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CAP COMPLIANCE FOR FIRST-CLASS MAIL PRICE CHANGES

I. PREFACE

The overall percentage increase for First-Class Mail is 1.741 percent, equal to the annual limitation authority of 1.741 percent. USPS R2011-2/1 contains the workpapers which demonstrate that the percentage change in First-Class Mail prices complies with the Available Rate Change Authority. It consists of this summary document, and three sets of Excel workpapers described in detail below.

II. ORGANIZATION

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 CAPCALC-FCM-FY2011.xls contains the billing determinants, current prices, adjusted prices and revenue calculations for First-Class Mail.  The percentage rate change calculations in that file include total revenue and volume from Outbound Single-Piece First-Class Mail International (FCMI) derived from the Excel file labeled CAPCALC-FCMI FY2010.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 (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, 2011.  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 CAPCALC-FCMI-FY2010.xls.

In separate sections below, the remainder of this document describes the

contents of the above referenced workpapers: CAPCALC-FCM-FY2011.xls,
CAPCALC-FCMI FY2010.xls, and Inbound CAPCALC-FCMI-FY2010.xls.

III.
First-Class Mail

A. Adjustments to the Billing Determinants

As described below, the workpapers in CAPCALC-FCM-FY2011.xls are

based upon the FY2010 billing determinants from Docket No. ACR2010, USPS

FY2010 Annual Compliance Report, USPS-FY10-4 (December 29, 2010), but

reflect the minor additional detail discussed below. After the cover page and the index there are seventeen tabs. 

The first tab (“FY2010 Billing Determinants”) has the annual billing determinants for FY2010, as reported in the ACR. There are no volume adjustments to the billing determinants. The only additional information provided in this filing is the data for First-Class Mail parcels by ounce increments, and the reporting of single-piece parcels for the Retail and Commercial Base single-piece. 
The reason for providing the parcel data by ounce increments is to be able to calculate the volume for the 1 to 3 ounce parcels, and parcels weighing over 3 ounces up to 13 ounces. In this price adjustment the Postal Service is treating the first three ounces in each parcel pricing category as a single price cell. For each price category, parcels weighing from 0 to 3 ounces will pay a single price. The additional ounce price would apply after the first three ounces.
Commercial Base includes all parcels that are currently included in the Presort parcels category, plus the commercial portion of single-piece parcels. Single-piece parcels that are the residual of a presorted parcel mailing, and nonpresorted parcels for which the postage is paid by permit imprint, IBI meter, or PC Postage would be eligible for the Commercial Base single-piece prices. All other single-piece parcels would pay retail prices.
B. Revenue and Percentage Rate Change Calculations

The prices for each First-Class Mail rate cell are presented in USPS Notice of

Price Adjustment, Appendix A.

In CAPCALC-FCM-FY2011.xls, the Docket No. ACR2010 billing determinants for FY2010, were used as the basis for the weighting to calculate the percentage rate changes for domestic First-Class Mail.

The following pair of CAPCALC-FCM-FY2011.xls tabs -- “Single-Piece” and “Presort” -- provide the volume multiplied by the current and adjusted rates for single-piece and presort price cells, respectively.  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 CAPCALC-FCM-FY2011.xls, provide the same information for each of the following:

▪
SP [Single-Piece] Letters and Cards;

▪
Presort Letters & Cards;

▪
Flats; and

▪
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 and Inbound categories as discussed in the International section. 
The next tab, ‘Percent Change Summary’ provides percent changes for the products within First-Class Mail and FCM International.

The next four tabs titled:

· First-Class Single-Piece

· First-Class Discount Letter

· First-Class Discount Flats and

· 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 CAPCALC-FY2011.xls 
· Passthrus FCM SP Letters, Cards

· Passthrus FCM Bulk Ltrs, Cards

· Passthrus FCM Flats

· Passthrus FCM parcels
replicate the First-Class Mail workshare passthrough tabs from USPS-FY10-3, but with one difference. The discounts in these tabs are calculated on the basis of the adjusted Docket No. R2011-2 prices, as opposed to the prices implemented as a result of Docket No. R2009-2. The cost avoidances match the estimates used in ACD 2010 in the relevant First-Class Mail section.
Four  passthroughs that are above 100 percent are discussed in USPS Notice of Price Adjustment, in the section Workshare Discounts.

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 CAP CALCULATION tab of CAPCALC–FCMI–FY2010.xls.  The collective rate increase for all components of FCMI is 3.974 percent.

