DPS %?

3. How can the Postal Service reconcile the 1.54%% difference between the theoretical DPS %s for Automation and NonAutomation letters, when the actual DPS %s show this difference to be 8.02%, more than five times the difference in theoretical DPS %s?  

4. How can the Postal Service justify attributing more than $400 million on the basis of theoretical DPS %s that are demonstrably inaccurate when compared to the actual DPS %s?

5. Why do the models overstate the DPS %s?

6. What is the specific impact on the derivation of workshare cost savings of overstating the proportion of letters that can be processed by automation?

7. How would the NAMMA delivery unit cost change had the Postal Service relied upon the actual DPS % rather than the theoretical DPS %s?

For these reasons, at the very least using NAMMA delivery costs as a proxy for BMM delivery costs raises a whole host of questions that the Postal Service should be required to answer and explain before the Commission relies on this relationship to measure delivery cost savings due to worksharing.  For MMA, the conclusion is obvious – there is no legitimate reason for using NAMMA delivery costs as the proxy for BMM. Perpetuating this arbitrary practice only serves to artificially reduce delivery cost savings due to worksharing, thereby minimizing workshare discounts for Automation letters.
   This also raises many questions about what else might be wrong with a methodology that produces such implausible results.  

B.
Theoretical DPS %s Must Be Reconciled To Actual DPS %s Now That Actual DPS %s are Readily Available. 

In ACR2007, MMA argued that theoretical model-derived DPS %s for BMM and NAMMA needed to be reconciled to actual DPS % information because, among other reasons, the Postal Service finally acknowledged that such actual information existed and was readily available and because the actual DPS %s information demonstrated that the theoretical DPS %s were wrong.

Initially, the Commission indicated that “the use of sampled DPS’d delivery percentages rather than DPS’d percentages developed in mail processing models may be appropriate for the development of unit delivery costs” and stated that the “Postal Service should review this issue prior to its next annual report.”  ACR2007 ACD, Appendix B at 9 (emphasis added).  When the Postal Service took no action to study the issue, MMA sought to have the Commission enforce its directive.  See Periodic Reporting, Docket No. RM2008-2, Initial Comments Of Major Mailers Association, dated September 8, 2008.  The Commission denied MMA’s request and deferred the issue until this year citing “the near-term regulatory workload of the Commission and the Postal Service.”  See Periodic Reporting, Docket No. RM2008-2, Order No. 115. Order Accepting Certain Analytical Principles For Use In The Postal Service’s Periodic Reports, issued October 10, 2008 at 2.

MMA will not press for a decision on its issue in this case.  Instead, we raise the matter solely to underscore equitable considerations that argue forcefully against a disruptive lowering of the current discounts.  If MMA ultimately prevails on just this one issue, workshare discounts could be higher by from 0.5 to 0.7 cents.  The Commission’s decision to defer consideration of that issue until after April 2009, i.e. after this case and the R2009-1 CPI-U case are completed means that workshare mailers may not receive adequate recognition of the higher delivery cost savings in discounts until as late as May 2010, presumably when the R2010-1 rates go into effect, a full year later than would have been the case if the Postal Service had obeyed the Commission’s directive in the ACR2007 ACD.  Therefore, the Commission should recognize that workshare mailers have been harmed by not having this issue addressed in a timely manner.  It should not compound that harm by further reducing discounts at this time.  
Conclusion

For all the foregoing reasons, the Commission should find that 

1.
allowing the Postal Service to make wholesale updates of input data without requiring any justification for significant changes in the behavior of mail flow models and/or material adverse changes in the resulting cost estimates of workshared letters is  inconsistent with the transparency PAEA intended the Commission to foster in establishing and implementing the new, modern system of ratemaking for market dominant products;

2.
the workshare cost savings presented by the Postal Service in its ACR2008 Filing are not made more accurate or reasonable by the Postal Service’s secretive procedures for updating input data; and

3.
there simply are too many unexplained questions and anomalies associated with the Postal Service’s derivation of workshare cost savings for the Commission to rely upon the calculations of workshare cost savings presented by the Postal Service in this case.
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� 	Annual Compliance Report, 2008, Docket No. ACR2008, “Notice Of Filing Of Annual Compliance Report By The Postal Service And Solicitation Of Public Comment,” issued December 31, 2007 (Order No. 161).


� 	Pub. L. No. 109-435, 120 Stat. 3198 (December 20, 2006).


� 	Annual Compliance Report, 2008, Docket No. ACR2008, “Order On Apparent Methodological Changes And Setting Date For Technical Conference,” issued January 12, 2009 (Order No. 169).


� 	Annual Compliance Report, 2008, Docket No. ACR2008, “Responses Of The United States Postal Service To Commission Order No. 169” (USPS Response).


� 	In some rate proceedings before the Federal Energy Regulatory Commission (FERC), parties have agreed, as part of settlement agreement, to particular “Black Box” rates without specifying the ratemaking principles and methodologies involved in designing the settlement rates. Occasionally, such Black Box settlements are the only way to resolve strongly held, conflicting positions among opposing parties. 


� 	Annual Compliance Report, Docket No. ACR2007, Annual Compliance Determination, issued March 27, 2008 (ACR2007 ACD).


� 	ACR2007 ACD at 10.


� 	For Presorted letters, the relationship between model costs and the CRA costs is more complicated than it is for BMM letters.  In R2006-1, NonAuto letters and Automation letters were combined into the new category “Presorted letters.”   Prior to that time, the model for NonAuto letters, which, like BMM, require barcoding by the Postal Service, consistently understated CRA costs, while the model costs for Automation letters consistently overstated CRA Auto letters costs.


� 	As an example, since R2006-1 the definition of proportional workshare-related costs has remained constant. However, the ratio of the CRA-derived unit cost to the modeled unit cost (defined as the CRA Proportional Adjustment factor) for BMM letters increased substantially from 2.05 in R2006-1, to 2.39 in ACR2007, and to 2.58 in ACR2008.  This trend indicates that the Postal Service’s updating has resulted in the models capturing ever lower percentages of actual costs, meaning that the updating process has rendered the models less accurate than the those models were the year before.


� 	While this concept of prebarcoded letters costing more to process than similar nonprebarcoded letters is new for Machinable letters presorted to the MAADC level, the anomaly has existed long before now.  As MMA has previously pointed out, the models have always shown that BMM, if prebarcoded, costs more to process than if this same mail was not prebarcoded.  See for example Docket No. R2001-1, Exhibit KE-ST-1 at 9-17.  The Postal Service should be required to investigate and fix this problem once and for all.


� 	See Postal Rate And Fee Changes, Docket No. R2005-1, Response of USPS witness Abdirahman to Interrogatory MMA/USPS-T21-9 H., dated May 10,2005.  


� 	The considerable difference between the mail processing cost for NAMMA and that for BMM suggests that a much higher percentage of NAMMA letters can be processed by automation. If that were true, then NAMMA would have a much higher DPS % than BMM.


� 	See USPS-FY08-10.


� 	See USPS-FY08-10.


� 	See USPS-FY08-10.


� 	Moreover, it makes no sense whatsoever to determine delivery cost savings due to worksharing by comparing the delivery costs of two workshared letter categories.
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