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The Public Representative hereby comments on the Postal Service’s notice of price adjustments, effective April 17, 2011, for market-dominant postal products filed pursuant to 39 U.S.C. 3622 and 39 CFR part 3010.[footnoteRef:1]  The Adjustment Notice also proposes minor mail classification changes and revisions to the Mail Classification Schedule.  Comments by interested persons on the Adjustment Notice are due February 2, 2011.[footnoteRef:2]   [1: 	  United States Postal Service Notice of Market-Dominant Price Adjustment (Adjustment Notice) January 13, 2011. ]  [2: 	  Notice and Order on Price Adjustments for Market Dominant Products and Related Mail Classification Changes, January 19, 2011 at 15.] 

[bookmark: _Toc223773387]I.	INTRODUCTION
The annual price cap limitation on changes in rates for this proceeding is 1.741 percent based upon the most recently available data through November 2010 from the Bureau of Labor Statistics.  This is based on a 12 month moving average of the Consumer Price Index-All Urban Consumers (CPI-U).
The Public Representative believes that given the billing determinants and cost and revenue estimates assumed by the Postal Service, the calculations of the planned price adjustment comply with the rate cap limitation in 39 U.S.C. § 3622(d). Overall, based on the information currently available, it appears that the total price adjustment for each class of mail falls within the price cap limitation and provides the information which conforms with the general requirements of the Commission’s rules. 
Seven issues are discussed separately below:
1.  New First-Class rates--Commercial Base and Commercial Plus;
2. Qualified Business Reply Mail (QBRM) workshare discount;
3. First-class parcels rate category conflation of 1-3 ounce rates;
4. First-Class Barcoded and Presorted Automation ADC Flats discounts;
5. Standard Mail letters and flats institutional cost burdens;
6. Periodicals bundles, sacks and pallets passthroughs; and
7.  Periodicals pricing strategy for individual publications.
[bookmark: _Toc223773388]II. 	BACKGROUND
This is the third notice of price adjustment filed by the Postal Service pursuant to section 3622 of the Postal Accountability and Enhancement Act, Pub L. 109-435, 120 Stat. 3198 (2006) (PAEA).  The first review of price adjustments for market dominant products was filed February 11, 2008 and culminated with the Commission’s Order No. 66 accepting all but one of the price adjustments.[footnoteRef:3]  The second notice of price adjustments for market dominant products was filed one year later on February 10, 2009.  The Commission’s Order No. 191 found the price adjustments to be within the annual limitation and properly reflecting the statutory preferences of 39 U.S.C. 3626 and that workshare discounts satisfied the requirements of 39 U.S.C. 3622(e).[footnoteRef:4]  As a result of the negative CPI-U calculation for the relevant period, no notice of price adjustment was filed in 2010. [3: 	  Review of Postal Service Notice of Market Dominant Price Adjustment, Order No. 66, March 17, 2008.]  [4: 	  Order Reviewing Postal Service Market Dominant Price Adjustments, Order No. 191, March 16, 2009.] 

[bookmark: _Toc223773389]III.	THE ADJUSTMENT NOTICE COMPLIES WITH THE FOLLOWING FILING 	REQUIREMENTS
In addition to conforming to the annual price cap limitation, the Adjustment Notice includes information required by the applicable Commission rules for this Type 1-A price adjustment to rates of general applicability.[footnoteRef:5]    [5: 	  39 CFR Part 3010 (§3010.3) issued pursuant to 39 U.S.C. 3622(d)(1)(D).  ] 

Section 3010.2 (b)   The Adjustment Notice includes a table of remaining unused rate adjustment authority for each class applicable for subsequent determinations of unused rate adjustment authority. Adjustment Notice at 6.  If volumes are adjusted by the Commission pursuant to the Annual Compliance Review for FY 2010 impacting one of the price adjustments, the new unused rate adjustment authority must be modified.

Section 3010.3(b)	The limitations on rate adjustments, by class, are determined by section 3010.11 and section 3010.12.  The Adjustment Notice includes a table of proposed changes, by class, all of which are less than the mandatory annual limitation. Adjustment Notice at 5.  The rate increases in each class appear to fall below the annual limitation.   

Section 3010.14(a)   The Adjustment Notice includes three types of required general information: proposed rate schedules and their effective dates, evidence of public notice of the rate adjustment, and the name of the Postal Service official who will respond to requests for additional information.

