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A. Overview of the Worksheets 

The Standard Mail worksheets consist of two Excel workbooks, Standard Mail Worksheets R2010-4.xls, that performs the revenue calculations required to determine the overall average price increase for Standard Mail resulting from the prices in this docket, and STD BD-LFP Crosswalk-FY09Q3-FY10Q2.xls, that performs the parcel migration distribution.  The revisions filed July 8 and August 6, 2010 are described at the end of this preface.
As explained in subsection (B), below, the Standard Mail billing determinants have been adjusted to reflect several price design changes that are part of this request.  The parcel migration distribution adjustments are contained in the workbook STD BD-LFP Crosswalk-FY09Q3-FY10Q2.  All other adjustments are contained in the workbook Standard Mail Worksheets R2010-4.xls and are described below.  
The workbook, Standard Mail Worksheets R2010-4.xls, takes the adjusted billing determinants volume weights and, using current and new prices, develops the total Standard Mail revenues at current and new prices.  The details of these calculations are described in subsection (C), below, and in the first worksheet of this workbook, titled “Description,” which provides references to specific worksheets in the workbook.  The last worksheet in this workbook performs the price change calculation for Standard Mail. 

NOTE: Due to the transition to the NDC network, the terms “DBMC” and “DNDC” have been used interchangeably in the worksheets and in this preface.  
B. Adjustments 

I. Summary
Price adjustments for Standard Mail in this Docket contain a number of changes to the existing price design.  These changes are described, briefly:
1. Certain Parcel and Not Flat-Machinables (NFM) price cells are no longer offered.  The billing determinants have been adjusted so that mail pieces that pay the price cells that were eliminated (but that still appeared in the billing determinants) were assigned to other price cells in a way that reflects the likely migration of those pieces.

2. Certain categories of letter- and flat-shaped mail became eligible for a full-service Intelligent Mail® option incentive on November 29, 2009.  The revenue calculations using the current and new prices have been adjusted to account for a reasonable number of mail pieces that will participate in the program and receive the 0.1 cent per piece incentive.

3. A 7-cent per piece Move Update assessment charge was imposed starting January 2010, on some Standard Mail pieces in mailings that fail Performance Based Verification at acceptance.  The revenue calculations have been adjusted to account for a reasonable estimate of revenue from this charge.

4. NFM prices will no longer be offered.  Instead of having the Parcels/NFM product, there will be a Parcels product with Fulfillment Parcels Marketing Parcels categories.  There will be restrictions on addressing that make it likely that some current NFM parcels will opt not to use the new Marketing Parcels category.  The revenue calculations have been adjusted to account for the reasonable number of NFM mail pieces that will likely migrate and pay the Fulfillment Parcels prices.
The following sections will describe the resulting adjustments in detail.

II. Elimination of Parcels and NFMs Price Categories

Workbook Standard Mail Worksheets R2010-4.xls, worksheet “L-F-P New Prices” shows the new prices for Standard Mail Letters, Flats and Parcels/NFMs products. In the rows containing the prices for machinable parcels, nonmachinable (irregular) parcels and NFMs, certain cells are highlighted.  These are:

1. For machinable parcels, the per-piece price and per-pound price for piece-and-pound rated 5-digit Origin parcels.

2. For irregular (nonmachinable) parcels and NFMs, the minimum-per-piece price for SCF Origin parcels/NFMs.

3. The per-piece price and per-pound price for piece-and-pound rated SCF Origin parcels/NFMs.  
4. The minimum-per-piece price for 5-digit Origin parcels/NFMs.

5. The per-piece price and per-pound price for piece-and-pound rated 5-digit Origin parcels/NFMs
6. The minimum-per-piece price for Mixed NDC/DNDC parcels/NFMs.

7. The per-piece price and per-pound price for piece-and-pound rated Mixed NDC/DNDC parcels/NFMs
8. The minimum-per-piece price for NDC/DSCF parcels/NFMs.

9. The per-piece price and per-pound price for piece-and-pound rated NDC/DSCF parcels/NFMs
The prices in the highlighted cells described by the foregoing list are no longer offered.  The pieces and pounds that paid these prices are assumed to have migrated to other parcels/NFMs prices and pay the new prices shown for those categories in the “L-F-P New Prices” worksheet.  The following describes how the Standard Mail worksheets take these migrations into account.

