 USPS-R2010-4/1, Revised August 6, 2010


FIRST-CLASS MAIL WORKSHEETS
I. PREFACE

The overall percentage increase for First-Class Mail is 5.4 percent, slightly above the 5.0 percentage target in this docket.  The increase by product is provided in Table 1. 

Table 1

	
	Class/Product
	Percent Change

	1
	Overall First-Class Mail
	5.417%

	2
	Single-Piece Letters/Postcards
	4.652%

	3
	Presorted Letters/Postcards
	5.927%

	4
	Flats
	6.079%

	5
	Parcels
	5.415%

	6
	Single-Piece First-Class Mail International
	4.973%


USPS-R2010-4/1 contains the worksheets detailing the prices and volume weights leading to the above mentioned percent changes.  It consists of this summary document, and three sets of Excel worksheets described in detail below.  The revisions filed August 6, 2010 are described at the end of this preface.
II. ORGANIZATION

There is one preface for all First-Class Mail price changes and three sets of Excel worksheets:

· FirstClassMail Worksheets R2010-4.xls

· FirstClassMailIntl Worksheets R2010-4.xls

· Inbound FCMI Worksheets R2010-4.xls

For purposes of calculating the percentage change in prices, First-Class Mail includes both domestic First-Class Mail and Single-Piece First-Class Mail International (FCMI).  The Excel file labeled FirstClassMail Worksheets R2010-4.xls contains the hybrid billing determinants (Quarters 3 & 4, FY2009 and Quarters 1 & 2, FY 2010), current prices, proposed prices and revenue calculations for First-Class Mail.  The percentage rate change calculations in that file include total revenue and pieces from Single-Piece First-Class Mail International (FCMI) derived from the Excel file labeled FirstClassMailIntl Worksheets R2010-4.xls.  This latter file contains the billing determinants, current prices, adjusted prices, and revenue calculations for Outbound Single-Piece FCMI.

Inbound Single-Piece First-Class Mail International – Letter-Post (Inbound FCMI) is a service that the Postal Service is required to offer under the treaty obligations of its membership in the Universal Post Union (UPU).  With the exception of Inbound FCMI received from Canada Post, the rates for this service are set by the UPU.  Rates for Inbound FCMI received from Canada Post are set through a bilateral agreement between the Postal Service and Canada Post.  The rates for all Inbound FCMI provide compensation for the cost of delivering inbound mail from foreign countries.  Rates are adjusted on a calendar year basis, with the most recent rate change taking place on January 1, 2010.  Since Inbound FCMI is included in the First-Class Mail classification, this price change is incorporated into the measurement of the FCMI rate adjustment.  The billing determinants, rates and detailed calculations for Inbound FCMI are presented in Inbound FCMI Worksheets R2010-4.xls.

In separate sections below, the remainder of this document describes the contents of the three sets of Excel worksheets.
III.
First-Class Mail

A. Adjustments to the Billing Determinants

As described below, the data in FirstClassMail Worksheets R2010-4.xls are based upon the FY2009 billing determinants from Docket No. ACR2009, USPS FY2009 Annual Compliance Report, USPS-FY09-4 (December 29, 2009) and the billing determinants subsequently filed for Quarter 1 (March 3, 2010) and Quarter 2 (May 24, 2010), but reflect the adjustments discussed below. After the cover page and the index there are nineteen tabs. 

The first tab (“Hybrid Billing Determinants”) has the billing determinants for the most recent four quarters. Minor adjustments are made to the billing determinants to get a reasonable estimate of Full Service Intelligent Mail participation for the eligible price categories and to account for the additional revenue resulting from the Move Update Assessment Charge. 
The third tab “March 2010 for IMb” calculates the percent of pieces qualifying for this incentive both for qualifying ‘letters and cards’ and ‘flats’. 

Since the implementation of the incentive to participate in the Full-Service Intelligent Mail barcode (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 each class is used to calculate the annual volume receiving the Full-Service IMb incentive.

