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RESPONSE OF PITNEY BOWES INC. TO NOTICE OF INQUIRY NO. 1 
 
 

 Pitney Bowes Inc. (Pitney Bowes) hereby responds to the Postal Regulatory 

Commission’s (Commission) Notice of Inquiry No.1 (NOI), dated August 27, 2009, regarding 

workshare discount methodology issues.   

 

Question 1:   
 

When the “owner” of First-Class Single-Piece Mail decides to use the services of a 
consolidator, its single-piece mail becomes eligible for Presort First-Class Mail discounts.  
As the consolidator increases density in this manner, it becomes feasible to presort the mail at 
greater depth, qualifying the mail for a deeper discount on each piece.  Some of that discount 
is typically shared with the owner of the mail, and some is retained by the consolidator as 
compensation for the value that he adds to the owner’s mail. 

 
a. If the consolidator did not aggregate mail to greater density prior to presortation, would 

the Postal Service perform a similar aggregation function “in house” prior to sorting? 
 
b. Should the aggregation done by the consolidator be considered worksharing? 
 
c. Does aggregating mail to achieve higher densities prior to entering it into the system 

affect the value of presortation to the Postal Service? 
 
d. If aggregation to higher densities affects the value of presortation, would it be 

economically efficient to offer a rate incentive to encourage it? 
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Response to Question 1: 

 Consolidators perform numerous activities in addition to presorting mail.1  In general, 

consolidators that produce larger mailings perform more of these activities than those that 

produce smaller ones.  These activities include: 

▪ Working with its customers on mail piece design to ensure that envelopes are the 

correct size and the correct color for the type face used, that type faces are in the 

correct location, are the correct size and font, etc; 

▪ Picking up mail from customers; 

▪ Performing quality control/quality assurance to make sure that pieces are faced and 

correctly sealed so they will not jam on sorting machines;  

▪ Palletizing trays of presorted mail and loading them onto postal trucks; and 

▪ Assigning postal transportation using the PostalOne! Transportation Management 

System. 

a. All of these activities specified above reduce postal costs.  Many of these activities are 

direct substitutes for activities that the Postal Service would otherwise have to perform 

“in house” (e.g., picking up mail from customers).  Other activities augment and improve 

the operational efficiency of the Postal Service (e.g., working with customers to improve 

address readability).   

b. Many of the activities performed by the consolidator are properly considered “handling” 

activities within the statutory definition of “workshare discount” under section 3622(e)(1) 

of the Postal Accountability and Enhancement Act (PAEA).  See 39 U.S.C. § 3622(e)(1).  

Regardless of whether these activities are deemed worksharing or nonworksharing, the 

cost savings to the Postal Service associated with these activities should be reflected in 

the price differentials between products in the same market.     

                                            
1 See Docket No. R2006-1, Direct Testimony of Richard E. Bentley on Behalf of Major Mailers Association, DST 
Mailing Services, Inc. and the Association for Mail Electronic Enhancement, Inc. (MMA-T-1)(October 23, 2006), at 
22-24. 
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c. Yes, in multiple ways.  For example, when a consolidator picks up mail from its 

customers prior to presorting, this activity avoids an activity that the Postal Service would 

otherwise have to perform itself and directly increases the costs savings of that presorted 

mail.  Many aggregation activities also indirectly affect the value of presortation.  For 

example, without aggregation, presorting a 500-piece letter mailing into Automated Area 

Distribution Center (AADC) trays is likely to increase costs, not reduce them.  This is 

because the added cost of handling each tray containing just a few pieces would likely 

outweigh the cost savings from the avoided piece sortations.  (This, of course, is the 

reason for presort minimums.)  In contrast, the aggregation of multiple smaller mailings 

results in sufficient density to produce full trays for each AADC, thus, reducing costs.  

Additionally, as mailings get larger, they are likely to be containerized and transported 

more efficiently, further increasing the value of presorting.  As mailings get larger, they 

are also more likely to be palletized and placed on direct transportation to the most 

efficient postal facility.   

d. Yes.  It would be economically efficient to offer rate incentives to encourage 

consolidators to perform any aggregation activity that reduces the Postal Service’s costs.   
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Question 2: 

Assume there is a given set of mail addressed to a 3-digit area that can be entered into the 
mailstream four different ways: 
 
▪ as two separate non-presorted mailings, neither of which has sufficient density 

to qualify for 5-digit presort rates; 
 
▪ as two separate mailings presorted to 5-digit despite lacking sufficient density 

to qualify for 5-digit presort rates;  
 