Section 3010.14(b)   Supporting technical information and justifications are included in the Adjustment Notice.  The Commission’s rule lists ten types of required information.  The Postal Service has provided amounts, schedules and justifications required by the rule.  The Commission must determine whether the justifications provided meet the requirements of the PAEA.   

[bookmark: _Toc223773390]IV.	FIRST-CLASS MAIL
New Classification Offerings
The Postal Service’s Adjustment Notice includes two new related classification changes for First-Class.  One classification change introduces a separate price category-Commercial Base.  The First-Class Commercial Base category would include all parcels that are currently submitted in the Presort parcel category as well as retail single-piece commercial parcels.  Parcels eligible for Commercial Base single-piece prices would be the residual of a presorted parcel mailing and nonpresorted parcels for which the postage is paid by permit imprint, IBI meter, or PC Postage.  Adjustment Notice at 14. 
The other new First-Class classification is the introduction of a new pricing category-Commercial Plus.  Commercial Plus includes parcels entered in bulk with at least 200 pieces or 50 pounds.  An annual volume commitment of 5,000 pieces is required. Id. Commercial Plus is designed for parcels weighing 13 ounces to less than16 ounces.  The Postal Service states that Commercial Plus rates are also established for parcels weighing at least 3.5 ounces up to 13 ounces but are unlikely to be utilized because the Commercial Plus pricing is unfavorable at those weights.  Id. at 15.  The proposed MCS language includes rates for Commercial Base parcels up to 13 ounces that are significantly lower than the Commercial Plus prices.  
 For the two classification proposals, the Postal Service has provided no information on proposed service standards or service performance measurement methodology.  It may be postulated that Commercial Base parcels assume the Presort First-Class parcel service standards which they replace, but nothing in the Postal Service’s filing explicitly states this intention.  Moreover, no service standards or methods of performance measurement have been identified or proposed for the new Commercial Plus parcel service.  The failure to propose an addition or a change to the service performance standards and the measurement system ignores the provisions of Section 3691 and the requirements of 39 CFR 3020.30 et seq. applicable to requests initiated by the Postal Service to modify the product lists described in the Mail Classification Schedule.  If the new First-Class product categories are approved by the Commission, the following procedures are appropriate: (1) Establish the applicable service performance standards for Commercial Plus and Commercial Base; (2) Identify the performance measurement system to be used to track their performance; and (3) Specify a date when performance measurement will commence.  Failure to address these procedures renders the Postal Service deficient in fulfilling the requirements of the PAEA for performance measurement as set forth in 39 U.S.C. 3691.  
Qualified Business Reply Mail (QBRM)
	 QBRM pieces are mailed by First-Class bulk mailers who are attempting to generate additional business.[footnoteRef:6]  As Table 1 shows, the Postal Service has proposed to maintain the QBRM $0.023 discount, in place since at least Docket No R2009-2, in spite of the recent unit decline in cost avoidance from 23 cents to 13 cents.  The need to lower the discount toward 100 percent of the cost avoidance has been ignored.   [6: 	  Adjustment Notice at 28.] 

	The Postal Service notes in its Annual Compliance Report for FY 2010 that, in the future, it will be aware of the direction of the cost avoidance.[footnoteRef:7]  However, in this docket, the Postal Service continues to attempt to justify maintaining the discount in excess of the unit cost avoidance to mitigate the price increase that presort mailers are receiving.[footnoteRef:8]  This rationale is unsustainable.  It suggests that anytime a commercial mailer’s rates increase, the Postal Service should dissipate the rate increase with a discount that significantly exceeds avoided costs in order to ameliorate the impact of the rate increase.  This logic is faulty as it negates needed rate increases from contributing to the financial health of the Postal Service.  Although this particular excessive passthrough may have a limited financial impact on postal finances, it is indicative of the Postal Service’s failure to adequately adjust overall postage rates to comply with Section 3622(e). [7: 	  Docket No. ACR2010, Annual Compliance Report FY 2010, December 29, 2010 at 53.]  [8: 	  Adjustment Notice at 28.] 



Table 1   QBRM Letter/Card Discounts[footnoteRef:9] [9: 	  Docket No. R2009-2, PRC-R2009-2-LR1; Docket No. ACR2010, Annual Compliance Report FY 2010, USPS-FY10-42 and; Docket No. R2011-2, Attachment B at 1.] 