The ‘March 2010 for IMb’ tab provides the actual First-Class Mail billing determinants for March 2010.  The proportion of First-Class Mail letters and cards volume qualifying for this incentive is 34.9 percent (cell I85) and the corresponding number for Flats is 20 percent (cell M85).  These percentages are used in calculating the annual volume for IMb incentive pieces in tab ‘Presort’. Cell D14 for letters and flats and cell D34 for Flats.  The next tab ‘Move Update Adjustment’ calculates the total Move Update estimated revenue.
The methodology used to estimate Move Update Assessment Charge volumes and revenues is based on the results of First-Class Mail Move Update data through FY 2010 Q2.
  (The charge was effective January 4, 2010.)  The figure for total First-Class Mail mailings paying the Move Update Assessment Charge
  in quarter 2 was divided by total First-Class Mail pieces in the quarter 2 RPW that would have been potentially subject to the charge.
  The resulting percentage, 0.000989, was applied to the total number of pieces for FY 2009 Q3 – FY 2010 Q2 to estimate total First-Class Mail volume that would pay the assessment charge for the full-year period.  This was multiplied by the Move Update Assessment charge of $0.07 per piece, which is not changing in this proposal.  

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 First-Class Mail revenues.  
Revenue and Percentage Rate Change Calculations

The First-Class Mail prices are presented in the Exigent Request, Attachment A.

In FirstClassMail Worksheets R2010-4.xls, the Docket No. ACR2009 billing determinants combined with the first two quarters of FY2010 (subject to the adjustments discussed above) form the basis for the weighting to calculate the percentage price changes for domestic First-Class Mail.

The following pair of FirstClassMail Worksheets R2010-4.xls tabs -- “Presort” and “Single-Piece” -- provide the adjusted volume multiplied by current and adjusted rates.  All of the volume cells are linked to the previous tabs.  Revenue is calculated by multiplying the same volume by the

current and adjusted rates.  

The next four tabs in FirstClassMail Worksheets R2010-4.xls. provide the same information for each of the following:

· SP [Single-Piece] Letters and Cards
· Presort Ltrs & Crds
· Flats
· Parcels
These tabs provide the Before and After Rates postage using the same volume and calculate the percent increase for each product.
The next tab ‘FCM International’ provides the before and after revenues for all the Outbound categories and, as discussed in the International section, the same before and after revenue for First-Class Mail International Inbound.
The next tab ‘Percent Change Summary’ provides percent changes for the products within First-Class Mail and First-Class Mail International.

The next four tabs titled:

· First-Class Single-Piece

· First-Class Discount Letter

· First-Class Discount Flats

· First-Class Discount Parcel
provide the current and new prices for each price cell and the resulting percent change for each price cell. 
The last four tabs in FirstClassMail Worksheets R2010-4.xls 
· FCM Single Piece Letters, Cards

· FCM Bulk Letters, Cards

· FCM Flats

· FCM parcels

replicate the First-Class Mail workshare passthrough tabs from ACR-FY09-03, but with two significant differences.  First, FCM Bulk Letters, Cards uses the approved BMM benchmark methodology to calculate the passthrough between the single-piece price and Mixed AADC Automation Letters.  The Postal Service has reservations regarding this methodology as stated in witness Kiefer’s statement filed in this docket and previously expressed by the Postal Service in Docket No. RM2009-3. Second, the discounts in these tabs are calculated on the basis of the adjusted Docket No. R2010-4 prices, as opposed to the prices implemented as a result of Docket No. R2009-2.  The cost avoidances match the estimates used in ACD 2009 in the relevant First-Class Mail section.
Each one of the passthroughs that significantly deviate from 100 percent is discussed in Dr. Kiefer’s filed statement.
IV.
Outbound Single-Piece First-Class Mail International

Below are detailed descriptions of the revenue cap calculation for Outbound Single Piece First-Class Mail International (FCMI) letters, flats, parcels, and cards.  The results of these calculations for U.S. origin FCMI and the end result of the analogous calculation for Inbound FCMI are consolidated in the FCMI TOTAL PRICE INCREASE tab of FirstClassMailIntl Worksheets R2010-4.xls.  The collective rate increase for all components of FCMI is 4.973 percent.

