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I. INTRODUCTION 
 
 On July 6, 2010, the United States Postal Service (Postal Service) for the first time filed 

with the Postal Regulatory Commission (Commission) a request to increase prices for market 

dominant products under the provisions of 39 U.S.C. § 3622(d)(1)(E) and 39 C.F.R. § 3010.60 et 

seq. (Exigent Request).  The Postal Accountability and Enhancement Act (PAEA)1 authorizes 

price increases on an expedited basis in excess of the CPI-based price cap in “extraordinary or 

exceptional circumstances” provided the Commission determines that “such adjustment is 

reasonable and equitable and necessary to enable the Postal Service, under best practices of 

honest, efficient, and economic management, to maintain and continue the development of postal 

services of the kind and quality adapted to the needs of the United States.”  39 U.S.C. § 

3622(d)(1)(E).  Various parties have submitted comments as to whether the Exigent Request 

satisfies the statutory requirements of the PAEA.2   

 Pitney Bowes’ comments do not address that threshold question.  Rather, if the 

Commission approves the request for an exigent increase, these comments address the timing of 

the adjustment, the proposed price adjustments for First-Class Mail Presort letters and flats, and 

the proposed price incentive programs for First-Class Mail. 

II. DISCUSSION 

 A. Timing of the Pricing Adjustment 

  If approved, the Postal Service proposes to implement new prices on January 2, 2011.  

An early January implementation allows the Postal Service to keep its commitment not to raise 

                                                 
1 See Pub. L. 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. 
2 See Motion of the Affordable Mail Alliance to Dismiss Request (July 26, 2010); Public Representative Answer to 
Motion of the Affordable Mail Alliance to Dismiss Request (August 2, 2010);  Answer of the Saturation Mailers 
Coalition, Valassis Direct Mail, Inc., Valpak Direct Marketing Systems, Inc. and Valpak Dealers’ Association to 
Motion of the Affordable Mail Alliance to Dismiss Request (August 2, 2010); Response of the United States Postal 
Service to Motion of the Affordable Mail Alliance to Dismiss Request (August 2, 2010). 
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prices on market dominant products in 2010.  Unfortunately, a January implementation date is 

problematic for mailers, mail service providers, vendors, and software developers who will need 

to prepare for and implement the proposed price changes.  For a variety of reasons, including 

high volumes of required year-end mailings and seasonal technology “freeze-out” or “lock-

down” periods, January is a particularly difficult time for mailers to change systems to 

implement wide-spread price and rule changes.  A January implementation date increases the 

burden and cost on the mailing community beyond those experienced with past May increases. 

 Pitney Bowes and its customers appreciate the fact that the Postal Service filed its 

Exigent Request six months ahead of the proposed implementation date.  But given the 90-day 

statutory review period and year-end resource constraints, this advance notice may prove 

inadequate, particularly if the Commission requires modification of the request.    If the 

Commission orders changes the time available to make the system changes required will be 

reduced and the implementation period compressed even more into the year-end time frame. 

 To the extent the Commission approves this Exigent Request, Pitney Bowes hopes this 

January price change is a one-time event and that future price changes will revert to a May 

implementation date,  a time when our customers do not face year-end reporting close out 

periods which fully occupy information technology resources. 

 B. First-Class Mail Presort Letters   

 In previous comments Pitney Bowes has pointed out that presort First-Class Mail is a 

very profitable product, far more profitable than Single Piece Mail.3 In congressional testimony 

earlier this year the Postal Service vice president for pricing confirmed this. 