	Year
	Discount
	Unit Cost Avoidance
	Passthrough

	R2009-2
	$0.023
	$0.023
	101.4%

	ACR2009
	$0.023
	$0.025
	92.9%

	ACR2010
	$0.023
	$0.014[footnoteRef:10] [10: 	  Docket No. ACR2010, Annual Compliance Report, FY  2010, USPS-FY10-42, filename “ChIR.1.Q.1.USPS-FY10-21.ACR2010.xlsx”.] 

	164.3%

	R2011-4 (Proposed)
	$0.023
	$0.013[footnoteRef:11] [11: 	  The unit cost avoidance may be understated by $0.001.  See Docket No. ACR2010, Annual Compliance Report, Response to Chairman’s Information Request No. 1, Question No. 1, January 24, 2011, ] 

	176.9%




Parcel rate conflation of 1-3 ounce rates
	The Postal Service proposes to increase First-Class Parcels rates overall by a reasonable 3.753 percent.  Adjustment Notice at 12.  Before the rate increase, First-Class parcels has a cost coverage of 99.89 percent.[footnoteRef:12]   Yet, within that parcel category, the Postal Service proposes to conflate three First-Class Mail parcel weight ranges of up to 1 ounce, up to 2 ounces, and up to 3 ounces, into one new substantially increased rate covering up to 3 ounces at $1.71.  Currently, as shown on Table 2, the rates for 0-3 ounces parcels are substantially lower:  $0.88 for 1 ounce, $0.1.39 for 2 ounce, and $1.56 for 3 ounce parcels.  The significant rate increases equate to 194 percent for one ounce, 123 percent for two ounces and 110 percent for 3 ounces.   [12: 	 Docket No. ACR2010, Annual Compliance Report FY 2010, December 29, 2010, USPS-FY10-1, FY10PublicCRA.] 

	The Postal Service argues that even though First-Class parcel volumes have declined, it expects the proposed rates will continue to be an attractive shipping option.  Postal customers mailing parcels in the 0 to 3 ounce weight range appear to be captive customers because few if any competitively priced options are available.  Nevertheless, these rate increases for 0-3 ounce parcels are excessive.  The Postal Service appears to be applying monopoly pricing power over smaller First-Class parcels without providing justification except noting that the (captive) market will bear the burden.    

Table 2    First-Class Parcels 0 – 3 ounces[footnoteRef:13] [13: 	 Adjustment Notice, Attachment A at 11.  Existing rate: http//www.usps.com/prices/first-class-mail-prices.htm.] 

	Weight Not Over
	Proposed Rate
(a)
	Existing Rate
(b)
	% Change
(a)/(b)

	1 ounce
	$1.71
	$0.88
	194%

	2 ounces
	$1.71
	$1.39
	123%

	3 ounces
	$1.71
	$1.56
	110%



Barcoded and Presorted Automation ADC Flats
In this docket, the Postal Service proposes to lower the workshare discount for automation ADC presort flats from $0.122 to $0.120 or only $0.002. See Table 3.  The resulting passthrough of avoided costs is 272.7 percent.  This passthrough not only remains well in excess of 100 percent, but is only a slight improvement from 277.3 percent reported in the FY 2010 Annual Compliance Report and a significant increase over the 145.6 percent two years ago in Docket No. R2009-2.  
The Postal Service argued in Docket No. R2009-2, and again in its Annual Compliance Report FY 2009, that the discount could not be lowered to 100 percent without creating the potential for rate shock.[footnoteRef:14]  In this docket, the Postal Service proposes to lower the discount only $0.002, an amount so small as to be insignificant.  Rather than taking corrective action, the Postal Service has allowed the discount to remain essentially the same even though the unit cost avoidance diminished as shown in Table 3.  If approved, the passthrough will decline merely 4.6 percentage points (from 277.3 percent to 272.7 percent).   [14: 	  Docket No. ACR2009, Annual Compliance Determination FY 2009 at 69.] 

