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I. INTRODUCTION 
 
 On February 10, 2009, the United States Postal Service (Postal Service) filed with 

the Postal Regulatory Commission (Commission) its Notice of Market-Dominant Price 

Adjustment (USPS Notice).  The USPS Notice represents the Postal Service’s second 

exercise of its new, streamlined rate setting authority under the Postal Accountability and 

Enhancement Act (PAEA).1   

 Pursuant to section 3622(d)(1)(C) of the PAEA and part 3010.13 of the 

Commission’s Rules of Practice and Procedure, the Commission issued its Notice and 

Order on Planned Rate Adjustments for Market Dominant Postal Products and Limited 

Classification Changes (February 12, 2009), thereby establishing Docket No. R2009-2 

and soliciting public comment on the USPS Notice.  See 39 U.S.C. § 3622(d)(1)(C); 39 

C.F.R. § 3010.13.   

 Pitney Bowes Inc. (Pitney Bowes) is pleased to provide these comments in 

response to the USPS Notice.  These comments will also address issues raised in 

Commission Information Request Nos. 1 and 2, issued February 13 and February 17, 

2009, respectively.   

II. DISCUSSION  

 A. Timing of the Price Adjustment 

With respect to the timing of the USPS Notice, section 3622(d)(1)(C) provides 

that “not later than 45 days before implementation of any adjustment” the Postal Service 

must provide public notice of the proposed adjustment.  39 U.S.C. § 3622(d)(1)(C).  Part 

3010.10 of the Commission’s rules emphasizes that 45 days is the minimum notice 

                                                 
1 See  Pub. Law No. 109-435, 120 Stat. 3198 (Dec. 20, 2006).  The PAEA amends various sections of title 
39 of the United States Code. Unless otherwise noted, section references in these comments are to sections 
of title 39. 
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period, not a maximum.  See 39 C.F.R. § 3100.10(a)(2).  Part 3100.10(b) also encourages 

the Postal Service to provide its notice of price adjustment “as far in advance of the 45-

day minimum as practicable.”  39 C.F.R. § 3100.10(b).  The USPS Notice announced the 

Postal Service’s intention to adjust prices for all market dominant products on May 11, 

2009.  Accordingly, mailers will have 90 days to prepare for the price adjustments.  

Pitney Bowes commends the Postal Service for consistently delivering on its public 

commitment to provide more than the required advanced notice whenever practicable; the 

additional time will help the mailing community prepare for and implement the proposed 

price changes.   

B. Compliance with the Annual Limitation 

 Section 3622(d)(1)(C) requires the Commission to assess the compliance of the 

noticed price adjustments with the statutory price cap.  See 39 U.S.C. § 3622(d)(1)(C).  

Pursuant to the Commission’s rules, the annual limitation is measured using the U.S. 

Department of Labor’s Consumer Price Index for All Urban Consumers (CPI-U).  See 39 

C.F.R. § 3010.11.  As set forth in Appendix C of the USPS Notice, the Postal Service 

calculated an annual limitation of 3.8 percent.     

 Based on our review of the USPS Notice, including the accompanying library 

references, it appears that the planned price adjustments for First-Class Mail, measured 

using the formula in part 3010.23(b), are at or below the annual limitation established in 

part 3010.11 and part 3010.28.  See 39 C.F.R. §§ 3010.11, 3010.23(b), and 3010.28.  

That is to say that the prices proposed by the Postal Service will be adjusted in amounts 

that are, on average, within the 3.8 percent statutory price cap (as adjusted by the unused 
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pricing authority from R2008-1, where applicable), even though the prices within First-

Class Mail exhibit significant variance.   

 C. Rate Design / Workshare Discounts  

1. The Commission Should Direct the Postal Service to Justify or Correct 
the First-Class Mail Automation 5-Digit Letter Rate 

 
The statutory objectives and factors, the statutory workshare limitations, and the 

Commission’s implementing regulations all appropriately seek to promote the standard of 

productive efficiency that is embodied by the Efficient Component Pricing (ECP) rule 

(the rule that workshare discounts should reflect 100 percent of the workshare-related 

costs avoided).  See 39 U.S.C. §§ 3622(b)(1), 3622(c)(5) and (12), 3622(e), and 39 C.F.R. 