A.
FCMI Letters, Flats and Parcels

1.
Starting Point

The FY2010 billing determinants for Outbound Single-Piece First-Class Mail International (FCMI) are provided in the FY 2010 FCMI tab of CAPCALC-FCMI- FY2010.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 2010 Prices
The FY2010 billing determinants are the basis of all revenue calculations using the 2010 prices in the FCMI REVENUE COMPARISON tab of CAPCALC-FCMI-FY2010.xls.  For each rate group, the 2010 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 2010 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 $666,020,093 (cell W314) generated from the 2010 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 FY2010 billing determinants are the basis of all revenue calculations using the adjusted prices in the FCMI REVENUE COMPARISON tab of CAPCALC-FCMI-FY2010.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 $700,602,115 (cell V314) generated from the proposed 2011 prices for all rate groups is 5.192 percent greater than the total revenue obtained from the 2010 prices.

4.
Cap Calculation 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 2010 data, which showed that 0.44 percent of FCMI Letters was nonmachinable.  Applying this proportion to the benchmark volume of 245,572,704 for FCMI yields 1,080,520 total pieces that incurred the surcharge for the fiscal year.  Multiplying this volume by $0.20 yields $216,104 in total revenue for the 2010 price revenue column in the FCMI TOTAL PRICE INCREASE tab.  Multiplying the nonmachinable volume by $0.20 yields $216,104 in total revenue for the 2011 price revenue column in the FCMI TOTAL PRICE INCREASE tab.  The total revenue generated from the proposed nonmachinable surcharge is equal to the total revenue obtained from the current nonmachinable surcharge.
B.
FCMI Cards

1. Starting Point

The FY2010 billing determinants for First-Class Mail International (FCMI) Cards are provided in the FY2010 CARDS tab of CAPCALC-FCMI-FY2010.xls.  

2. Calculating Revenue under the 2010 Prices
The first step presents the volumes for FCMI rate groups 1 – 2 and combines rate groups 3 – 9 into a “rest-of-the-world” rate group to produce two rate groups (Canada and Mexico and Rest of World) for FCMI Cards.  The volumes for the three rate groups appear in cells C21 – F21 of the FY2010 CARDS tab and are referenced in cells D11 – D15 of the CARDS TOTAL PRICE INCREASE tab.

The next step involves multiplying the 2010 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 $14,639,674 (cell H18) in total revenue, which is the benchmark for the comparison with the total revenue generated by the proposed 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 $14,791,483 (cell L18) is a 1.037 percent increase over the revenue generated from the 2010 prices.
V.
Inbound Single-Piece First-Class Mail International

The prices for Inbound Single-piece First-Class Mail International (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, 2011.

Inbound Air Letters and Surface LC/AO volume and weight data were taken from the FY 2010 International Cost and Revenue Analysis (ICRA) Report.  The Inbound FCMI BD tab of Inbound CAPCALC-FCMI-FY2010.xls contains the summary billing determinants and references to where the data are located in the ICRA files.
The Inbound FCMI Rates tab of Inbound CAPCALC-FCMI-FY2010.xls contains Target System and Transition System terminal dues that 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 3, 2011 exchange rate of 1 SDR equals $1.54582.  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 Change tab of Inbound CAPCALC-FCMI-FY2010.xls contains the contains the calculation for the air conveyance price change and a summary of the overall Inbound FCMI price change based on the inbound revenues generated in the Inbound Revenue 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 were reduced to 0.315 SDR per kilogram on January 1, 2011.  The Inbound FCMI Price Change tab contains the weight data from the Inbound FCMI BD tab and the 2011 rate for air conveyance from the Inbound FCMI Rates tab.  Multiplying the weight by the CY 2010 rate equals the “current” revenue.  Multiplying the volume and weight by the CY 2011 rate equals the “new” revenue.  The Inbound FCMI Price Increase tab then shows the Percent Change for air conveyance by dividing the difference between the new revenue and current revenue by the current revenue.  In this case, the change in air conveyance revenue declined -21.836 percent.  This tab also summarizes the inbound terminal dues revenue comparison results from the Inbound Revenue Calculation tab that equals a 0.807 percent increase in inbound prices.

The Inbound FCMI Price Change tab then combines the air conveyance revenues with the terminal dues revenues.  The total Inbound FCMI price change is -2.038 percent.  The total revenue figures included in the FCMI TOTAL PRICE INCREASE tab of CAPCALC-FCMI FY2010.xls amount to an overall 3.974% increase for FCMI.
PAGE  
1