The Postal Service indicates that it is aware of the excessive passthrough, but claimed that it wanted to wait and see if the change in costing methodology that occurred in FY 2008[footnoteRef:15] will impact cost estimates.  The reduction in the passthrough is inadequate and should to be addressed more aggressively by the Postal Service to comply with Section 3622(e).   [15: 	  Docket No. ACR2008, Annual Compliance Determination, FY 2008 at 62; and Docket No. ACR2009, Annual Compliance Determination FY 2009 at 86.] 


Table 3   Barcoded and Presorted Automation ADC Flats
	Year
	Discount
	Unit Cost Avoidance 
(cents)
	Passthrough

	R2009-2
		$0.122
	
	



	$0.084
	145.6%

	ACR2009
		$0.122 
	
	270.6%



	$0.045
	270.6%

	ACR2010
	  $0.122 
	$0.044
	277.3%

	R2010-4 (Proposed)
	  $0.120
	$0.044
	272.7%

	R2011-2 (Proposed)
	  $0.120
	$0.044
	272.7%



V.	STANDARD MAIL LETTERS AND FLATS
	In the 2008 ACD, the Commission was concerned about the disproportionate share of institutional costs borne by letters in comparison to flats – the difference was $0.11.[footnoteRef:16]  In the FY2009 ACD, the Commission again expressed concern and noted the disparity had grown to $0.16 as shown in Table 4. [16: 	  Docket No. ACR2009, Annual Compliance Determination FY 2009 at 86.] 

Table 4   Standard Mail Letters and Flats Institutional Cost Burden
	Year
	Letters
	Flats
	Difference

	FY 2008
	$0.09
	($0.020)
	$0.11

	FY 2009
	$0.081
	($0.079)
	$0.16


Source:  ACD2008 at 62 and ACD2009 at 86.

In the FY 2010 Public CRA,[footnoteRef:17] the Standard Mail Letter cost coverage is reported as 180.27 percent, indicating that Standard Mail Letters cover attributable costs and make a positive contribution to institutional costs. The Standard Mail Flat cost coverage is 81.59 percent and fails to cover its attributable costs and does not contribute to institutional costs.  In this docket, the Postal Service proposes to increase Standard Mail letter rates by a greater percentage than those of Standard Mail Flats, indicating that the institutional cost burden gap will increase further. [17: 	  Docket No. ACR2010, Annual Compliance Report FY 2010, December 29, 2010, USPS-FY10-1.] 

It is relevant that in the exigent case in Docket No. R2010-4, Postal Service witness James M. Kiefer stated that: “To fully close the coverage gap, Standard Mail Flats prices would need to increase by 16 percent.”[footnoteRef:18]  In addition, witness Keifer stated: “Clearly, we cannot continue to price Standard Mail Flats below costs for an extended period of time.”  Id.  In that docket, the Postal Service proposed to increase the Standard Mail Flat rate by 5.1 percent.  Yet, six months after filing R2010-4, the Postal Service plans to raise Standard Mail letter rates 1.81 percent and flats only 0.83 percent.[footnoteRef:19]  Although the magnitude of the rate increase in this docket is less than in the exigent rate increase due to rate cap limitations, the substantially higher institutional cost burden borne by Standard Mail letters will continue to increase more than the institutional cost burden borne by flats and the gap between the two will increase. [18: 		  Docket No. R2010-4, Statement of James M. Kiefer on Behalf of the United States Postal Service, July 6, 2010 at 30.
]  [19: 	  Adjustment Notice, USPS-R2011-2/2, Standard Mail Cap Compliance.] 

The Commission stated in the Annual Compliance Determination FY 2009 that the Postal Service should either decrease the disparity between letters and flats or “provide the Commission with empirical evidence that the market characteristics of letters and flats or other non-cost factors justify the unequal treatment.”[footnoteRef:20]  The Commission also directed that the Postal Service needed to develop a plan to improve the cost coverage of Standard Mail flats.  Id.  In this docket, the Postal Service fails to propose pricing to shrink the gap between the Standard Mail letter and flat contribution to institutional costs. Also, it does not provide sufficient evidence justifying the continued unequal treatment.   [20: 	  Docket No. ACR2009, Annual Compliance Determination FY 2009 at 86.] 