§ 3010.14(6).  Neither the PAEA nor the Commission’s implementing regulations 

indiscriminately require absolute adherence to ECP to the detriment of the Postal 

Service’s pricing flexibility.  But, the efficiency goals of ECP permeate the overarching 

objective of the modern rate system, “to maximize incentives to reduce costs and increase 

efficiency.”  39 U.S.C. § 3622(b)(1).  Thus, the Postal Service bears the burden of 

justifying any departure from the general rule.  See 39 C.F.R. § 3010.14(6).   

With respect to the proposed First-Class Mail workshare discounts, the USPS 

Notice does not meet that burden.  The USPS Notice states that “[t]he prices in Presort 

Letters and Cards reflect the costs that the Postal Service avoids when customers presort 

and otherwise prepare their mail for automation processing (Factor 5).”  USPS Notice at 

13 (citing 39 U.S.C. § 3622(c)(5)).  This statement does not accurately reflect the 

proposed pricing adjustment for First-Class Mail Automation 5-Digit Letters, because the 

proposed workshare discounts significantly understate the value of the 5-Digit presort 

level.  Unlike the other workshare discounts for automation letters, which are 
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appropriately based upon full 100 percent passthroughs, the proposed 2.2-cent rate 

differential between 3-Digit and 5-Digit automation letters produces a passthrough of 

only 91.7 percent of the corresponding USPS FY 2008 estimated costs avoided.  See 

USPS-R2009-2/1, CAPCALC-FCM-FY2009.xls, “Workshare Passthroughs L, F, & P.”  

At a minimum, this discount should be increased to 2.4 cents to fully reflect the FY 2008 

cost avoidance estimated by the Postal Service and produce a 100 percent passthrough 

consistent with the ECP rule. 

Further, there is a strong case for an even larger discount because the costs 

avoided by 5-Digit automation letters during the time period during which the rates will 

be in effect – May 2009 to May 2010 – will be even greater than the Postal Service’s 2.4-

cent FY 2008 estimate.  This is so for two reasons.   

First, the average hourly compensation for clerks will be higher during the May 

2009 to May 2010 period than it was during FY 2008.  The American Postal Workers 

Union (APWU) may be correct that “clerks will receive neither a wage increase nor a 

cost of living adjustment during FY 2009.” PRC Docket No. ACR2008, APWU Reply 

Comments (February 13, 2009),  at 3.  However, the compensation increases received at 

the end of FY 2008 will result in higher average compensation from May 2009 to May 

2010 than in FY 20082 and larger costs avoided than estimated by the Postal Service.  

Second, as Pitney Bowes has observed previously, the Postal Service’s cost model 

significantly understates the cost avoided by presorting automation letters to 5-Digit.  See 

PRC Docket No. ACR2008, Initial Comments of Pitney Bowes (January 30, 2009), at 4; 

                                                 
2 APWU estimates that compensation costs for clerks increased by 6.5 percent between December 2007 and 
December 2008.  See PRC Docket No. ACR2008, APWU Reply Comments at 2-3.   
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PRC Docket No. RM2009-1, Reply Comments of Pitney Bowes (December 10, 2008), at 

3.3   

The proposed First-Class workshare discounts, which are inconsistent with the 

ECP rule, would decrease the efficiency of the Postal Service and impose, in relative 

terms, a disproportionate increase on the most finely presorted lightweight automation 

letters – one of the Postal Service’s most profitable products.  Thus, the proposed 

workshare discounts send precisely the wrong price signals to mailers and make little 

sense in the context of the larger economic challenges facing the Postal Service.   

