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UNITED STATES OF AMERICA
POSTAL REGULATORY COMMISSION
WASHINGTON, D.C. 20268-0001



Annual Compliance Report, 2013	Docket No. ACR2013



CHAIRMAN’S INFORMATION REQUEST NO. 4


(Issued January 27, 2014)


To clarify the basis of the Postal Service’s estimates in its FY 2013 Annual Compliance Report (ACR), filed December 27, 2013, the Postal Service is requested to provide written responses to the following questions.  Answers should be provided to individual questions as soon as they are developed, but no later than February 6, 2014.
Special Services
The following question refers to USPS-FY13-NP26.  Please explain the derivation of window transaction costs and advertising expenses for Greeting Cards and Shipping and Mailing Supplies.  Please provide electronic spreadsheets showing the calculations and the sources for input data.
Please identify each product and the corresponding revenues and costs included in the competitive “Other Ancillary Services.”  Library reference USPS-FY13-NP1.
The revenue for Customized Postage declined from $900,000 in FY 2012 to $300,000 in FY 2013.  See 2012 ACD at 136 and 2013 ACR at 37.  Please explain the reason for the decline in revenue.
Please reconcile the total FY 2013 revenues reported for Stamped Envelopes and Cards, of $12.9 million as shown in the USPS FY 2013 Annual Compliance Determination at 37 with $12.3 million reported in library reference USPS-FY13-42.
Library reference USPS-FY13-42 shows that the FY 2013 revenue for USPS Tracking, previously known as Delivery Confirmation, was $106.239 million versus the FY 2012 revenue of $244.963 million, while volumes for FY 2013 were approximately 2.3 percent higher than in FY 2012.  Please explain the reasons for the revenue decline of 56.7 percent.
Library reference USPS-FY13-28 includes a file detailing the cost estimates for USPS Tracking, previously known as Delivery Confirmation.  The file “USPS TrackingPub-FY2013.xlsm” at tab “w-4b” shows the acceptance unit costs for both Package Service Manual and First-Class Mail Parcels are $0.3417.  The equivalent unit acceptance cost for Delivery Confirmation in FY 2012, found in USPS-FY12-28 of file “DelConPub-FY 2012.xls,” is reported as $1.3367 for the same products.  Please explain the reasons for the significant (74.3 percent) decline in acceptance costs.
Flat-Shaped Mail
A Strategic End-to-End Guide for Flats Planning, October  2013, makes the following statement:
[T]he Postal Service continues modifying the AFSM 100 machines to increase operational efficiency and reduce maintenance downtime.  [P. 20) emphasis added).]
Please discuss all modifications made to the AFSM 100 machines during FY 2013, and explain the extent to which those modifications increased productivity (e.g., throughput) of the AFSM 100 machines.
Does the Postal Service have separate cost records or estimates for the end-to-end cost of (a) flats processed on AFSM 100 machines and then cased manually by carriers versus; (b) flats that are DPS’d on FSS machines?
If so, please provide the comparable unit costs for each method of distribution.
If comparable and separate unit cost data are not available for each method of distribution, please explain whether, in the Postal Service’s opinion, distribution of flats on the FSS (a) has a lower unit cost, (b) has approximately the same unit cost, or (c) has a higher unit cost vis-a-vis distribution on the AFSM 100 and manual casing by carriers?
Please confirm that all 100 FSS machines were deployed and operational throughout both FY 2012 and FY 2013.  If not confirmed, please explain.
To what extent did productivity of the fleet of FSS machines change, e.g., improve, during the course of FY 2013?
With respect to evaluating whether to invest in new peripheral hardware for the fleet of FSS machines e.g., high speed flats feeders, alternative small footprint flats sequencing systems, and bundle unloading devices.
1. What is the minimum return on investment (“ROI”) percentage required by the Postal Service for making such capital investments?
What future time periods, i.e., over how many years, does the Postal Service use when computing estimated ROI on such capital investments?
Standard Flats
In FY 2012 and FY 2013, the CRA indicates that the unit cost of Standard Flats was, respectively, $0.465 and $0.452.  The unit cost for Standard Flats thus declined by $0.013.
1. Of this decline in unit cost of Standard Flats, please explain approximately what portion can be attributed to the new labor contract that permits the hiring of a certain percentage of new employees at a lower wage rate, and what portion can be attributed to greater productivity when handling Standard Flats.
To the extent that your response to preceding part a. indicates a lower unit cost of Standard Flats resulting from higher productivity, please explain what the Postal Service perceives to be the major sources of such improved productivity, e.g., enhancement to the AFSM 100s, the FSS itself, and peripheral improvements to the FSS.
The Commission’s FY 2012 ACD states, “Given the serious implications of the pricing of Standard Mail Flats, the Commission recommends that the Postal Service derive elasticity estimates to provide for a more realistic assessment of the impact of price changes on contribution.” 