                                                 
3 Docket No. ACR2009, Comments of Pitney Bowes Inc. (February 1, 2010) at 1; Docket No. 
RM2009-3, Comments of Pitney Bowes Inc. (September 11, 2009) at 9-10; Docket No. 
ACR2008, Comments of Pitney Bowes Inc. January 30, 2009) at 1-2. 
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Workshare mail is profitable. There are many myths about worksharing, including an oft-
cited observation that if discounts are greater than avoided costs then it must be 
unprofitable. Nothing could be further from the truth. Despite the sometimes vocal 
rhetoric, workshared mail is among the most profitable mail for the Postal Service to 
handle. For example, the cost coverage for workshared First-Class Mail letters was 291 
percent in FY2009; the highest for any product. More simply, for each dollar the Postal 
Service spends to process, transport, and deliver workshared First-Class Mail letters, we 
receive almost three dollars in revenue. In comparison, for each dollar in cost for single-
piece First-Class Mail, we receive only $1.67 in revenue. 

From another perspective, in FY 2009 each workshared letter contributed 22.9 cents to 
help cover the overhead costs of the Postal Service. That is 4.9 cents more than the 
contribution from the typical single-piece First-Class Mail letter. Significantly, this high 
margin exists even though the workshare discount exceeds the estimated avoided costs. 

Testimony of Maura Robinson before the House Subcommittee on Federal Workforce, Postal 
Service and the District of Columbia of the Committee on Oversight and Government Reform 
(May 12, 2010) at 5. 

Witness Kiefer goes further, pointing out “Presorted letters is the Postal Service’s most 

profitable mail category with a 291 percent cost coverage in FY 2009. Not only is this mail 

highly profitable, it also provides the single largest source of contribution to institutional costs. 

Almost 45 percent of our contribution comes from Presorted letters.” Kiefer Statement at 17.  

Unfortunately, the integer constraint for Single Piece First-Class Mail letter postage creates a 

situation where Presorted Letters face a higher than average increase. This is troubling because 

“many presort First-Class Mail customers control large volumes of mail. If they respond [to 

these increases] by leaving the mail, large volumes of mail will disappear, most likely 

permanently threatening the ability of the Postal Service to offer cost-effective universal 

service.” Id.   

 The Postal Service proposes an average price increase of 5.4 percent for First-Class Mail 

with a rate design that results in a 4.7 percent proposed increase for Single-Piece Letters and a 

5.9 percent increase for Presort Letters.  In setting prices, the Postal Service tries to balance 

“three important considerations: 1) the impact of the price change on customers and the volumes 
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they choose to mail; 2) the need for additional revenue and contribution to replace what was lost 

by the volume decline; and 3) the extent to which mail volumes will continue to decline, 

regardless of pricing actions taken by the Postal Service. Kiefer Statement at 13-14.  

 Taking all of the above into account, the Postal Service proposes a rate design that leaves 

the relationships between the various price tiers largely unchanged. With one exception, the 

passthroughs for automation letters either remain unchanged from those at current prices and 

remain at or under 100 percent (AADC to 3-Digit, 3-Digit to 5-Digit), or move closer to 100 

percent (Single-Piece to MAADC).  One passthrough, however, increases from 110 percent to 

120 percent (Mixed AADC to AADC). Pitney Bowes believes the Postal Service, as directed by 

the Commission, has adequately justified those passthroughs that exceed 100 percent. 

 The National Association of Presort Mailers (NAPM) proposes an alternative rate design 

that is superior in two respects.4  See NAPM Comments.  First, it does not increase any 

passthrough that currently exceeds 100 percent.  This addresses a concern suggested by the 

American Postal Workers Union in questions submitted on August 5 where APWU asks “[d]oes 

the law allow for an increase in a passthrough rate that the Commission has already stated is too 

high?”5 Second, the NAPM prices increase the passthrough of a key price, the 5-digit price, from 

85 to 100 percent, mitigating somewhat the adverse effect of the higher than average increase for 

Presort Letters. This mitigation targets a widely used price. In FY 2009, 48 percent of Presort 

Letters were mailed at this rate. 

                                                 
4 Our endorsement runs only to the prices proposed by NAPM which we think produce a better 
result for mailers and the Postal Service. 