▪ consolidated into a single mailing (which creates sufficient density to satisfy 

the minimum piece requirements for 5-digit presort rates), but not presorted; 
or 

 
▪ consolidated into a single mailing and presorted to 5-digit. 
 

a. How would the cost to the Postal Service of handling the mail vary between the four 
preparation scenarios? 

 
b. Is the ability of the Postal Service to realize savings from increased density dependent on 

(or enhanced by) presortation?  Why or why not? 
 
c. Is the ability of the Postal Service to realize savings from presortation dependent on (or 

enhanced by) some minimum level of density?  Why or why not? 
 
d. Are there synergies between the savings from density and presorting (i.e., do the savings 

from the combination exceed the sum of each individually)? 
 
e. If so, should the Postal Service try to estimate the cost-reducing effect of each separately 

and offer separate discounts? 
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Response to Question 2:   

 As discussed below, the current price schedule for Presort First-Class Mail, relying only 

on presort level, barcode presence, and barcode symbology (in November) provides a first 

approximation at reflecting the cost drivers within Presort Mail.  However, a price schedule that 

also included price distinctions based on mailing (or tray) size would further promote economic 

efficiency by reflecting a wider range of the cost-causative characteristics of Presort Mail. 

 Consider, for example, the current required minimum of 150 pieces per tray to qualify for 

5-Digit letter rates.  While tray handling costs for a 150-piece tray may be roughly comparable to 

those for a 300-piece tray, the per-piece tray-handling cost of the letters in the 150-piece tray are 

roughly twice those of the second.  Or consider the costs for a full pallet containing 5-Digit trays 

entered at a particular location by a consolidator, as compared to costs for a half-full pallet 

entered at the identical location by the same presorter.  While each will likely travel the same 

flow path, the unit cost of pieces on the full pallet are less than those on the half-full pallet. 

a.  All else being equal, consolidating two mailings into one without changing the level of 

presort would likely reduce tray-handling (and other allied) costs by producing more full 

trays.  Thus, the cost of the third preparation should be less than the first preparation and 

the cost of the fourth preparation should be less than the second preparation.  

Furthermore, the Postal Service’s cost for 5-Digit letters that meet the existing presort 

minimum is substantially less than the cost for 3-Digit letters.  Thus, the fourth scenario 

will be much less than the cost of the first two.  Finally, as discussed in response to 

Question 1 above, per-piece tray-handling costs for mailings in very small trays can be 

significant.  In theory, this could cause the cost of the second preparation – below-

minimum 5-Digit trays – to be higher than the first and third preparation.  However, 

given the significant value of 5-Digit sortation, this seems unlikely in the instant 

situation.    

b.  Yes.  For example, assume that there is a mailing that is large enough to be prepared 

either in (1) full 3-Digit trays; or (2) full 5-Digit trays.  The latter will be less costly for 

the Postal Service to handle because it avoids both the additional sortation costs and all of 

the allied activities that go along with the additional sortation(s).   
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c.  Yes.  Please refer to the response to Question 1(c).  If there is not sufficient density, then 

small trays (with higher per-piece tray-handling costs) would be produced.    

d-e.  There may be synergies between the savings from density and presorting.  The Postal 

Service should estimate whether the savings associated with the combination of these 

activities exceed the sum of each individually.  The Postal Service should likewise 

estimate the cost-reducing effect of each separately.  As above, to the extent there are 

costs savings associated with these activities that the Postal Service would otherwise have 

to perform itself; these cost differences should be reflected in the prices for products 

within the same market.   
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Question 3: 

Under the established method of estimating the costs avoided by the Postal Service as a result 
of worksharing, the savings from some (workshare-related) mail preparation functions 
performed by a mailer that are not a direct substitute for a Postal Service function are 
included.  Examples include savings from electronic presorting, which avoids Postal Service 
physical sorting; address cleansing, which avoids Postal Service forwarding and return costs; 
and automation compatible mailpiece design, which reduces the likelihood of manual Postal 
Service sorting.  Should “worksharing-related” functions like the ones described above be 
applied when defining “workshare discount” and estimating “the cost that the Postal Service 
avoids as a result of workshare activity” under the Postal Accountability and Enhancement 
Act?  See 39 U.S.C. § 3622(e).  Should only those activities performed by a mailer that 
replicate functions the Postal Service would otherwise perform in essentially the same 
manner be considered part of worksharing?  Or should some other standard apply?  Please 
explain. 