Please explain what the Postal Service has done in response to this recommendation.

NSAs
In the FY 2013 ACR, the Postal Service states with respect to the Valassis NSA, “Valassis did not send enough NSA-eligible volume to qualify for volume discounts, and paid published rates during FY 2013.  Therefore, there are no further data to report.”  There was also no periodic reporting as required by Order No. 1448 at 41.  The Valassis NSA requires Valassis to pay a penalty of $100,000 if Valassis does not mail 1,000,000 contract pieces during the first year of the agreement.
Did Valassis reach the 1,000,000 contract pieces threshold?
Did the Postal Service waive the $100,000 penalty?  Please explain.
The following table details the calculation of the net value for contract year 2 of the MC2011-19 Discover NSA using the Commission’s approved methodology for Market Dominant NSAs.  The table also contains the Postal Service’s estimate of net value provided in library reference LR-USPS-FY13-30.  In addition, the table contains the elasticities implied by the Postal Service’s estimate of net value.
[image: ]
1. Please confirm the net value to the Postal Service was -$7,205,648 in contract year 2 using the Commission’s approved methodology.  If not confirmed, please explain.
Please confirm that the First-Class Mail elasticity implied by the Postal Service’s estimate of net value is -3.59.  If not confirmed, please explain.
Please confirm that the Standard Mail elasticity implied by the Postal Service’s Standard Mail Low estimate of net value is -8.27.  If not confirmed, please explain.
Please confirm that the Standard Mail elasticity implied by the Postal Service’s Standard Mail high estimate of net value is -6.20 If not confirmed, please explain.
Please discuss the differences in methodology between the Commission’s approved method and the Postal Service method.
Please provide any documentation the Postal Service has developed that details whether Discover is price elastic or price inelastic.
The following question involves LR-USPS-FY13-30 file “ACR_NSA_FY13_report_2013.12.19.xls” tab “MC2011-19 Discover NSA.”
1.  Please provide the formulas and source data for the following cells: R37, R71, J8, J9, J10, J11, 16, J17, J21, J43, J44, J45, J46, J51, J52, J53, J58, J59, J60, J69, J70, J71.
1. Please provide the First Class Mail Full Service IMb Volume in cells S12 to X12.
1. Please provide the Standard Mail Full Service IMb Volume in cells S47 to X47.
1. Please provide the Standard Mail Mobile Barcode Discount Volume in cells S48 to X48.
1. Please provide a rationale for excluding Full Service IMb revenue from the average revenue per piece for First Class Mail in cell K19 and Standard Mail in cell K53.

Other
Please provide a revised version of the CPMS dataset provided in library reference USPS-FY13-43 which contains the data field ‘Location ID’ that existed in prior years’ CPMS datasets.
The Postal Service’s Annual Report to Congress, at page 19, states that transitioning 7,985 offices to 2-hour, 4-hour, and 6-hour periods of operations has saved $171 million in annual costs.  Does this figure include the initial costs of those offices projected to be upgraded to Level-18?
Given the Postal Service’s experience in implementing POStPlan to date, does the Postal Service believe it is still on track to achieve the cost savings projected in Docket N2012-2?
Under existing labor contracts for clerks and mail handlers, city carriers, and Rural carriers:
1. When and by how much will the basic average wage rate (other than COLA) increase during the life of current contracts?
1. Please explain whether full COLA increases are applied to average wage rates.  If not, please explain.

By the Chairman.



	Ruth Y. Goldway
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ACR FY2013

MC2004-3 Analysis

First Class Letters

Eligible Volume:  211,328,823

Revenue per Piece: 0.37 $               

Cost per Piece: 0.13 $               

Marginal Discount: 0.02 $               

First Class Mail Regular Elasticity: (0.339)

Standard Mail Letters

Eligible Volume:  882,806,472

Revenue per Piece: 0.21 $               

Cost per Piece: 0.11 $               

Marginal Discount: 0.01 $               

Standard Mail Regular Elasticity: (0.457)

Total Net Value to USPS: (7,205,648) $      

Discounts Paid to Discover 9,228,149 $       

Postal Service Estimate of Net Value

First Class 4,485,569.44 $   

Standard Low Estimate 13,553,159.64 $ 

Standard High Estimate 9,234,412.55 $   

Elasticity Implied by Postal Service Estimate

First Class (3.59)

Standard Low Estimate (8.27)

Standard High Estimate (6.20)