Item 1—Machinable parcels 5-digit Origin pieces

The migration adjustment for these pieces, as well as for all other pieces formerly in the cells described in items 2-5, are set forth in the worksheet “Parcels Migration Distribution” in the STD BD-LFP Crosswalk-FY09Q3-FY10Q2 workbook (the adjustments for machinable parcels are shown in lines 8-11 for Commercial and in lines 45-48 for Nonprofit).  Each eliminated cell is highlighted in yellow and bears the value negative 1.0.  This numerically reflects the fact that 100 percent of the pieces (or pounds) in that cell have migrated out.  Adjacent to the yellow cell are several other cells highlighted in purple, each with a number less than or equal to 1.0.  These represent the fractions of the pieces (or pounds) from the yellow cell that are assumed to migrate to each of the purple cells.  If the yellow cell plus each of the adjacent purple cells are summed, they should sum to zero, meaning that all pieces or pounds emigrating from the yellow cells have found a home in one of the adjacent purple cells.  If each yellow cell and its adjacent purple cells were multiplied by the number of pieces or pounds corresponding to that yellow cell in the “L-F-P Com. Cap Weights” (commercial) or “L-F-P NP Cap Weights” (nonprofit), the total number of pieces or pounds emigrating from each yellow cell and migrating to each purple cell could be calculated.

The migration patterns adopted in worksheet “Parcels Migration Distributions” reflect the experience and judgment of Postal Service parcels managers.  Management believes that it is reasonable for machinable parcels that paid 5-digit Origin prices to migrate to the NDC Origin, 5-digit DNDC, 5-digit DSCF and 5-digit DDU prices roughly in the same proportions as pieces and pounds were distributed to those same prices in the FY 2009 billing determinants.  Hence, of the 100 percent of commercial pieces leaving the 5-digit Origin machinable parcels category, approximately 45 percent would end up paying Origin DNDC prices, 9 percent would pay 5-digit DNDC prices, 23 percent would pay 5-digit DSCF prices and 23 percent would pay DDU prices.

The distribution fractions shown in the purple cells in worksheet “Parcels Migration Distributions” are used in the “Adj. Comm. Cap Wts. (BR)” and “Adj. NP Cap Wts. (BR)” worksheets to get the adjusted billing determinants for FY 2009 Q3.  The adjusted billing determinants for this period are then added to the FY 2009 Q4 – FY2010 Q2 adjusted billing determinants shown in “Adj. Comm. Cap Wts (AR)” and “Adj. NP Cap Wts (AR)” to get the hybrid year adjusted billing determinants shown in “LFP Com Cap Wts. FY09Q3-FY10Q2” and in “LFP NP Cap Wts. FY09Q3-FY10Q2.”  The hybrid year adjusted billing determinants are then copied into the Standard Mail Worksheets R2010-4.xls workbook.  

Items 2 & 3--Irregular parcels/NFMs 3-digit Origin pieces and pounds
The migration adjustments for these pieces and pounds are set forth in the worksheet “Parcels Migration Distributions” in lines 13-17 (commercial irregular parcels), in lines 25-29 (commercial NFMs), in lines 50-54 (nonprofit irregular parcels), and in lines 62-66 (nonprofit NFMs).  As described above, the distribution fractions are used with the appropriate billing determinants data to develop the hybrid year adjusted billing determinants.

Because nonprofit nonmachinable (irregular) parcels 3-digit Origin pieces and pounds still showed up in the RPW in FY 2009 Q4, the migration adjustments for these pieces and pounds are set forth in the worksheet “Parcel Migration Distribut Q4.”  As with machinable parcels, Postal Service parcels managers believe that it is reasonable to assume that the pieces and pounds migrating from the yellow highlighted cells will end up in the adjacent (purple) price categories roughly in proportion to their pre-migration proportions of pieces or pounds.  The distribution fractions in “Parcel Migration Distrib Q4” are multiplied by the pieces and pounds shown in “Nonmach Parcels” to get the change in pieces and pounds.  The adjusted pieces are pounds are shown in “Adj. NP Cap Wts. (AR).” 
Items 4 & 5--Irregular parcels/NFMs 5-digit Origin pieces and pounds
The migration adjustments for these pieces and pounds are set forth in the worksheet “Parcels Migration Distributions” in lines 19-23 (commercial irregular parcels) and in lines 31-35 (commercial NFMs), and in lines 56-60 (nonprofit irregular parcels) and in lines 68-72 (nonprofit NFMs). Like the machinable parcels and 3-digit Origin irregular parcels and NFMs categories, these pieces and pounds are distributed in proportion to pre-migration pieces and pounds.  Their use in the final revenue calculations is as described above in the previous two subsections.