Finally, the Postal Service failed, as required under the Commission’s rules, to 

justify the substantial departure from efficient rate design for the First-Class Mail 5-Digit 

Automation letter rate.  See 39 C.F.R. § 3010.14(6).  A 91.7 percent passthrough is 

properly deemed to be “substantially below avoided costs.”  Id.  Notwithstanding the 

applicability of part 3010.14(6), the Postal Service presents no discussion of, much less 

any justification for, the proposed discount or the relationship of that discount relative to 

others.  See id.  Accordingly, the Commission should direct the Postal Service to justify 

or correct the proposed workshare discount for 5-Digit automation letters. 

2. The Full-Service Intelligent Mail Barcode Incentive is a Rate Design 
Element, Not a Workshare Discount Subject to 3622(e) 

 
 The Commission issued an Information Request No. 2 (CIR No. 2) on February 

17, 2009, requesting, in part, that the Postal Service assume that the full-service 

Intelligent Mail Barcode (IMb) incentive is a workshare discount and requesting that the 

                                                 
3 The Postal Service suggests that Pitney Bowes’ analysis could have statistical problems.  See PRC Docket 
No. ACR 2008, USPS Reply Comments (date), at 7-9.  Pitney Bowes looks forward to the opportunity to 
provide a detailed response to the Postal Service’s concerns in a future proceeding.  For present purposes, 
Pitney Bowes simply notes that its results are remarkably consistent across mail classes and across fiscal 
years, suggesting a robust analysis not subject to significant statistical problems. 
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Postal Service justify how the “worksharing discounts for First-Class full service IMb 

comply with the requirements of section 3622(e).”  In its February 24, 2009, Response to 

CIR No. 2, the Postal Service explains that the full-service IMb incentive is not properly 

construed as a workshare discount, but if it were it would be justified under section 

3622(e)(2)(A).  See USPS Response to CIR No. 2 at 6-7.  Pitney Bowes agrees. 

 The proposed full-service IMb incentive is not a worksharing discount.  Section 

3622(e)(1) defines a workshare discount as a rate discount provided to a mailer for the 

“presorting, prebarcoding, handling, or transportation of mail.”  39 U.S.C. § 3622(e)(1).  

Consistent with the Commission’s marginal discount approach (see, e.g., R2008-1, PRC-

LR-3), the full-service IMb “discount” is measured as the difference between the 

POSTNET / basic IMb and the full-service IMb price.  Viewed relative to the 

requirements for POSTNET / basic IMb mail, it is clear that the full-service IMb 

incentive is not a discount for prebarcoding, because both the POSTNET / basic IMb and 

the full-service IMb pieces must be prebarcoded to qualify as a First-Class Mail 

automation letter.  Nor is the full-service IMb incentive a discount for presorting, 

handling, or transportation. 

 Rather, to the extent some activity must be identified, as opposed to the inherent 

value of the full-service IMb as a technology platform to enable a data-rich mailstream, 

the full-service IMb incentive is a discount for placing unique identifiers on the 

mailpiece; transmitting mailing documentation electronically to PostalOne!; and 

scheduling appointments using FAST, as applicable.  These are the essential 

distinguishing attributes of the full-service IMb that will facilitate increased visibility and 
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expanded service performance measurement capabilities.  Yet none of these attributes are 

contemplated under the statutory definition of worksharing.4 

 Beyond the definitional limitations, the activities associated with the full-service 

IMb incentive also lack the traditional hallmarks of a “workshare” activity.  The concept 

of worksharing is the Postal Service’s adaptation of the general concept of access pricing. 

Not surprisingly, the types of activities enumerated in section 3622(e)(1) fit neatly under 

a traditional access pricing model in which a competitor provides an upstream service 

(e.g., prebarcoding, presorting, handling or transportation), that the incumbent would 

otherwise have to perform.  In contrast, none of the activities associated with a mailpiece 

qualifying for the full-service IMb incentive (relative to the POSTNET / basic IMb) are 

activities that the Postal Service would otherwise provide.  In fact, in many instances, the 

Postal Service cannot perform the activity (e.g., the assignment of a unique mailer id).   