A.
FCMI Letters, Flats and Parcels

1.
Starting Point

The FY 2009 Q3 – FY2010 Q2 billing determinants for Outbound Single-Piece First-Class Mail International (FCMI) are provided in the FY 2009 Q3 - FY 2010 Q2 FCMI tab of FirstClassMailIntl Worksheets R2010-4.xls.  While the billing determinant volumes for FCMI letters are organized in three one-ounce increments plus the 3.5 ounce weight step, the billing determinant volumes for FCMI flats and parcels are organized in one-ounce increments up to 8 ounces and then four-ounce increments (12,16,20,24, etc.) up to four pounds, in the same way the price schedule is delineated.  

2.
Calculating Revenue under the May 2009 Prices
The FY 2009 Q3 – FY2010 Q2 billing determinants are the basis of all revenue calculations using the May 2009 rates in the FCMI REVENUE COMPARISON tab of FirstClassMailIntl Worksheets R2010-4.xls.  For each rate group, the May 2009 prices at each weight step for FCMI letters, flats, and parcels (cells G2 – I307) are multiplied by the corresponding volumes (cells A2 – D307) to produce the revenue for each FCMI shape at each weight step under the May 2009 prices (cells R2 – T314).  These totals are then summed to determine the total revenue for each weight step (cells W2 – W314).

The total revenue of $709,585,107 (cell W314) generated from the May 2009 prices for all rate groups is the benchmark for the comparison with the total revenue generated by the proposed prices.

3.
Calculating Revenue under the Adjusted Prices
The FY 2009 Q3 – FY2010 Q2 billing determinants are the basis of all revenue calculations using the adjusted prices in the FCMI REVENUE COMPARISON tab of FirstClassMailIntl Worksheets R2010-4.xls.  For each rate group, the adjusted prices at each weight step for FCMI letters, flats, and parcels (cells J2 – L307) are multiplied by the corresponding volumes (cells A2 – D307) to produce the revenue for each FCMI shape at each weight step under the adjusted prices (cells N2 – P314).  These totals are then summed to determine the total revenue for each weight step (cells V2 – V314).

The total revenue of $757,587,532 (cell V314) generated from the adjusted prices for all rate groups is 6.765 percent greater than the total revenue obtained from the May 2009 prices.

4.
Calculating Revenue for the Nonmachinable Surcharge

A $0.20 per-piece surcharge is currently applied to any Outbound FCMI letter weighing three and a half ounces or less with one or more nonmachinable characteristics.  For these worksheets, the volume of FCMI pieces that incurred the surcharge was estimated using FY 2009 data.  The FY 2009 data showed that 0.44 percent of FCMI was nonmachinable.  Applying this proportion to the benchmark volume of 331,302,071 for FCMI yields 1,457,729 total pieces that incurred the surcharge for the hybrid year.  Multiplying this volume by $0.20 yields $291,546 in total revenue for the 2009 price revenue column in the FCMI TOTAL PRICE INCREASE tab.  Multiplying the nonmachinable volume by $0.21 yields $306,123 in total revenue for the 2011 price revenue column in the TOTAL PRICE INCREASE tab.  The total revenue generated from the proposed nonmachinable surcharge is 5.000% greater than the total revenue obtained from the current nonmachinable surcharge.
B.
FCMI Cards

1. Starting Point

The FY 2009 Q3 – FY2010 Q2 billing determinants for First-Class Mail International (FCMI) Cards are provided in the FY 2009 Q3 – FY2010 Q2 CARDS tab of FirstClassMailIntl Worksheets R2010-4.xls.  

2. Calculating Revenue under the May 2009 Prices
The first step presents the volumes for FCMI rate groups 1 and 2 and combines rate groups 3 – 9 into a “rest-of-the-world” rate group to produce three rate groups (Canada, Mexico, and Rest of World) for FCMI Cards.  The volumes for the three rate groups appear in cells C21 – F21 of the FY 2009 Q3 – FY2010 Q2 tab and are referenced in cells D11 – D15 of the CARDS TOTAL PRICE INCREASE tab.