Items 6 & 7--Irregular parcels/NFMs Mixed NDC/DNDC pieces and pounds
The migration pattern for these pieces is expected to be simpler than the foregoing. It is assumed that all of the pieces in these pricing categories will be eligible for the NDC pricing categories.  Therefore, all of the pieces that paid Mixed NDC/DNDC prices will pay the new NDC/DNDC prices (a price reduction).  These billing determinants adjustments are reflected by combining the Mixed NDC/DNDC and NDC/DNDC minimum-per-piece volumes in the “L-F-P Com. Cap Weights” and “L-F-P NP Cap Weights” as appropriate, and then multiplying the combined volumes by the new NDC/DNDC prices.  The details of these calculations are shown in the respective NDC/DNDC cells in the “Revenue@New Prices” worksheet.  Similar adjustments are made for piece-and-pound-rated pieces and pounds.

Items 8 & 9--Irregular parcels/NFMs NDC/DSCF pieces and pounds
The migration pattern for these pieces is expected to be analogous to the pattern described in the previous subsection for Items 6 and 7 pieces.  Postal Service parcels manageers believe that it is reasonable to assume that all the pieces in the former NDC/DSCF pricing categories will become eligible for 3-digit DSCF pricing.  The application of this migration of pieces to the 3-digit DSCF cells is reflected in the revenue calculations in the 3-digit DSCF cells in worksheet “Revenue@New Prices” just as described in the previous section.

III. Implementation of Intelligent Mail Full Service Program Incentive

Certain categories of Standard Mail became eligible for an incentive to encourage adoption of the Full Service Intelligent Mail program on November 29, 2009. Automation Letters and Flats, High Density, Saturation and Carrier Route letters and High Density and Carrier Route flats are eligible to participate in the program.  The worksheet calculations have been adjusted to reflect a reasonable expectation of how many Standard Mail pieces will qualify for this incentive.  The adjustments are made and the revenue impacts calculated in the workbook Standard Mail Worksheets R2010-4.xls in worksheets “LFP IM & Move Update Adj” and “HDSatCR IM & Move Update Adj.” The adjustments are described in detail below.

Since the implementation of the incentive to participate in the Full-Service IMb program on November 29, 2009, usage of Full-Service IMb has trended upward in all classes of mail eligible for the incentive.  For this reason, average usage (calculated as a percentage of eligible volume) for the four full months in FY 2010 in which the incentive was offered would underestimate the full-year usage percentage.  Instead, the percentage usage for March 2010 (the last month of the billing determinants used in this filing) for Standard Mail is used to calculate the annual volume receiving the Full-Service IMb incentive.

IM Penetration
The volume by major pricing category under the IMb Full-Service program in March 2010 was calculated by multiplying the revenue under the Full IMb Service Program in March 2010 by 1,000 since the discount is $0.001.  The IM Penetration is the percentage of eligible volume by major pricing category that the Postal Service expects will adopt the Full-Service Program.  The IM Penetration was computed as the ratio of the volume under Full-Service IMb program in March 2010 over the eligible volume in March 2010.

Adjusted Volumes

The volumes shown in the “Full Year IM Full Service Volume” column are the volumes assumed to participate in the Intelligent Mail Full-Service Program.  These volumes were calculated by multiplying the corresponding billing determinants volume (the eligible volume in the hybrid year FY 2009 Q3 – FY 2010 Q2) by the corresponding IM Penetration.  The results are the Postal Service’s expectation of the number of mail pieces that will participate in the Full Service Program for purposes of calculating revenues for the worksheets.