 

Response to Question 3: 

 Prices set according to the efficient component pricing rule (ECPR) induce efficient 

behavior on the part of the mailers and the Postal Service: 

Fortunately, the efficient “make or buy” negotiations described above can be 
 decentralized using ECPR-based worksharing discounts set equal to the per unit 
 avoided costs of the Postal Service. This leads mailers to choose to perform work 
sharing if and only if doing so lowers total postal sector costs. The reason is quite 
intuitive. If the mailer’s cost is less than the discount offered, it is profitable for 
the mailer to do the work – and total postal sector costs decrease. If the discount is 
not sufficiently attractive, the Postal Service continues to provide the service 
component.2  

 
 The Commission has long supported the concept of efficient component pricing: 

 
In Docket No. MC95-1, the Commission provided a clear rationale for 
worksharing, explaining why workshare discounts were in the nation’s best 
interest, and how the amounts of workshare discounts should properly be 
developed. This rationale was premised on the concept of Efficient Component 
Pricing (ECP).3   

 
 With the accepted goal of worksharing to minimize postal sector costs, any activity 

performed by a mailer that: (1) the Postal Service would otherwise have to perform itself, and (2) 

                                            
2 Docket No. R2006-1, Revised Direct Testimony of John C. Panzar on behalf of Pitney Bowes Inc. (PB-T-
1)(October 31, 2006), at 18. 
3 Docket No. R2006-1, Opinion and Recommended Decision (February 26, 2007), at ¶ 4004. 
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reduces Postal Service’s costs, should be considered in estimating “the cost that the Postal 

Service avoids as a result of worksharing activity.”   

 The manner in which the mailer performs the activity is not relevant.  The electronic 

presorting example discussed in the question is illustrative.  Many mailers electronically presort 

their mail printing labels and mail pieces in ZIP-code sequence.  The fact that the mailer has 

presorted the mail electronically while the Postal Service would need to physically sort the mail 

to achieve the same result is of no moment.  The manner in which the mailer performs the 

activity does not change the fact that the Postal Service would otherwise have had to sort the 

mail itself, and that the Postal Service would have incurred the costs of (physically) sorting the 

mail but for the activities performed by the mailer.  Stated another way, it is the Postal Service’s 

costs that inform the “make or buy” decision, not the costs incurred by the mailer.4 

 Workshare discounts for mail transportation costs avoided illustrate the point.  The fact 

that a mailer may use a different mode of transportation (e.g., airfreight versus long-haul surface 

transportation) with higher or lower costs, in no way affects the costs savings realized by the 

Postal Service by avoiding the transportation that it would otherwise have had to provide.  

Therefore, the workshare discount ought to fully reflect the costs avoided by the Postal Service. 

 Finally, there are numerous activities that satisfy the standard articulated above and that if 

encouraged via rate incentives would promote the efficiency of the Postal Service, that are not 

currently treated as worksharing activities.  For example, many mailers evidence postage in a 

manner that avoids the costs associated with selling stamps at a retail window.  As another 

example, many mailers enter Presort First-Class Mail closer to its delivery point in order to 

                                            
4 Consideration of mailer-specific costs tied to the manner in which different mailers perform a given function that 
the Postal Service would otherwise have to perform itself is impractical and would undermine the value of ECPR-
based discounts as a means to allow the Postal Service to decentralize an efficient division of labor.   See Docket 
No. R2006-1, Revised Direct Testimony of John C. Panzar on behalf of Pitney Bowes Inc. (PB-T-1)(October 31, 
2006), at 18. 
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improve service and aggregate larger quantities of mail in order to reach greater depth of sort.  

These mailers avoid Postal Service transportation and mail processing costs but there no 

recognition of these cost savings in First-Class Mail prices.  Pricing incentives to encourage 

these activities would promote efficiency and reduce overall postal sector costs, an important 

consideration as Postal Service volume continue to decline.  

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

     Respectfully submitted, 
 

______/s/_________________ 
James Pierce Myers 
Attorney at Law 
1617 Courtland Road 
Alexandria, VA 22306 
Telephone: (571) 257-7622 
Facsimile:  (571) 257-7623 
E-Mail: jpm@piercemyers.com 
 
Michael F. Scanlon 
K&L GATES LLP 
1601 K Street, NW 
Washington, DC 20006 
Telephone: (202) 778-9000 
Facsimile:  (202) 778-9100 
E-Mail: michael.scanlon@klgates.com  

Counsel to PITNEY BOWES INC. 

DATED:  September 11, 2009 