	The Postal Service contends that price increases for Standard Mail Flats should be moderated in order to facilitate the catalog mailing community.  The Postal Service points to catalog mail volumes that have declined from FY 2008 to FY 2010.  Adjustment Notice at 16.  It argues that raising postage prices too much could cause catalog mailers to cut their mailing lists.  Id.  However, the Postal Service acknowledges that “the Internet provides customers with an efficient way to order merchandise from a catalog.” Adjustment Notice at 16.  Continuing discriminatory treatment of letters compared to flats is contrary to a fundamental directive of the PAEA and should be discontinued.  The postal arguments are not sufficient justification to minimize Standard Mail flat rate increases in relation to those of Standard Mail letters.  
VI.	PERIODICALS
	In the Annual Compliance Determination FY 2009, the Commission directed speedy improvement in the price-cost ratios for Periodicals bundles, sacks and pallets because the passthroughs were significantly less than 100 percent. The Commission determined,   “Passthroughs range[d] from a low of 19.8 percent for a firm bundle in a mixed ADC sack to 54 percent for a 5-digit/Carrier Route pallet entered at an origin BMC.”[footnoteRef:21]  The low passthroughs were deemed problematic in that they exacerbated the Periodicals cost/revenue gap and the “low and differential passthroughs may send conflicting price signals to mailers and prevent them from entering mail in a way that reduces the end-to-end cost.” Id.  The Commission concluded “opportunities exist to improve efficiency and to offer mailers appropriate pricing incentives” and that the Postal Service “should implement such changes as soon as practicable.”  Id. These concerns had been addressed as early as Docket No. R2006-1 when prices were expected to be brought into alignment with the new cost structure. Id.  [21: 	   Docket No. ACR2009, Annual Compliance Determination FY 2009 at 76.] 

	  Table 5 indicates the proposed pallet price passthrough as a percent of cost compared with the passthroughs in last year’s Annual Compliance Determination for FY 2009.  In this docket, the Periodicals workshare passthroughs remain essentially unchanged in a range from a low of 16 percent for a mixed ADC sack entered at an origin SCF[footnoteRef:22]  to a high of 56.1 percent for a 3-digit SCF pallet entered at an origin BMC and a 5-digit/carrier route pallet entered at an origin BMC.  Table 5..  Table 5 also demonstrates that for pallets, the only passthroughs for 5-digit/carrier route pallets entered at a DDU declined 0.7 percentage points to a high of 2.1 percentage points for a 5-digit/carrier route pallet entered at an origin BMC.   These meager passthrough adjustments could not result from management attempts to adjust the rate design.  They are more likely the result of minor cost variations arising between rate adjustment periods.  In general, the Postal Service has failed to heed the Commission’s pricing directive to increase Periodicals passthroughs for pallet, sacks and bundles.    [22: 	  Adjustment Notice, Attachment B at 15.] 


Table 5   Pallet Passthroughs for 5-digit/Carrier Route Entry Points
	Entry Point
	R2011-2 Proposed Price as Percent of Cost
(a)
	ACR2009 Price as
Percent of Cost
(b)
	Percent Difference
(a) – (b)

	OSCF
	43.0
	41.4%
	1.6

	OADC
	49.0
	47.2%
	1.8

	OBMC
	56.1
	54.0%
	2.1

	DBMC
	49.8
	48.8%
	1.0

	DADC
	49.4
	48.7%
	0.7

	DSCF
	48.7
	48.4%
	0.3

	DDU
	47.5
	48.2%
	-0.7



	Another point with respect to Periodicals is necessary.  In reference to the rate increases, the Postal Service states:
This price package refines price relationships to encourage efficiency and containerization, while limiting the price increases for individual publications. The actual price paid by a given publication is the combination of many price elements, so care has been taken to adjust the individual price elements in a manner that limits the resulting postage increases.[footnoteRef:23] [23: 	   Adjustment Notice at 19.] 


	In the paragraph quoted, it is unclear if the discussion refers to the impact of the price increases in general or indicates that individual publications may have been targeted for pricing preferences by limiting their price increases and thereby discriminating against other publications.  While it is unlikely that prices are being set for unique individual publications, clarification from the Postal Service would ensure that the Postal Service’s proposed rates are fair and equitable.  Therefore, the Public Representative requests that the Commission obtain clarification of the Postal Service’s statement.
[bookmark: _Toc223773399]VII.	CONCLUSION

The Public Representative submits the foregoing Comments for the Commission’s consideration.
						Respectfully submitted,

									
	Kenneth E. Richardson
					Public Representative				
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