 Accordingly, the full-service IMb incentive is not properly construed as a 

workshare discount and, therefore, is not subject to section 3622(e).  

 Alternatively, even assuming that a specific statutory exception were necessary to 

justify the full-service IMb incentive, the appropriate statutory exception would be 

section 3622(e)(2)(A).  See 39 U.S.C. § 3622(e)(2)(A).  To satisfy the statutory exception 

of section 3622(e)(2)(A), the Postal Service would need to establish that:  

(A)  the discount is --   
 
(i) associated with a new postal service, a change to an existing postal 
service, or with a new workshare initiative related to an existing postal 
service; and 
 

                                                 
4 Section 3622(e)(1) provides that “the term ‘workshare discount’ refers to rate discounts, provided to 
mailers for the presorting, prebarcoding, handling, or transportation of mail, as further defined by the Postal 
Regulatory Commission under subsection (a).”  39 U.S.C. § 3622(e)(1). 
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(ii) necessary to induce mailer behavior that furthers the economically 
efficient operation of the Postal Service and the portion of the discount in 
excess of the cost that the Postal Service avoids as a result of the 
workshare activity will be phased out over a limited period of time; 
 

39 U.S.C. §§ 3622(e)(2)(A)(i)-(ii).   

 The full-service IMb incentive would be an ideal candidate for this exception.  It 

is inarguably a new postal service or, if so styled, a new “workshare initiative.”  As noted 

in the Postal Service’s Response, IMb is the technology platform that will facilitate 

increased visibility into a data-rich mailstream that will enhance the value of mail for 

senders and recipients.  USPS Response to CIR No. 2 at 6.  Moreover, although unlike 

many traditional workshare discounts which are readily quantifiable on a unit attributable 

basis, the full-service IMb is integral to the Postal Service’s service performance 

measurement plan which will, in turn, lead to greater efficiencies and improved service 

performance. 

3. The Commission Should Initiate a Separate Proceeding to Address the 
“De-Linking” Issue 

 
 On February 13, 2009, the Commission issued an Information Request No. 1 

(CIR No. 1) requesting that the Postal Service provide additional justification for 

evaluating First-Class Mail workshare discounts using a “new methodology that 

effectively de-links single-piece from workshare rates within First-Class Mail.”  CIR No. 

1 at 1.  The Commission further requested that the Postal Service justify why it would not 

be more appropriate to consider “de-linking” as a methodological change in a separate 

rulemaking where public comment could be fully evaluated.  See id., at 3.    

 In its February 20, 2009, Response to CIR No. 1, the Postal Service contends it 

has “not changed the methodology used in calculating the cost avoidances between Bulk 
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Metered Mail and Presort First-Class Mail” and, further, that the “de-linking” issue is a 

legal and definitional issue, not a methodological issue.  USPS Response to CIR No. 1 at 

1.  The Postal Service agrees with the Commission’s suggestion that the “de-linking” 

issue is one that is better addressed in a separate proceeding. 

 The exchange of views in this and the related ACR2008 proceeding suggests that 

there is some ambiguity with respect to the significance of the product classifications in 

the Mail Classification Schedule and with respect to the propriety of calculating 

workshare-related cost avoidances between two distinct products.  See PRC Docket No. 

ACR2008, APWU Comments (January 30, 2009), at 1; PRC Docket No. ACR2008, 

NPPC Reply Comments (February 13, 2009), at 4; PRC Docket No. ACR2008 Pitney 

Bowes Reply Comments (February 13, 2009), at 4.  These are important issues that must 

be resolved. 

 Pitney Bowes agrees with the Commission’s suggestion that these issues should 

be addressed in a separate proceeding to allow all interested parties the opportunity to 

fully participate.  Pitney Bowes further submits that the proposed pricing adjustments 

should not be disturbed to accommodate a “re-linked” rate design in this case.   
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III. CONCLUSION 

 Pitney Bowes appreciates the Commission’s consideration of these comments.     

Respectfully submitted: 
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