5 American Postal Workers Union, AFL-CIO Proposed Questions for the Public Hearings on the 
United States Postal Service Exigent Request (August 5, 2010) at 2. 
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 Finally, the NAPM-proposed prices result in approximately the same revenue as the 

prices proposed by the Postal Service. We estimate the revenue difference to be less than $4 

million. 

 Should the Commission approve the Postal Service’s request for an exigent increase, it 

should direct the Postal Service to implement the prices proposed by NAPM.  

 C. First-Class Mail Presort Flats  

 The substantially above-average price increases – 12 percent – for First-Class Mail 

Presort Flats are unwarranted and ill-advised.  The unit cost of Presort Flats is likely overstated 

because these costs are being misclassified by shape.  Cost data suggest that some First-Class 

Mail Presort Letter costs are being counted as First-Class Mail Flats costs.6 A similar 

phenomenon involving the misclassification of Standard Mail Parcel and Standard Mail Flat 

costs was identified and corrected in Docket No. R2006-1. 

The final step also incorporates the Standard Regular flat-parcel adjustment to 
compensate for an inconsistency between the cost and volume data.  The 
inconsistency arises for “parcel-size” pieces between ¾ and 1 1/4 inches thick.  
Since the inception of the parcel rate surcharge and according to regulations in 
DMM 301.3.4.2, such pieces can pay either flats or parcel rates depending on 
their make up.  Pieces prepared as automation flats pay flats rates and avoid a 
parcel surcharge.  RPW by Shape Report information, which is based on postage 
statement data, provided by witness Loetscher (in USPS LR-L-87) reflect these 
pieces as flats.  IOCS, however, collects data without the benefit of postage 
statements, and most likely reports the costs for these pieces as parcels.  Parcel 
shaped pieces mailed at automation flats rates appear to be a significant share of 
parcel shape pieces for Standard Regular, and given IOCS treatment of these 
pieces, the costs for such pieces are a significant share of the Standard Regular 
parcel costs. As a result, there appears to be a significant inconsistency between 
volume and cost data for Standard Regular parcels, resulting in inappropriately 
high processing and other unit costs reported for parcels. 
 
An estimate of the inconsistency can be obtained by comparing RPW by Shape 
Report data (from USPS LR-L-87) and ODIS-RPW sample based Standard 
Regular volumes by shape. ODIS-RPW volume reporting by shape is consistent 
with the reporting of cost by shape since both ODIS-RPW and cost systems are 

                                                 
6 Because there are so many more First-Class Mail Presort Letters than Presort Flats, this likely 
has little effect on Presort Letter unit costs and a much more substantial effect on First-Class 
Mail Presort Flat unit costs. 
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sample based and use the same methods to determine piece shape.  Since the 
inception of the parcel rate surcharge and DMM 301.3.4.2 allowing certain 
“parcel shaped” pieces to qualify for flats rates, there has been a growing 
divergence between Standard Regular parcel volumes reported by ODIS-RPW 
(sample based) and RPW by Shape Report (postage statement based). RPW by 
Shape reports volumes at about 77 percent of the volumes for ODIS-RPW.  The 
divergence in parcel volume reported by ODIS-RPW and those reported in RPW 
by Shape since 1999 has been consistent with the rise in the Standard Regular 
parcel unit costs, thus showing a clear link.”7   
 

 The presence (and magnitude) of the parcel-flat misclassification was confirmed by the 

inconsistency between RPW by Shape Standard Mail Parcel volumes and ODIS-RPW parcel 

volumes.8  This same inconsistency is observed for First-Class Mail Presort Flats in FY 2007, 

FY 2008, and FY 2009.  If the overstatement in First-Class Mail Presort Flats unit costs is 

proportional to the difference between ODIS-RPW and RPW by Shape volumes (the assumption 

made in Docket No. R2006-1 for Standard Mail parcels), that overstatement would be in the 20 

to 25 percent range.  