The next step involves multiplying the May 2009 price for each rate group (cells F11 – F15) by the respective volume (cells D11 – D15) to obtain the total revenue for each group (cells H11 – H15).  Summing the revenue for each rate group yields $17,954,954 (cell H18) in total revenue, which is the benchmark for the comparison with the total revenue generated by the adjusted 2011 prices.

3. Calculating Revenue under the Adjusted Prices
The adjusted prices for FCMI Cards in 2011 (cells J11 – J15) are multiplied by the same rate-group volumes (cells D11 – D15) to produce the total revenue for each group under the adjusted prices (cells L11 – L15).  The resulting total revenue of $18,458,625 (cell L18) is a 2.805 percent increase over the revenue generated from the May 2009 prices.
V.
Inbound Single-Piece First-Class Mail International

Inbound Single-piece First-Class Mail International (Inbound FCMI) is a service the Postal Service is required to offer under the treaty obligations of its membership in the Universal Post Union (UPU).  With the exception of Inbound FCMI received from Canada Post, the prices for this service are set by the UPU.  Since the rates for Inbound FCMI received from Canada Post are set under a negotiated agreement between the Postal Service and Canada Post, under Rule 24 of Section 3010, the Canada Inbound FCMI volume and weight totals are excluded from these worksheets.  The prices for Inbound FCMI, also known as terminal dues, provide compensation for the cost of delivering inbound mail from foreign countries.  Prices are adjusted on a calendar basis with the most recent price change taking place on January 1, 2010.

Inbound Air Letters and Surface AO volume and weight data were taken from the FY 2009 inbound FCMI billing determinants, which are included in the FY 2009 International Cost and Revenue Analysis (ICRA) Report.  Since Inbound Registered Mail is not considered to be Inbound FCMI volume, the only adjustment to the billing determinants was the exclusion of Inbound Registered Mail from the Other Countries data.  The Inbound FCMI BD tab of Inbound FCMI Worksheets R2010-4.xls contains the modified billing determinants and references to where the data are located in the ICRA files.
The Inbound FCMI Rates tab of Inbound FirstClassMailIntl Worksheets R2010-4.xls contains the prices we charge for delivery of inbound FCMI.  These prices, which consist of one per item charge and one per kilogram charge, are denominated in Special Drawing Rights (SDRs).  Price changes take place on a calendar year basis so the price change is the difference in the prices from December 31, 2010, to January 1, 2011.  The Inbound FCMI Rates tab also contains data on the conversion of the item and kilogram charges from SDRs to $U.S.  The conversion factor used was the January 4, 2010 exchange rate of 1 SDR equals $1.566970.  The Inbound FCMI Rates tab also contains the factor for the conversion of the kilogram charge to pounds, which is 1 kilogram equals 2.2046 pounds.

The Inbound FCMI Price Increase tab of Inbound FirstClassMailIntl Worksheets R2010-4.xls contains the volume and weight data from the Inbound FCMI BD tab and the 2010 terminal dues from the Inbound FCMI Rates tab.  Multiplying the volume and weight by the CY 2010 price equals the “current” revenue.  Multiplying the volume and weight by the CY 2011 price equals the “new” revenue to establish the baseline revenue for the overall price increase calculation.  The Inbound FCMI Price Increase tab then shows the Percent Change by dividing the new revenue by the current revenue.  In this case, the change is -1.094 percent because the CY 2011 base terminal dues were reduced from the CY 2010 inbound prices.
One addition to the Percent Change is included in the Inbound FCMI CAP Calculation tab.  Air conveyance charges are the UPU rates that the Postal Service is allowed to charge for remuneration of additional air transportation delivery costs of Inbound FCMI.  Air conveyance charges are based on SDRs per kilogram and changed to 0.403 SDR per kilogram on January 1, 2010.  The Inbound FCMI BD tab contains the weight in kilograms from the FY 2009 ICRA (cell H8).  This weight is converted to pounds by multiplying the kilogram total by 2.2046 (cell H16).