Revenue Adjustment

The incentive differential that will be offered to all participants in the Full-Service Program is 0.1 cent per piece.  Therefore, the volume under the IMb Full-Service Program for the hybrid period FY 2009 Q3 – FY 2010 Q2 was multiplied by 0.001 to get the total discount under the IMb Full-Service for the hybrid year.  The results are just the Full Year IM Full Service volumes multiplied by the Full Service Program price differential.  The revenue adjustments are calculated at the bottom of each worksheet by product and are included in the worksheets “LFP Revenue@Current Prices” (at lines 136 to 143); “HD-Sat-CR Revenue@Curr. Prices” (at lines 66 to 73); “LFP Revenue@New Prices” (at lines 136 to 143); and “HD-Sat-CR Revenue@New Prices” (at lines 56 to 63) as adjustments to the calculated revenues.  Once the total discount was obtained, the discount was subtracted from the calculated revenue to get the Adjusted Revenue.
IV. Adjustment for the Move Update Assessment Charge
In this price change, the Postal Service is making adjustments to reflect the 7-cent per piece Move Update Assessment Charge, which became effective on January 4, 2010.  The worksheets “LFP Revenue@Current Prices,” “HD-Sat-CR Revenue@Curr. Prices,” “LFP Revenue@New Prices,” and “HD-Sat-CR Revenue@New Prices” contain adjustments to reflect the revenue impacts of the Move Update Assessment Charge.
The methodology used to estimate Move Update Assessment Charge volumes and revenues is based on the results of Standard Mail Move Update data through FY 2010 Q2.
   The figure for total Standard Mail volume paying the Move Update Assessment Charge in quarter 2
 was divided by total Standard Mail pieces in the quarter 2 RPW.  The resulting percentage (0.000367) was applied to the billing determinants volume to estimate Standard Mail volume that would pay the assessment charge.  This was then multiplied by the Move Update Assessment charge of $0.07 per piece, which is not changing in this proposal.  The penalty price is contained in the worksheets “L-F-P Current Prices” (at line 137) and “HD-Sat-CR Current Prices” (at line 54) and “L-F-P New Prices” (at line 135) and “HD-Sat-CR New Prices” (at line 62). 
The revenue adjustments are shown in the worksheets “LFP Revenue@Current Prices” (at lines 145-148), “HD-Sat-CR Revenue@Current Prices” (at lines 76-79), “LFP Revenue@New Prices” (at lines 145-148), and “HD-Sat-CR Revenue@New Prices” (at lines 66-69).  The adjustment is calculated by multiplying the billing determinants volumes by the assumed fraction paying the charge, and then by the assessment charge ($0.07).
The proposed decrease in tolerance is not included in this calculation, because it is believed that the stricter tolerance will be offset by continuing increased mailer compliance, as has been evident since the inception of the Move Update Assessment Charge on January 4, 2010.  Such an assumption cannot be quantified, but seems reasonable.  It should also be noted that the Move Update Assessment Charge was never designed as a revenue generator, as stated in the Postal Service's October 15, 2009 Notice,
 and that revenues to date generated by the Move Update Assessment Charge are not material when considered in the context of Standard Mail revenues.  
V. Migration of NFM Pieces

Special pricing for NFMs will no longer be offered.  The NFM category is renamed Marketing Parcels, so initially all NFMs are moved to Marketing Parcels.  Actually, some NFM pieces are expected to migrate to the new Fulfillment Parcels category, instead of the new Marketing Parcels category, and pay the prices shown for those categories in the “L-F-P New Prices” worksheet.  The revenue calculation has been adjusted to reflect a reasonable expectation of how many NFM pieces will migrate to the Fulfillment Parcels category and how many NFM pieces will migrate to the Marketing Parcels category.  The adjustments are made and the revenue impacts calculated in the cap compliance workbook Standard Mail Worksheets R2010-4.xls in worksheet “NFM Migration.”  The worksheets “LFP Revenue@New Prices,” and “HD-Sat-CR Revenue@New Prices” contain adjustments to reflect the revenue impacts of the NFM migration.
The “NFM Migration” worksheet shows the change in revenues that would occur to the Fulfillment Parcels category and the Marketing Parcels category from the migration of the NFM pieces.  Based on its experience and judgment, Postal Service management has estimated that 61 percent of NFM volume will migrate to Fulfillment Parcels.  To determine the change in revenue that would occur in the Fulfillment Parcels category, the volume of the current Parcels/NFMs category is multiplied by 61 percent to get the change in volume.  The result is then multiplied by the new Fulfillment Parcels prices shown in worksheet “L-F-P New Prices.”  To determine the change in revenue that would occur in the Marketing Parcels category, the volume of the current NFM category is multiplied by negative 61 percent to reflect that 39 percent (rather than 100 percent) of NFMs end up in Marketing Parcels.  This result is then multiplied by the new Marketing Parcels prices shown in worksheet “L-F-P New Prices.”  The change in revenue is then summed at the bottom of worksheet “NFM Migration.”
The revenue adjustments are shown in the worksheet “LFP Revenue@New Prices” (at lines 131-134).  The revenue adjustment is calculated by adding the change in revenue due to the NFM migration to the total calculated revenue.
C. The Revenue Calculations 