Table 2. First-Class Mail Presort Flat Volume as Percentage of  
First-Class Mail Presort Flat and Letter Volume 

 

Fiscal Year   ODIS-RPW RPW by Shape 
Percent 

Difference 
  [1] [2] [3]=[1]/[2]-1 

FY 2007 [a] 2.2% 1.8% 20% 
FY 2008 [b] 2.0% 1.6% 25% 
FY 2009 [c] 1.9% 1.6% 21% 
     
[a] USPS-FY07-26, shp07prc.xls, "FC PRESORT Parcel-Flat Adj."  
[b] USPS-FY08-26, Parcel-Flats Adjustment FY08.xls, "FC PRESORT Parcel-Flat Adj." 

[c] USPS-FY09-26, Parcel-Flats Adjustment FY09.xls, "FC PRESORT Parcel-Flat Adj." 
  

 The Postal Service should investigate this likely misclassification of First- 

Class Mail Presort Flats costs before implementing any above-average price increases.  The 

importance of getting this correct is underscored by the profitability of First-Class Presort Flats. 

The most recent FY 2009 Annual Compliance Determination (”FY2009 ACD”) shows that 

                                                 
7 R2006-1, USPS-T-13 (Smith) at 34-35. 
8 This type of misclassification would not affect Single-Piece First-Class Mail because the cost and volume 
estimates are sample-based. 
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revenues for flat-shaped mail generally did not cover costs in FY 2009. See FY2009 ACD at 28. 

First-Class Mail Flats, however, make a contribution of approximately 50 cents per piece.   

Given the Postal Service’s financial condition and the importance of First-Class Mail Presort 

volumes, the Commission should take care that price increases for this product do not cause 

commercial First-Class Mail Flats to migrate to less profitable products or, even worse, out of 

the system entirely.9 

 D. First-Class Mail Incentive Programs 

 In addition to the proposed pricing changes, the Exigent Request also contains a number 

of classification changes designed to retain or grow First-Class Mail volumes.  These 

classification changes include the “Reply Rides Free Incentive Program” for First-Class Mail 

Presort letters, the introduction of a Single-Piece Commercial price category for First-Class Mail 

parcels, and a uniform price for First-Class Mail parcels weighing three ounces or less.   

 The Reply Rides Free Program is designed to provide a per-piece credit for the additional 

ounce postage on qualifying First-Class Mail Presort letter pieces weighing between 1 ounce and 

1.2 ounces.  Only volume above a trend-based mailer-specific threshold would qualify.  The 

Postal Service has been working with mailers to improve this offering.  While it is too early to 

predict how many mailers will take advantage of the program, the concept demonstrates 

innovation and creativity. 

 The proposed prices for Commercial First-Class Mail parcels include a lower price point 

for residual pieces of First-Class Mail presort parcel mailings and to non-presort mailings that 

use payment evidencing channels that result in lower costs for the Postal Service.  The 

                                                 
9 See Docket No. ACR2009, Pitney Bowes Initial Comments at 7. 
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Commercial First-Class Mail parcel rate rewards efficient mail preparation while democratizing 

the benefits of pricing flexibility by forgoing minimum volume requirements.10 

 The proposed uniform rate for First-Class Mail parcels weighing three ounces or less will 

simplify pricing and reduce costs for many mailers.   

 Each of these programs represents an appropriate exercise of the Postal Service’s pricing 

flexibility under PAEA.  These programs alone will not solve the Postal Service’s financial 

problems, but collectively these and other pricing innovations will help.  The Postal Service must 

continue to bring innovative new product and pricing ideas forward to increase the value and 

relevance of First-Class Mail.  Pitney Bowes urges the Commission to approve these innovative 

proposals. 
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10 See Postal Service’s Response to POIR 2, Question 5 (discussing how the proposed Commercial First-Class Mail 
parcel rate advances the statutory objectives and factors of sections 3622(b) and 3622(c)). 