The Inbound FCMI Rates tab contains the rates that the Postal Service charges for air conveyance.  The rates are converted from SDRs per kilogram to $U.S. per pound in the same manner described above.

The Inbound FCMI Price Increase tab contains the weight data from the Inbound FCMI BD tab and the 2010 rate for air conveyance from the Inbound FCMI Rates tab.  Multiplying the weight by the CY 2010 rate equals the “current” revenue.  Since the CY 2011 internal air conveyance rates will not be published until the last quarter of CY 2010, multiplying the volume and weight by the CY 2010 rate equals the “new” revenue to establish the baseline revenue for the overall price increase calculation.  The Inbound FCMI Price Increase tab then shows the Percent Change for air conveyance by dividing the new revenue by the current revenue.  In this case, there is no change because the CY 2010 internal air conveyance was used in both rate columns.  
The Inbound FCMI Price Increase tab then combines the air conveyance revenues with the terminal dues revenues.  The total Inbound FCMI price change is -1.094 percent.  The total revenue figures feed into the final tab (FCMI TOTAL PRICE INCREASE) of the FirstClassMailIntl Worksheets R2010-4.xls spreadsheet.
REVISIONS OF AUGUST 6, 2010

Revisions reflect the Postal Service’s responses to Presiding Officer’s Information Request No. 2, Questions 1, 4, 8, and 10, and Presiding Officer’s Information Request No. 3, Question 4.  The revisions to “FirstClassMail Worksheets R2010-4.xls” are as follows.
Worksheet Tab


Position Reference

From

To
Hybrid Billing Determinants
Rows 98-103, Columns A-D


Added

(reflects response to POIR 2 Q10)

Move Update Adjustment
Cell C4



121,000
1,742,647





Cell C7



0.00989%
0.014246%





Cell 11



475,452
6,855,028





Cell C13


33,282

479,852

(reflects response to POIR2 Q4)

Reply Rides Free (New Tab)
(reflects response to POIR-2, Question 8)
Single-Piece


Cell G22


$0.917

$0.92





Row 42 (added)




“Reply Rides Free”





Cell H43


$17,907,072
$17,928,280





Cell H44


$0.551

$0.552





Row 45 (added)




Footnote 1

(reflects response to POIR2 Q8)
Presort



Cell D59


6,647

5,959





Cells F59 & I59


$332

$298





Row 67 (added)




Footnote 1

(reflects response to POIR2 Q4 & Q10)

Flats



Cell H5



$0.917

$0.92





Cell I5



$1,787,850
$1,793,699





Cell I7



$2,852,258
$2,858,107





Cell I8



$1.463

$1.466





Cell I27



$3,511,572
$3,517,421





Cell I28



1.331

1.333





Cell J28


6.079%

6.256%

(reflects response to POIR2 Q1)

Parcels



Cell D36


6.647

5.959





Cells F36 & I36


$332

$298

(reflects response to POIR2 Q10)

Percent Change Summary
Cell E6



6.079%

6.256%





Cell E9



5.147%

5.433%

First-Class Single Piece
Cell H5



4.2%

4.5%





Cell H6



4.5%

4.8%





Cell H7



4.7%

4.9%





Cell H8



4.8%

5.0%





Cell H9



4.9%

5.1%





Cell H10


5.0%

5.2%





Cell H11


5.1%

5.3%





Cell H12


5.2%

5.3%





Cell H13


5.2%

5.4%





Cells H14 & H15

5.3%

5.4%





Cell H16


5.3%

5.5%





Cell H17


5.4%

5.5%  


(reflects response to POIR2 Q1)

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


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


� Data are available for First-Class Mail Presorted Letters/Postcards only.  Given very low total Move Update volume and revenues, this limitation is not material in any way.


� “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 Docket No. R2010-1, Notice, at 6.
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