The adjusted billing determinants are used to calculate the price increase for Standard Mail in workbook Standard Mail Worksheets R2010-4.xls.  The data and calculations are described in the first worksheet “Description” and in the individual worksheets.  The volumes used for the revenue calculations are taken from the hybrid year (FY2009 Q3 – FY2010 Q2) Standard Mail billing determinants and are shown in worksheets “L-F-P Com. Cap Weights,” “L-F-P NP Cap Weights,” “HD-Sat-CR Com. Cap Wts.,” and “HD-Sat-CR NP Cap Wts.” Necessary adjustments to these billing determinants, as described in Section B, above, are made in worksheets “Parcels Migration Distributions,” “LFP IM & Move Update Adj,” “HDSatCR IM & Move Update Adj,” and “NFM Migration.”
The prices are the current Standard Mail prices from the MCS price schedules and the new prices set forth in Attachment A to the Request.  The revenue calculations are presented in the four worksheets: “LFP Revenue@Current Prices,” “LFP Revenue@New Prices,” “HD-Sat-CR Revenue@Curr. Prices,” and “HD-Sat-CR Revenue@New Prices.”  The final revenue calculation and percentage price increase for Standard Mail as a whole is presented in worksheet “Price Change Summary,” which also contains the calculation of the average revenue calculation for all commercial and all nonprofit Standard Mail, showing that the new prices meet the 60% ratio requirement.
REVISIONS OF JULY 8, 2010

Minor corrections filed on July 8, 2010 do not change any of the final volume and revenue estimates in USPS-R2010-4/2, and thus do not affect the percentage changes for Standard Mail.  
The first Excel file is renamed from “Special Services Worksheets” to “Standard Mail Worksheets,” but is otherwise unchanged.  

The other Excel file in USPS-R2010-4/2 (STD BD-LFP Crosswalk-FY09Q3-FY10Q2.xls) has changes in two worksheets.  

First, “Sheet1” has been renamed “Nonmach Parcels.”

Second, in worksheet “Parcels Migration Distribut Q4,” columns D to H have been deleted, and rows 1 to 35, 44 to 48, and 55 to 72 have been deleted.

Third, in worksheet “Parcels Migration Distribut Q4,” the shading for cells I52, J53, K53, N52, O53, and P53 (now cells D10, E11, F11, I10, J11, and K11, respectively because of the above-mentioned deletions) has been changed from green to purple.  The shading for cells I53 and N53 (now cells D11 and I11, respectively because of above-mentioned deletions) has been changed from red to yellow. 
REVISION OF AUGUST 6, 2010

Corrections are made to two worksheets in the workbook Standard_Mail_Worksheets_R2010-4_Revised_Aug62010.xls:  
“LFP IM & Move Update Adj” and “HDSatCR IM & Move Update Adj.”  Consistent with the response to POIR 2, question 4, corrections are made to cell D18 of workbook “LFP IM & Move Update Adj,” and cell D17 of workbook “HDSatCR IM & Move Update Adj.”  The affected cells are highlighted in green.  These changes affect the following worksheets:  “LFP Revenue @Current Prices”,”HD-Sat-CR Revenue @Curr. Prices”, “LFP Revenue @New Prices”, “HD-Sat-CR Revenue @New Prices”, and “Price Change Summary.” The effect of the revisions is a decrease of 0.000080% in the percentage change in rates for Standard Mail.

� It should be remembered that the 3-digit DSCF cells are also the migration targets for pieces and pounds coming from the former 3-digit Origin cells. The two effects are cumulative.


� The Postal Service is preparing a report on Move Update data, as required in the Commission's Order No. 148.  


� This figure does not include pieces that were taken back by customers for re-working, since the Move Update Assessment Charge does not apply to the reworked pieces.  


� “Thus, the price [for the Move Update Assessment Charge] is not intended as a source of revenue or mail preparation option, but instead is designed to encourage compliance with rules for cleaner addresses." See Notice, R2010-1 at 6.
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